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For  Reference 

Do  Not  Take 

From  the  Library 


Every  person  who  maliciously 
cuts,  defaces,  breaks  or  injures 
any  book,  map,  chart,  picture, 
engraving,  statue,  coin,  model, 
apparatus,  or  other  work  of  lit- 
erature, art,  mechanics  or  ob- 
ject of  curiosity,  deposited  in 
any  public  library,  gallery, 
museum  or  collection  is  guilty 
of  a  misdemeanor. 
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Schwab  Personal  Choice  "services  are  available  for  a  fee  or  fees.  Please  call  us  for  details.  ©2004  Charles  Schwab  &  Co.,  Inc.  All  rights  reserv 
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roducing  Personal  Choice  from  Charles  Schwab?  a  new  range  of  investment 
services  that  allow  you  to  choose  based  on  how  you  like  to  invest.  No  more 

compromises.  No  more  being  shoehorned  into  an  account  or  relationship  that  doesn't  fit  your 
needs.  So  whether  you're  self-directed,  want  full-time  portfolio  management  or  something  in 
between,  you  can  now  get  access  to  the  resources  or  level  of  advice  that's  right  for  you. 


Advised  Investing 


Two  different  services  with 
a  range  of  research,  online 
tools  and  support  for  those 
who  like  to  manage  their 
own  portfolios. 


Four  advice  services  that  let  you  determine  the  level 
of  attention  and  involvement  you  want.  Plus  access  to 
a  range  of  premium  features  like  proprietary  research, 
advanced  portfolio  reporting  or  even  access  to 
a  prescreened  Independent  Financial  Advisor. 


Two  services  to  match  your 
style  and  strategy— you  can 
trade  on  your  own  or  team 
up  with  trade  specialists. 
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Seeing  the  market  from  a  different  perspective.  Yours? 


BEATING  DOWN  SUPPLIERS 
ON  PRICE  UNTIL  THEY 
CAN'T  GET  UP? 


THIS  IS  NOT  SPEND  MANAGEMENT. 


STRATEGIC  SOURCING  THAT  RESULTS  IN  THE  BEST  DEAL  FOR  EVERYONE  IS. 

Sure,  hitting  suppliers  for  a  lower  price  can  drive  savings.  But  quality  may 
be  more  important  than  price.  Or  service  may  be  more  important  than  both. 
When  you  move  beyond  a  one-size-fits-all  approach  to  sourcing,  that's  Spend 
Management.  And  that's  Ariba.  We  can  help  implement  strategies  that  evolve 
supplier  relationships  and  transform  your  business.  To  get  your  complimentary 
copy  of  our  helpful  guide,  "Seven  Habits  of  Effective  Sourcing  Organizations," 
piease  call  us  at  1-866-772-7422  or  visit  www.ariba.com/source. 
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Outsourcing 
and  more... 
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EDS:  Slow  Goingon  the 
Comeback  Trail 

Electronic  Data  Systems  CEO  Michael  Jordan 
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info -tech  services  giant.  But  with  rivals  making 
inroads,  EDS  doesn't  have  the  luxury  of  time 
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The  Bush  Administration's  budget  for  fiscal  2004  would  run  a 
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operations  in  Iraq.  This  debt  pile-up  means  lots  of  bad  things— w 
starvation  funding  for  education,  R&D,  and  infrastructure  the  wc 
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flat-panel  monitor  has  gone  from  a  competition 
killer  to  just  plain  deadly.  Apple  should  set  it  free 
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We  all  have  aspirations.  The  challenge  is  being  able  to  fulfill  them.  For  that,  you  need  a  partner  with  a 
proven  record  of  success.  Friedman  Billings  Ramsey  ranked  as  the  #3  underwriter  of  IPOs  in  2003.' 
In  addition,  FBR  ranks  #1  among  all  major  investment  banks  for  the  1,  3  and  5  year  periods  ending  12/31/03 
for  the  aftermarket  performance  of  our  lead-managed  equity  underwritings:  So  dream  big.  Whatever 
your  vision  may  be,  we'll  be  with  you  every  step  of  the  way.  For  more  information,  please  visit  fbr.com. 


Friedman  Billings 

Capital  For 
Your  Conquest 


Source  is  Dealogic.  -Relates  to  total  $  amount,  w/over-allotment.  of  US  IPOs  priced  between  1/1/03  and  12/31/03.  with  full  credit  to  all  bcokrunners.  excluding  Amer.can  Depository  Receipts  and  -<osed-end  funds  t  Relates 
to  all  pubLc  US  equity  transactions  (IPOs  and  secondaries/follow-ons.  excluding  closed-end  funds)  and  all  industnes.  Transactions  and  performance  priced  thru  12/31/03  Non-weighted  average  afterma—  Romance 
Ranked  among  lead  managing  underwriters  of  more  than  10  transactions  for  the  1  year  period,  and  more  than  30  transactions  for  the  3  and  5  year  penods.  S&P  500  is  the  tradema/k  or  registered  trader,  , 
Poor's,  a  division  of  The  McGraw-Hill  Companies.  Inc..  in  the  United  States  and  other  countr.es.  Friedman  Billings  Ramsey  is  independent  of  The  McGraw-Hill  Companies  and  has  no  relahonsh.o.  forma. 
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just  $29.99  a  month.  Meaning,  you  can  get  out  of  the  office,  and  start  getting  some  work  done. 

To  find  out  more,  call  1-800-TMOBILE  or  go  to  t-mobile.com/blackberry. 
Business  customers,  call  1-866-464-8662.  Also  available  at  select  retail  outlets. 
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Get  more  from  li 


"I'm  not  a 
statistician.  I'm 
not  a  predictor." 

-George  W.  Bush,  quoted 

by  press  secretary 

Scott  McClellan,  backing 

away  from  a  White  House 

estimate  that  2.6  million  jobs 

would  be  added  in  2004 


UTED  BY  IRA  SAGER 


AT  CAT  FOLLIES 

AY  THAT 

AISESIRS 

YEBROWS 

JEW  HOTBED  of  creative  ac 
unting  has  caught  the  at- 
ition  of  the  Internal  Rev- 
ue Service:  executive  pay. 
e  IRS  says  that 
tne  companies 

bending  tax 
vs  and  that  it 
11  prosecute 
y  tax-law 
lators. 

The  findings 
me  from  a  re- 
it  probe  into 

tax  returns  of 
o  dozen  undis- 
sed  compa- 
:s.  On  Jan.  31, 
in  Tawshun- 
y,  an  IRS  assistant  chief 
onsel,  told  lawyers  in 
ksimmee,  Fla.,  that  some 
mpanies  treat  pay  not  re- 
ed to  performance  as  if  it 


were.  That' s  a  big  no-no:  For 
any  exec,  a  corporation  may 
deduct  only  $1  million  in 
non-performance-related 
pay.  But  performance-based 
pay  is  exempt  from  the  cap. 
Some  top  executives  have 
put  pressure  on  their  under- 
lings to  exceed  the  caps  on 
benefits,  such  as  deferred 
compensation,  according  to 
an  account  of  the 
meeting  from 
the  Bureau  of  Na- 
tional Affairs,  a 
legal  and  regula- 
tory publisher. 
"We  are  seeing 
instances  of 


companies 
where  top  execu- 
tives were  basi- 
cally using  the 
company  as  a 
piggy  bank," 
Tawshunsky  told 
the  lawyers.  This  could  be 
just  the  start:  Eventually,  the 
agency  will  make  an  exec- 
pay  review  part  of  all  corpo- 
rate audits.        -Louis  Lavelle 


IE  BIG  PICTURE 

KPORATE  LIBRARY  Former  CEO  Jack  Welch 
GE  is  starting  his  second  book.  The  literary 
itput  of  some  other  celebrity  CEOsl 
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COLORADO'S  LAMM 

Opposes  immigration 


ECOLOGY  WATCH 

A  Battle  for  the 
Sierra  Club's  Soul 

THE  COUNTRY'S  MOST  POWERFUL  environmental  group,  the 
Sierra  Club,  is  facing  a  hostile  takeover  by  activists  who  want 
to  use  its  $95  million  budget  to  push  curbs  on  immigration. 

Three  of  the  club's  15  directors  already  support  immigra- 
tion limits.  Now,  three  other  like-minded  candidates  are  run- 
ning for  board  seats.  They've  teamed  up  with  two  other  candi- 
dates who  oppose  human  consumption  of  animals.  If  the 
coalition  sweeps,  it  would  gain  control  of  the  750,000-mem- 
ber  group.  Board  candidate  and  former  Colorado  Governor 
Richard  Lamm  maintains  immigration  is  an  environmental 
issue:  "The  last  thing  the  ecological  system  of  the  world 
needs  is  500  million  more  consuming  Americans." 

Meanwhile,  fringe  groups,  including  anti-immigration 
white  supremacists,  are  packing  voter  rolls.On  Jan.  30,  the 
board  voted  to  warn  members  that  "nonenvironmental  out- 
side organizations"  were  trying  to  influence  the  election.  "We 
welcome  debate,  but  when  you  get  groups  with  very  racist 
agendas . . .  then  you  have  to  be  concerned,"  says  President 
Larry  Fahn.  When  members  vote  on  Apr.  21,  he'll  find  out  if 
they  agree.  -Lorraine  Woellert 
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DIGITAL  WRITINGS 

HEADACHES 
FOR  TABLET 
PCs 

WHEN  MICROSOFT  launched 
the  Tablet  PC  in  the  autumn 
of  2002,  Asian  hardware 
makers  expected  it  to  be  a  big 
hit.  Microsoft  had  developed 
the  technology  for  the 
portable  computer,  which  lets 


users  write  ACER 

with  a  stylus  Sales  have 
on  its  screen.  beentepid 
But  so  far,  ^^™^™ 

sales  have  been  like  writing 
compared  with  typing:  slow. 
Taiwanese  computer 


maker  Acer  sold  120,000 
machines  in  2003,  half  of 
what  it  expected.  "It  has  been 
a  disappointment,"  says  Jim 
Wong,  president  of  Acer's 
information  technology 
group.  Others  agree.  First 
International  Computer,  a 
Taiwanese  manufacturer,  is 
shipping  2,000  a  month— 
about  half  what  it  expected. 

One  problem:  Microsoft's 
operating  system  is  9%  of  the 
tablet's  total  cost,  vs.  5%  for  a 
notebook  pc.  The  touchpad 
and  stylus  are  expensive  too. 
So  tablets  cost  from  $1,500  to 
$3,000— usually  $200  to 
$400  more  than  a  notebook 
pc.  Microsoft  says  the  Tablet 
pc  is  on  track,  but  won't 
disclose  its  sales  targets. 

To  make  the  machines 
more  appealing,  Asian 
computer  makers  such  as 
Fujitsu  have  added  faster  units 
with  longer  battery  life. 
Maybe  that' s  the  remedy  for 
sluggish  tablet  sales.  -Bruce 
Einhorn,  with  Jay  Greene 


STREET  NEWS 

HERE,  BANKER 

BANKER 

BANKER... 

WANTED:  INVESTMENT 

bankers.  Thanks  to  more 
mergers  and  stock  offerings, 
investment  bankers  are  back 
in  demand  after  three  years 
of  being  treated  like  pariahs. 
On  Jan.  27,  Merrill  Lynch  CEO 
Stan  O'Neal  said  he  wanted 
to  hire  as  many  as  25  senior 
bankers  this  year.  Blackstone 
Group  is  looking  to  beef  up  its 
mergers  and  acquisitions 
group.  And  San  Francisco 
boutique  Seven  Hills  Group  is 
on  the  prowl  for  10  bankers 
in  health  care,  tech,  and 
business  services.  Small 
numbers,  but  consider: 
Senior  bankers  can  cost  $1.5 
million  each.-£mi7y  Thornton 


CYBER  BOMB 

SEARCH  TAMPERING  Type  "miserable  failure 
into  Google,  and  top  results  include  President J 
George  W.  Bush,  filmmaker  Michael  Moore,  ar 
Senator  Hillary  Clinton.  Why?  Pranksters  fool 
search  engines  by  "Google bombing"- 
repeatedly  linking  "miserable  failure  to  target 
sites.  But  not  all  remain  failures.  Google  client 
AOL  yanked  Bush  from  its  results  in  January,  k 
other  "failures"  popped  up,  AOL  declined  to 
tinker.  "It  was  not  the  best  way  to  handle  it," 
says  a  spokesman.  AOL  won  t  reinstate  Bush  c 
zap  others,  saying  it'll  work  with  Gooele  to  fix  i1 
Google  says  it  won't  alter  results,  making  the 
miserable  gag  a  success.  -Sen  Efe 


DRAWN  &  QUARTERED 
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THE  ALL-NEW  265-HP  NISSAN  MAXIMA. 

All-new  independent  multi-link  rear  suspension,  18"  alloy  wheels 
and  a  Sky  View"  glass-paneled  roof  like  no  other.  For  dreamers  and  drivers 
alike.  For  more  information,  call  800-NISSAN3  or  visit  NissanUSA.com. 


SHIFT_  exhilaration 


SE  model  shown.  Nissan,  the  Nissan  Brand  Symbol,  "SHIFT _■  tagline  and  Nissan  model  names  are  Nissan  trademarks.  Always  wear  your  seat  belt,  and  please  don !  drink  and  dnve. 
£•2003  Nissan  North  America.  Inc. 
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Front 


A  BIG  TALENT 

TARGETS 

HEALTHCARE 

It's  all  about  him.  Richard  Saul 
Wurman  says  he  built  his 
career  by  indulging  his 
interests.  His  81  books  "come 
from  the  fact  that  I'm  curious 
and  I  don't  understand 
something."  His  latest, 
Understanding  Healthcare, 
has  sold  45,000  copies  since 
its  January  release.  He  calls 
his  TED  (technology, 
entertainment,  design) 
symposiums  "a  great 
egomaniacal  gesture." 

Yet  the  voluble  Wurman, 
68,  is  as  talented  as  he  is 
egocentric.  An  architect  who 
published  bis  first  book  at  26, 
he  has  received  grants  from 
the  Guggenheim  Foundation 
and  the  National  Endowment 
for  the  Arts.  His  specialty: 
making  information  under- 
standable. He  uses  graphics  to 
answer  questions  such  as 
"How  do  I  find  the  best 
hospital  for  my  needs?" 

Wurman  sold  TED  in  2001 
butwillhostTEDMED.a 
health-care  confab,  in 
October.  He  says  the  fusion  of 
physics,  biology,  and  chemistry 
is  "quite  an  exciting  moment." 
For  Wurman,  that's  what  it's  all 
about.         -Kimberly  Weisul 


GAMBLING 

VEGAS  LIKES 
THE ODDS 
ON  BRITAIN 

BY  U.S.  STANDARDS, 

Britain's  126  casinos  are 
small,  drab  affairs.  There 
is  little  entertainment, 
slot-machine  payouts 
are  capped,  and  casinos 
can't  advertise.  Still, 
U.S.  gaming  players 
are  salivating  over  its 
prospects.  Britain, 
with  a  stagnant  casino 
industry  and  citizens 
who  go  elsewhere  to 
gamble,  is  likely  to 
liberalize  its  gambling 
laws  by  yearend.  That 
would  open  the  door  to 
Las  Vegas-style  casinos 
in  the  world's  fourth- 
largest  economy. 

Gaming  companies 
are  anteing  up.  On  Jan. 
27,  MGM  Mirage  announ- 
ced a  proposed  $493 


ON  THE  AIR 

MARQUIS  JET'S 

PRIME-TIME 

INFOMERCIAL 

THE  APPRENTICE,  Donald 

Trump's  new  reality  show,  is 

a  ratings  hit— and  a 

marketing  boon  for  Marquis 

Jet.  The  show  gives  two 

teams  various  challenges. 

Someone  gets  cut  each  week, 

and  the  winner  gets  a  real-life 

job  with  Trump.  In  the 

second 

episode,  each    TRUMP 

team  had  to       His  show 

deliver  an  ad     is  a  hit 

campaign  for 

Marquis  Jet, 

which  sells 

time  on 

chartered 

planes. 
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Marquis  passed  on  the 
winning  entry,  saying  it  was 
too  suggestive. 

But  it  gladly  accepts  all  the 
attention  the  show  has 
brought.  Visitors  to  Marquis' 
Web  site  jumped  from  1,500 
on  an  average  Thursday  to 
20,000  on  Jan.  15,  when  the 
show  aired.  Now  there  are 
about  3,000  visitors  a  day. 
Marquis  received  500  unso- 
licited ad  campaigns,  includ- 
ing one  it's  considering. 

The  exposure  also  doubled 
the  company's  sales  leads. 
Trump  congratu- 
lated CEO  William 
Allard  on  his  good 
fortune:  "It  was  the 
greatest  infomer- 
cialofalltime."  So 
great  Marquis  will 
a-^m    return  for  another 
HA  episode.  Stay  tuned. 
-Brian  Hindo 


million  purchase  of  Wemble  \ 
an  owner  of  dog  tracks  MGI 
thinks  might  be  good  casind] 
sites.  It  also  plans  a  $455 
million  casino  in  Sheffield, 
near  Manchester.  Las  Vegas| 
based  Harrah's  has  teamed 
with  Gala  Group,  Britain's 
largest  bingo  parlor 
operator,  to  open  as  man\ 
as  eight  properties  once  i 
laws  are  liberalized— at  a  | 
cost  of  up  to  $1  billion, 
slot-machine  makers  si 

ias  WMS  Gaming  and  Ba  \ 
Gaming  Systems  are 
opening  British  offices 
Britain  looks  game 
the  moves.  While  casi 
attendance  is  rising  or 
gradually,  spending  is  I 
up  from  $5  billion  fivel 
years  ago  to  $7  billion  j 
2003.  Says  MGM 
CEO  J.  Terrence  Lanni  I 
"We've  got  to  look  for 
other  markets."  And  y| 
can't  win  the  jackpot 
without  taking  risks. 
-Christopher  Paln\ 
and  Laura  Cc\ 


THE  STAT 


Percentage  of 
adults  who  say 
the  cell  phone  is 
the  invention  that 
they  hate  most 
but  can't  live 
without.  The  alarm 
clock,  with  25%, 
and  the  television, 
with  23%,  were 
runners-up. 

Data:  Lemelson-MIT  Index,  survey  of  L023 
adults.  November.  2003 
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OWENS-ILLINOIS 


DID  MORE  THAN 
CONTAIN  TRAVEL  COSTS 


THEY  ACTUALLY  SAVED 


The  Time  For 

Polycom  Video 

Conferencing 

Is  Now. 


H 


low-cost,  high-quality  packaging  for  many  ot  tne  wor  u  challenge.  That's  why 

companies  and  brands.  Not  *"?"**«  and 

Owens-Illinois  uses  Polycom  video  conferencing  to  co.  ^  , 

customers  throughout  North  America    South  Am, 
Only  Polycom's  communication  and  collaboration  s 
Web  and  data  capabilities  -  saving  Owens-Illinois  S 

For  nrore  information  and  the  ™Y'™ '^^^ 

1-877-POLYCOM  or  visit  www.polycomcom^ska^  heip  ^ 

VSX    7000  -  video  conferencing  like  youve  never  seen  y 

increase  productivity  and  put  a  lid  on  travel  costs  now. 
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The  people  your  story 
invents  via  self-interested 
detractors  are  strangers  to 
anyone  who  knows  the 
real  people..." 


-Marc  J.  Warren 
New  York 


HOW  MUCH  DISTRESS 
IN  THE  STERN  DYNASTY? 

IN  AN  ATTEMPT  to  add  a  new  twist  to  the 
story  of  Eddie  Stern's  trading  activities 
("Dynasty  in  distress,"  Cover  Story,  Feb. 
9),  your  reporter  created  a  fantasy  of  a 
troubled  dynasty  in  the  Stern  family.  Ed- 
die traded  thinking  his  ideas  were  legal; 
he  is  currently  successfully  managing  the 
family's  investments.  Manny  lost  one  deal 
among  many  but  continues  to  manage 
and  expand  the  family's  real  estate  port- 
folio. And  in  a  story  about  a  dynasty,  only 
one  sentence  was  devoted  to  Leonard's 
daughter,  Andrea,  who  is  a  talented  pho- 
tographer about  to  have  a  show  in  a  ma- 
jor gallery.  All  three  children  are  living 
happy,  productive  lives  and  have  a  won- 
derful relationship  with  each  other  and 
with  their  father.  Leonard's  legacy  is  not 
in  distress. 

My  wife  and  I  have  been  friends  of 
Leonard  Stern  for  40  years  and  are  close 
to  his  wife  and  children  as  well.  I  was  his 
business  partner  for  six  years,  making 
over  60  acquisitions  in  building  Harmon 
Publishing  Co.  into  the  largest  U.S.  pub- 
lisher of  real  estate  photo  magazines. 

-Ronald  Weintraub 
New  York 


I  SERVED  AS  A  [Rite  Aid]  director  w 
Leonard  Stern  and  can  report  that  he  vi 
absolutely  instrumental  in  saving  R 
Aid.  From  the  moment  a  problem  v« 
discovered,  he  literally  rolled  up 
sleeves  and  worked,  at  times  24/7,  to 
store  Rite  Aid  to  financial  health— and 
the  process  saved  tens  of  thousands 
jobs.  The  level  of  commitment,  integr 
and    sheer   brainpower    displayed 
Leonard  was  unparalleled  and  amazes  i 
to  this  day. 

-Nancy  A.  Lieberm 
New  Y 

MARCIA  VICKERS  detailed  in  J 
storyjust  the  more  well-known  facts  a 
cerning  Leonard  Stern.  I  would  sugg 
she  dig  more  deeply.  I  am  one  of  the  c 
tributors  she  mentioned.  I  had  a  whc. 
sale  pet-supply  business  in  San  Die 
from  1963-70.  It  was  a  small  family  bu 
ness,  but  Stern  decided  he  wanted  it,  a 
he  eventually  ended  up  with  it.  I  filec 
federal  antitrust  case  against  Hartz 
1970,  and  it  dragged  on  for  over  a  yeai 
I  finally  settled  because  financial! 
could  not  continue  the  legal  bat 
Leonard  told  me  he  had  more  attorn 
on  his  staff  than  I  had  employees.  T 
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PeopleXriendly. 


People  Friendly  because. 


Desktop  Color  & 
B&W  Printers 


Versatile 
Multifunctional 
Copiers/Printers 


•Common  User  Interface 


•Universal  Print  Driver 


•Large  Toner  Capacity 


•Longer  Lasting  Drum 


•Very  Low  Cost  of  Ownership 


High-Speed 

Departmental 

Printing 


Printers  and  copiers  so 
simple  and  easy  to  use, 
they'll  make  you  smile. 

Kyocera  Mita  makes  a  full  line  of 
network  ready,  multi-functional  copiers 
and  printers  that  produce  crisp  black 
and  white  or  brilliant  color  documents. 
All  can  connect  seamlessly,  with 
embedded  wireless  capability7.  Our 
devices  are  exceptionally  reliable,  come 
with  the  industry's  best  warranties  and 
feature  a  very  low  cost  of  ownership. 

In  addition  to  all  this,  we  are  different 
in  our  dedication  to  user  friendliness: 

Technology  should  make  life  simpler 
and  business  more  productive. 

Make  us  your  new  friend: 
www.kyoceramita.com/us 


The  New  Value  Frontier 
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Readers  Report 


CORRECTIONS  &  CLARIFICATIONS 

In  "MegaMedia"  (Cover  Story,  Feb.  23), 
pending  new  Federal  Communications 
Commission  rules  would  allow  one 
company  to  own  as  many  as  three 
television  stations,  not  four,  in  the  nation's 
10  largest  markets.  Also,  the  rules  were 
passed  in  June,  2003,  not  July. 


might  very  well  have  been  true!  Finan- 
cially, the  relationship  with  this  guy  has 
caused  me  business  problems  ever  since. 
Enough  said. 

-Ralph  Slocum 
San  Diego 

[YOU]  ACKNOWLEDGE  that  Emanuel 
Stern  as  a  developer  has  "scores  of  suc- 
cessful projects"  but  then  depict  him  as 
imperiling  the  company's  200-building, 
38-million-square-foot  real  estate  portfo- 
lio because  he  wasn't  awarded  a  political- 
ly administered  request  for  proposal. 
More  than  40  companies  responded  to 
the  RFP  for  Meadowlands  Redevelop- 
ment. Hartz  was  one  of  three  finalists. 
Does  that  mean  that  37  other  companies 
also  "blew"  the  deal? 

As  a  Wall  Street  lender  familiar  with 
Hartz's  investments  and  operations,  I  can 
say  that  it  runs  one  of  the  best-perform- 
ing real  estate  portfolios  in  the  country. 
Its  Meadowlands  Redevelopment  pro- 
posal, which  your  story  suggests  was  de- 
ficient because  it  did  not  come  from  a  "so- 
phisticated [real  estate  investment 
trust],"  was  created  in  partnership  with 
Forest  City  Ratner,  itself  partly  owned  by 
one  of  the  New  York  Stock  Exchange's 
largest  public  and  well-performing  real 
estate  operating  companies.  I  personally 
reviewed  the  Hartz/Forest  City  proposal 
and,  as  one  who  has  seen  (or  written) 
hundreds  of  RFP  submissions,  I  can  say  it 
was  nothing  like  "crayon  on  construction 
paper,"  as  an  anonymous  Hartz  rival  in 
your  story  claims. 

As  a  longtime  friend  and  associate  of 
Emanuel  and  Leonard  Stern  and  their 
colleagues  at  Hartz  Mountain,  I  can  tell 
you  that  the  people  your  story  invents  via 
self-interested  detractors  are  strangers  to 
.anyone  who  knows  the  real  people,  their 
achievements,  and  their  integrity. 

-Marc  J.  Warren 
New  York 

HOW  THE  DOLLAR 

PLAYS  HAVOC  WITH  OIL  PRICES 

THE  PRICE  OF  OIL  in  U.S.  dollars  has 
much  more  to  do  with  the  value  of  the 
dollar  than  with  the  underlying  supply 


and  demand  for  oil  ("Why  is  oil  so  expen- 
sive—again?" News:  Analysis  &  Com- 
mentary, Feb.  9).  My  theory  is  that  the 
U.S.  government  has  pumped  the  world 
full  of  dollars  to  prevent  a  domestic  defla- 
tionary meltdown.  The  result  is  that  do- 
mestic inflation/deflation  is  approximate- 
ly zero,  while  import  prices,  including  oil, 
are  sky-high. 

Anyone  who  doubts  that  the  real  value 
of  our  currency  has  taken  a  hit,  or  is  so 
delusional  as  to  think  the  stock  market  is 
really  on  a  tear,  should  realize  that  the 
Dow  Jones  industrial  average  is  only  at 
8400— in  euros. 

-Ken  Smith 
Houston 

TUITION  HIKES?  SURE-BUT 
SUBSIDIZE  SCIENCE  STUDENTS 

RE  "A  BRITISH  SOLUTION  to  America's 
college  tuition  problem?"  (Social  Issues: 
Education,  Feb.  9):  I  believe  tuition  hikes 
are  not  inherently  bad,  but  they  should  be 
appropriated  correctly.  I  work  in  science 
and  have  seen  the  alarming  number  of 
students  steering  away  from  the  field  to 
pursue  other  studies.  Although  these 
many  studies  are  worthwhile,  America 
was  founded  on  innovation,  largely  by 
scientists. 

State  and  local  government  should  de- 
termine the  value  of  different  degrees 
and  regulate  and/or  subsidize  tuitions 
based  on  course  of  study.  We  can  then 
more  easily  send  people  of  all  socio- 
economic backgrounds  for  advanced  ed- 
ucations and  at  the  same  time  produce  a 
well-balanced  workforce  to  support 
coming  generations. 

-Russell  Posner 
Greenwich,  Conn. 

THERE'S  MORE  TO  THIS  GEORGIA 
TOWN  THAN  MET  OUR  EYE 

DEAN  FOUSTS  "AFLAC:  Its  ducks  are  not 
in  a  row"  (The  Corporation,  Feb.  2)  de- 
scribes Columbus,  Ga.,  as  a  "rural... small 
Southern  town  better  known  for  textile 
mills  and  the  massive  Fort  Benning  mili- 
tary base...."  While  proud  of  our  commu- 
nity's partnership  with  Fort  Benning,  tex- 
tiles no  longer  define  our  city. 

Today,  Columbus  is  headquarters  for 
three  publicly  traded  companies  in  addi- 
tion to  AFLAC:  Synovus  Financial,  TSYS, 
and  Carmike  Cinemas.  We  are  also  proud 
of  our  new  $86  million  RiverCenter  for 
the  Performing  Arts,  home  of  the  Colum- 
bus Symphony  Orchestra,  where  Mr. 
Foust  could  have  recently  enjoyed  a  per- 
formance by  Yo-Yo  Ma. 

-Alan  Rothschild 
Columbus,  Ga. 


THE  REAL  REASON  JOBS 
WON'T  BE  COMING  BACK 

MICHAEL  J.  MANDEL  was  heading  ir  u 
right  direction  when  he  zoomed  past  li 
real  reason  jobs  have  not  reappeared  (  n 
where  are  the  jobs?"  News:  Analys  t 
Commentary,  Jan.  26).  The  foundatio  3 
economic  theory  is  that  capital  is  fi  d 
and  labor  is  mobile.  In  this  century,  k 
exact  opposite  is  true,  especially  s  a 
September  11.  Because  capital  can  ■ 
around  the  world  in  a  nanosecond  tl 
those  venture  capitalists  Mande  h 
counting  on  are  not  giving  the  homel  n 
any  kind  of  priority.  Meanwhile,  try  it 
ting  a  job  in  Europe  if  you're  American™ 
one  in  the  U.S.  if  you're  Brazilian.  If  slf 
not  going  to  happen.  That  means  allp 
outcomes  predicted  by  current  econtM 
theory  must  be  wrong— and  a  Nobel  pk 
awaits  the  theorist  of  the  new  reality.  I 
-David  Wine  fi 
New)  I 
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e-file  instead  and  get  receipt  confirmation 
in  48  hours,  security  and  your  refund  in 
half  the  time.  Uisit  aboutefile.com  or  tell 
your  tax  preparer  to  e-file  for  you.  find 
this  tax  season,  join  the  53  million  people 
who  can't  go  wrong. 


aboutefile.com 


consider  it  done. 


Win  a  Book, 


Books 


CA  is  pleased  to  offer  you  a 
chance  to  win  In  an  Uncertain 
World,  a  book  recently  reviewed 
in  the  pages  of  BusinessWeek. 
Visit  businessweek.com/ 
bookgiveaway  to  win  one 
of  the  100  copies  being  given 
away  this  month. 

BusinessWeek  brings  you  the 
world  of  business  every  week. 

CA  brings  you  the  latest 
innovations  in  management 
software. 

For  more  information  on  CA, 
visit:  ca.com/bw  today. 
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Adding  Customers 
To  the  Design  Team 

THE  FUTURE  OF  COMPETITION:  Co-Creating  Unique  Value  with  Customers 

By  C.K.  Prahalad  and  Venkat  Ramaswamy;  Harvard  Business  School;  257  pp;  $29.95 


The  economy  may  be  revving  up,  but  for  CEOs,  pilotinl  i 
a  corporation  isn't  going  to  get  any  easier.  Thanks  to  tt 
Web,  customers  have  instant,  exhaustive  access  to  the  I 
information  they  need  to  buy  smarter  and  more  cheapk 
At  the  same  time,  the  Wal-Martization  of  U.S.  business ' 


means  that  people's 

business  and  personal 

needs  are  increasingly 

being  met  by  outfits  that 

provide  a  tremendous 

array  of  commodity-like 

products  and  services— 

and  offer  them  with 

Darwinian  efficiency.  To 

survive  in 

such  a  world, 

managers  must 

make  their 

companies  as 

ruthlessly  efficient  as 

Wal-Mart  Stores  Inc.  To 

thrive,  they  must  create  things  for  which 

people  are  willing  to  pay  a  premium. 

Easy  to  say,  hard  to  do.  Fortunately  for 
executives  bravely  sailing  into  these 
waters,  noted  business  strategist  C.K. 
Prahalad  and  co-author  Venkat 
Ramaswamy,  professors  at  the  University 
of  Michigan  Business  School,  have 
written  a  practical  guidebook,  The  Future 
of  Competition:  Co-Creating  Unique  Value 
with  Customers.  Only  by  letting  individual 
corporate  customers  and  consumers 
fashion  products  and  services,  the 
authors  posit,  will  business  leaders 
escape  the  trap  in  which  their  products' 
only  distinction  is  price.  This  provocative 
book,  despite  its  annoying  jargon,  lays 
out  how  to  engage  with  customers  in  new 
ways  and  how  to  change  organizational 
behavior  to  make  co-creation  natural 
rather  than  an  isolated,  heroic  act. 

The  implications  of  their  thinking  are 
profound.  This  isn't  about  tweaking  a 
few  management  techniques  and 
business  processes.  Fundamental 
changes  must  be  made  not  only  to  the 
CEO's  role  but  also  every  corporate 
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Co  Creating  Unique 
Value  with  customers 

C.K.PRAHALAD 


function,  from  product 
development  to  sales  an  J 
marketing.  Indeed,  sinq 
customers  are  such 
essential,  active 
participants  in  this 
ultracompetitive  landscij 
what  the  authors 
contemplate  is  nothing 
than  the  democratizatiol 
commerce— with 
consumers  getting  a  lot , 
more  say  over  what  is 
served  up  to  them. 
The  authors  illustrate, 
co-creation  with  dozens  of  examples  I 
Models  include  British  Petroleum, 
which,  through  an  online  system,  pi 
in  market  information  from  custome 
distributes  it  to  the  managers  and  st 
who  need  to  know  about  it,  and  pro\ 
forums  for  discussing  and  acting  on 
BP  is  formally  organized  on  geograpl 
lines,  which  meet  only  at  the  top.  But 
online  system  reorganizes  it  around 
knowledge  rather  than  rank.  There's  i 
also  Deere  &  Co.,  which  is  developing 
GPS-based  technology  that  tracks  ho^j 
farmers  use  its  equipment,  diagnoses 
emerging  problems,  and  warns  of 
potential  equipment  failures. 

The  example  closest  to  the  authors'  | 
ideal  is  Sumerset  Houseboats  Inc.,  the 
Kentucky-based  leader  in  houseboat 
construction.  Sumerset  custom-builc 
engaging  each  customer  in  a  dialogue 
throughout  the  design-and-construc 
process.  Via  the  Web,  it  also  connects 
community  of  Sumerset  houseboat 
owners  so  they  can  compare  notes.  Tr  j 
not  only  boosts  client  satisfaction  but  [ 
helps  Sumerset  make  design  decision! 
that  might  be  used  in  all  of  its  boats.  ll 


^vS—     Co-creation 

austs  in  marinas,  where    \\/~j]  [  rCQUlTC 
its  are  often  tied  side  by 


rough  edges.  It's  full  of 
terms  such  as  "co- creation 
networks"  and  "knowledge 
is  are  unen  ucu  siuc  uy  environments"  that  only  a 

;,  Sumerset  developed  a     LlUffC  CllSllffCS     management  professor 

could  love.  Still  it's  an 
important  book,  full  of 
disruptive  ideas.  In  fact, 


in  now 
companies 


e-foot-tall  smokestack 
it  it  hopes  will  become 
industry  standard. 
\jl  this  co-creation  can 
expensive.  That's  why      Q£Q.  Y\1J\ 
in't  just  be  tacked  on  to 
iting  business 
ctices.  The  authors 
i  e  companies  to  restructure  their 
.  anizations  and  adopt  technology  that 
igs  managers,  from  CEOs  to 
>ervisors,  up-to-the-minute  customer 
ormation,  allowing  all  to  respond 
ckly.  Managers  need  the  data 
fsented  in  ways  that  fit  their  roles— 
h-level  summaries  for  top  brass, 
ailed  stuff  for  the  finance  folks,  etc. 
d  they  need  technology  that  lets  them 
?aborate  with  colleagues  and  make 
isions  fast. 
lie  Future  of  Competition  has  some 


the  authors  are  impatient 
with  their  centuries-old 
publishing  format.  They 
envision  a  "living  book," 
the  contents  of  which 
would  evolve  in  response  to  the  shared 
experiences  of  authors  and  readers.  In 
fact,  similar  phenomena  are  already 
starting  to  emerge:  With  Web  logs, 
known  as  "blogs,"  individuals  create  a 
gathering  point  for  communities  of 
people  to  share  information  and 
opinions.  The  problem  is  that  nobody 
has  figured  out  how  to  make  money  off 
them.  Until  they  do,  co-creation  won't 
take  off  in  publishing,  a  business  dear  to 
the  authors' wallets.  ■ 

-By  Steve  Hamm 
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EMCAN  SUCKER 

)avid  Denby:  Little,  Brown:  337pp;  $24.95 

n  early  2000,  David  Denby,  faced 
h  a  dissolving  marriage  and  the 
spect  of  losing  his  seven-room 
nhattan  apartment,  set  out  to  make 
'Trillion.  With  such  a  bundle,  he  could 
p  his  apartment.  Hell, 
ybe  his  family  would 
in  stay  intact.  American 
Ker  is  the  tale  of  Denby' s 
h  into  the  stock  market— 
!to  be  more  specific,  the 
SDAQ.  The  results, 
ugh  often  funny  and 
ghtful,  are  not  pretty. 
)enby,  a  movie 
ic  for  The  New 
Iter,  kept  a  journal 
DUgh  his  nearly  three 
>  rs  of  investing.  Quotes  from  this  give 
book  an  urgent,  "what  next?" 
rgy,  even  though  we  know  Denby's 
^ision  to  invest  fully  in  tech  stocks 
icided  almost  exactly  with  the 
sting  of  the  NASDAQ  bubble.  As  a 
:  lit,  reading  Sucker  isn't  like  driving 
1 i  car  wreck— it's  like  watching  the 
f  'dent  as  it  happens. 


By  chance  and  design,  Denby  meets 
with  many  of  the  big  players  of  the  tech 
boom  and  invites  them  to  be  characters 
in  the  book  he  plans  to  write.  He  lunches 
with  equity  analyst/media  darling  Henry 
Blodget  and  attends  dinner  parties  at 
the  Tribeca  loft  of  ImClone  Systems  CEO 
Samuel  D.  Waksal.  (Yes,  Martha  Stewart 
is  there,  too.)  Tech  guru  George  Gilder 
and  then-Securities  &  Exchange 
Commission  Chairman  Arthur  Levitt  Jr. 
make  cameos.  Along  the  way,  Denby 
muses  on  consumer  envy,  the  pain  of 
divorce,  and  NyQuil  as  a 
sleeping  tonic.  In  the  end,  he 
can't  overcome  the  bear 
market.  By  the  book's  close, 
Denby  has  lost  $900,000  on 
paper,  Blodget  is  banned  from 
Wall  Street,  Waksal  is  in  jail, 
and  the  cherished  apartment 
is  sold. 

Sucker's  main  lesson  for  any 
investor  is  an  easy  one:  Do 
your  homework.  Couldn't 
Denby  just  once  have  met  with  a 
financial  adviser  or  read  a  company's 
income  statement  instead  of  getting  his 
investment  advice  from  CNBC  and  a 
man  yelling  at  a  subway  stop?  True,  the 
literary  result  would  probably  not  have 
been  half  as  entertaining.  But  Denby 
might  still  be  enjoying  his  spacious 
apartment.  ■ 

-By  Kathleen  Madigan 
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The  right  software 
can  transform  your 
infrastructure  into  an 
on-demand  environment. 

What's  the  best  way  to  survive  any 
business  crisis?  Avoid  it  altogether. 
That's  why  we  created  management 
software  that  lets  your  business  be 
more  responsive  than  ever  before.  Our 
software  lets  you  align  your  IT  to  fit 
your  business  needs.  In  the  era  of  util- 
ity computing,  it's  more  important  than 
ever  to  have  software  that  seamlessly 
integrates,  allowing  your  existing 
resources  to  perform  to  their  fullest 
potential.  So  you  can  succeed  like  you 
never  dreamed.  To  find  out  more 
about  transforming  your  IT  environ- 
ment for  better  business  success,  go 
to  ca.com/management1. 
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HARDCOVER  BUSINESS  BOOKS 
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BY  STEPHEN  H.  WILDSTROM 


Linux  for  the  Desktop: 
If  s  a  Contender 


Business  and  governments  are  starting  to  show  a  real  interest  in 
expanding  their  use  of  Linux  operating  system  software  from  servers 
to  employees'  desktops.  It  had  been  a  while  since  I  tried  out  desktop 
versions  of  Linux,  and  the  time  seems  ripe  for  a  fresh  look.  The 
conclusion:  While  Linux  isn't  for  everyone,  it  has  come  a  long,  long  waj 


The  underlying  Linux  software,  the 
product  of  hundreds  of  programmers 
working  cooperatively,  has  always 
been  solid.  The  weakness  has  been  in 
the  user  interface— the  windows, 
menus,  icons,  and  other  pieces  that 
you  see  and  interact  with.  Unlike 
Windows  or  Macintosh,  there  is  no 
such  thing  as  a  standard  Linux 
interface,  and  I  had  been  unimpressed 
by  the  choices  available. 

This  is  starting  to  change.  Java 
Desktop  System  (introductory  price  of 
$50  per  user  per  year)  from  Sun 
Microsystems  is  the  slickest  implementation  I've  seen.  It's 
intended  for  professional  setup— installing  a  printer,  for 
example,  is  not  for  the  faint  of  heart.  So  home  users  might 
want  to  think  twice,  even  three  times,  before  trying  this  out. 
But  once  installed,  the  Java  Desktop  mostly  succeeds  as  an 
imitation  of  Windows,  from  a  "Launch"  menu  in  the  lower 
left  corner  of  the  screen,  to  desktop  icons  for  "Network 
Places,"  "Documents,"  and  "This  Computer."  As  in  Windows, 
only  an  advanced  user  will  ever  have  to  confront  the 
command  line.  Java  Desktop  is  not  as  polished  as  Windows  or 
Mac  os  x,  but  it  comes  pretty  close. 

APPLICATIONS  HAVE  BEEN  A  WEAK  POINT  for  Linux  pes,  and 
Java  Desktop  goes  some  way  to  alleviate  that.  It  bundles  in 
Sun's  StarOffice  7,  which  includes  a  word  processor, 
spreadsheet,  and  presentation  program  compatible  with 
Microsoft  Word,  Excel,  and  PowerPoint.  It  doesn't  have  all  the 
bells  and  whistles  of  Microsoft  Office,  but  if  s  more  than  good 
enough  for  most  users.  StarOffice  had  little  trouble  handling 
even  relatively  complex  Office  files.  Java  Desktop  also  includes 
Novell's  Evolution  e-mail  program  and  a  Mozilla  Web 
browser,  both  solid  applications  that  will  be  familiar  to 
anyone  who  has  used  Netscape  browsers  and  mail  programs. 

One  of  the  challenges  facing  corporate  use  of  Linux  is 
making  it  work  with  Exchange,  Microsoft's  e-mail  and 
scheduling  system.  Novell's  Ximian  Connector  for  Exchange, 
a  $69  add-on  for  Evolution,  brings  most  features  of  Exchange 
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to  Linux.  But  here's  where  not  havin 
a  Microsoft  to  enforce  uniformity 
hurts:  The  Exchange  Connector 
works  on  several  flavors  of  Unix,  but 
not  with  Java  Desktop. 

Of  course,  there  are  a  lot  of  people 
who  shouldn't  even  consider  Linux. 
The  primary  reason  to  avoid  it  is  the 
need  for  software,  whether  a  custom 
corporate  application  or  a 
commercial  program  that  exists  onh 
for  Windows.  From  Adobe  Photoshc 
to  Apple  iTunes,  you're  out  of  luck. 
And  even  when  a  Linux  version 
exists,  such  as  Real  Player, 
installation  is  a  complicated,  slighth 
scary  business— and  RealNetworks 
disavows  support  of  the  product. 

Corporations,  which  are  looking  t 
Linux  PCs  to  reduce  costs  and 
simplify  administration,  usually 
restrict  it  to  settings  where  the 
software  is  limited.  The  most  popuL 
uses  are  in  call  centers  and  other 
transaction-processing  operations, 
where  employees  will  often  run  just 
one  application. 
If  you  want  to  give  Linux  a  fling,  it's  easy  enough.  You  can 
buy  a  copy  of  Java  Desktop  from  Sun  (sun.com/software/ 
javadesktopsystem)  and  install  it  on  an  old  PC— Linux  will  rur 
happily  on  systems  too  slow  for  Windows.  Or  you  can  buy  a 
preconfigured  CPUBuilders  or  Lindows  PC,  with  a  less  polishe 
user  interface  than  Java  Desktop,  for  less  than  $300.  You'll  get 
a  system  that  will  probably  strike  you  as  not  quite  ready  for 
prime  time.  But  it  won't  take  much  improvement  to  become  a 
real  threat  to  Microsoft's  dominance  of  the  desktop.  ■ 

E-mail:  techandyou@businessweek.com 


For  now, 
Linux  PCs 
are  mostly 
limited  by 
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Economic  Viewpoint 


BY  ROBERT  J.  BARRO 


\ 


It's  the  Spending, 
Stupid— Not  the  Deficit 

A  line  attributed  to  Vice-President  Dick  Cheney  (by  Ron  Suskind  in  The 
Price  of  Loyalty)  runs:  "Ronald  Reagan  proved  that  deficits  don't  matter." 
Whether  Cheney  said  it  or  not,  the  line  contains  both  truth  and  falsehood,  ft 
The  main  costs  and  benefits  from  the  government's  budget  come  from  ho1  | 
much  is  spent— whether  on  defense,  roads,  courts,  health  care,  welfare,  or 


pensions.  Since  I  think  that  the  benefits  from  most  such 
programs  fall  short  of  their  costs,  I  favor  smaller  government. 
Others  have  a  different  opinion.  The  important  point  is  that 
this  debate  involves  levels  of  spending,  not  the  budget  deficit. 

Government  oudays  must  be  financed  by  taxes,  and  the 
economy  performs  better  if  the  distortions  from  taxes  are 
small.  Examples  of  distortion  are  the  negative  effect  of  tax  on 
work  effort  and  investment  and  the  time  required  to  comply 
with  tax  laws.  Taxes  that  distort  the  most  are  those  with  high 
marginal  rates  and  those  that  fall  on  income  from  capital. 

HIGH  MARGINAL  TAX  RATES  ARE  BAD,  since  they  discourage 
effort,  capital  formation,  and  innovation.  In  our  federal 
system,  high  marginal  rates  fall  on  two  groups:  the  rich,  who 
face  high  marginal  rates  on  income  tax,  and  the  poor,  who 
lose  transfer  payments,  such  as  Medicaid  and  food  stamps, 
when  they  earn  more.  The  tax  reforms  of  the  1980s  wisely  cut 
marginal  rates,  and  the  2003  tax  law  returned  to  this  theme. 

Taxes  on  capital  income— such  as  the  corporate  income  tax 
or  taxes  on  dividends,  interest,  capital  gains,  and  estates— are 
harmful  because  they  tax  savings.  These  taxes  motivate 
people  to  consume  more  today  and  less  tomorrow.  The  2003 
cut  on  dividend  tax  helped  reduce  the  rate  on  capital  income. 

The  federal  income  tax  is  not  efficient:  Marginal  rates  are 
high,  and  capital  income  is  taxed.  Social  Security  payroll  tax 
(which  yields  almost  as  much  revenue  as  individual  income 
tax)  is  much  less  distorting  because  it  does  not  tax  capital 
income  and  is  a  flat-rate  levy.  Sales  taxes  are  also  efficient 

The  government  must  decide  how  to  tax  and  when  to  tax. 
By  running  a  deficit,  it  shifts  from  collecting  taxes  today  to 
collecting  them  tomorrow.  Because  a  deficit  does  not  change 
the  total  collected  (in  present  value),  there  is  a  sense  in  which 
the  deficit  does  not  matter,  as  the  Cheney  quote  argues.  In 
fact,  British  economist  David  Ricardo  laid  out  in  1820  (in 
Funding  System,  a  supplement  to  Encyclopaedia  Britannica) 
the  conditions  under  which  current  taxation  and  public 
borrowing  had  equivalent  effects  on         conomy.  That  is, 
interest  rates,  investment,  and  so  on  wc    :  the  same  whether 
the  government  paid  for  today's  spendii;.  by  taxing  today  or 
by  borrowing.  This  result  is  called  Ricard ian  equivalence. 

Contrary  to  pure  Ricardian  equivalence,  the  timing  of  taxes 
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does  affect  the  economy.  It  is  not  efficient  to  tax  labor  inco: 
or  consumption  at  100%  one  year  and  0%  the  next  A  bettei 
policy  stabilizes  rates  over  time.  Thus,  the  2001  tax  law  and 
the  Reagan  reforms  of  the  early  1980s  erred  by  phasing  in 
their  cuts.  Generally,  a  judicious  use  of  deficits  can  help  the 
economy.  For  example,  borrowing  in  wars  and  recessions 
avoids  very  high  tax  rates  during  national  emergencies. 

The  Reagan  policies  added  a  new  dimension  to  the  theor 
Reagan  wanted  a  smaller  government,  but  he  was  initially 
more  successful  at  halting  the  growth  of  taxes  than  at  stop 
ping  the  growth  of  spending.  Budget  deficits  resulted,  and  I 
ratio  of  public  debt  to  gross  domestic  product  increased. 
Eventually,  deficits  and  debt  exerted  enough  pressure  on 

Congress  to  curb  spending.  Aftei 
trending  up  from  the  1950s  to  th 
early  '80s,  the  ratio  of  federal 
spending  to  GDP  declined  throuj 
the  '90s.  This  pattern  is  clearest 
CUTU  OUtlayS.     spending  outside  of  defense  and 

interest  Thus,  Reagan's  method 
for  curtailing  government  worke 

The  current  Administration 
learned  correcdy  from  the  1980s 
that  deficits  and  debt  do  not  matt 
much  for  interest  rates,  investmei 
and  so  on.  However,  one  way  to 
read  the  Cheney  quote  is  that  the 
Administration  has  gone  further  to  infer  that  government  ex 
penditure  itself  does  not  matter.  The  Adrninistration  seems  t 
think  that  deficit  financing  makes  the  spending  free.  This  fau  .' 
perception  eliminates  political  pressure  from  deficits.  Reagai  E 
idea  of  strategic  deficits  works  only  if  concerns  about  debt  la  | 
to  spending  restraint  At  present,  indifference  to  deficits  is 
allowing  oudays  outside  of  defense  and  interest  to  grow  at 
staggering  rates.  We  have  to  hope  that  a  fear  of  deficits  will  reti 
to  curb  the  growth  of  federal  spending.  Otherwise,  Washingl 
will  have  to  rely  on  some  new  source  of  discipline. 


Robert  J.  Barro  is  a  professor  of  economics  at  Harvard 
University  and  a  senior  fellow  of  the  Hoover  Institution 
(rjbweek@harvard.edu) 
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IY  JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


Why  the  Ever-Widening 
trade  Gap  Is  So  Worrisome 

ue,  exports  are  rising,  even  to  China— but  imports  are  climbing  much  faster 


■  ■ 


U.S.  ECONOMY 


Strange  to  think  that  just  six  years  ago  a  $20  billion 
lonthly  trade  deficit  seemed  impossible.  But  in  2003,  the  trade  gap 
insistently  ran  at  twice  that  amount,  including  a  $42.5  billion  deficit 
i  December.  For  all  of  2003,  the  trade  gap  hit  another  yearly  record, 
ddening  to  $489  billion.  Will  2004  bring  a  new  high-water  mark? 


Probably,  but  the  good  news  is  that  the  increase  in  the 
p  between  imports  and  exports  this  year  will  most  likely 

1  the  smallest  in  years.  Both  exports  and  imports  are  set 
post  much  healthier  gains  than  in  2003.  Trouble  is,  as 

2  sharp  $4.1  billion  rise  in  the  December  trade  gap 
istrates,  imports  are  so  much  larger  than  exports  that 
ports  have  to  grow  substantially  faster  just  to  hold  the 
ide  deficit  steady. 

Nevertheless,  many  U.S.  manufacturers  will  reap  some 
nefits  from  more  robust  growth  abroad  and  the  weaker 
liar.  Export  growth  could  top  10%  this  year.  Recent 
iustrial  surveys  show  a  strengthening  in  export  orders, 
lich  is  adding  some  momentum  to  the  turnaround  in 
I  factory  sector.  And  in  an  interesting  twist,  China  is  the 
test-growing  destination  for  U.S.  exports,  even  though 
)st  trade  analysts  concentrate  on  the  massive  inflow  of 
ports  from  that  nation. 

The  travails  of  trade,  however,  affect  more  than  U.S. 
inufacturing.  Financing  the  growing  chasm  between 
lat  America  buys  from  the  rest  of  the  world  and  what  it 
Is  overseas  is  running  up  against  Washington's  need  to 
id  the  massive  fiscal  deficits  expected  for  the  next  five 
ars,  if  not  beyond.  Thus,  the  U.S.  financial  markets  will 
ve  to  find  a  way  to  attract  enough  foreign  capital  to  fund 
th  the  U.S.  trade  and  federal  shortfalls.  Without  a 
!  'ersal  in  either  deficit,  this  increasingly  hard  challenge 
'U  add  to  the  dollar's  vulnerability. 

IE  DOLLAR'S  DECLINE  so  far  has  been  orderly, 
ulting  in  a  lift  for  exports.  Although  foreign  shipments 
ded  2003  with  a  0.2%  slip  in  December,  they  had  their 
4st  year  as  a  whole  since  2000.  Total  goods  and  services 
borts  rose  4.6%,  after  declining  in  each  of  the  previous 
4o  years.  In  2004,  foreign  shipments  will  continue  to  get 
poost  from  two  positive  factors:  the  cheaper  dollar  and  a 
pader  global  recovery. 

:JThe  dollar  has  been  sinking  for  two  years  now,  but  its 
i1 1  has  been  particularly  steep  against  the  currencies  of 
o  major  markets:  Canada  and  the  euro  zone,  which 
jether  buy  39%  of  U.S.  exports.  Since  peaking  in  early 
02,  the  dollar  is  down  19%  against  the  Canadian  dollar 
d  a  massive  33%  against  the  euro.  Because  of  the 
liar's  fall  against  the  euro,  U.S.  companies  are  gaining 


an  edge  over  their  European  rivals  when  they  market 
their  products  to  emerging  economies. 

Exporters  will  also  benefit  from  the  rapid  recovery  in 
most  Asian  economies.  Of  the  top  20  markets  for  U.S. 
goods,  eight  are  in  Asia,  including  Japan  and  China 
(table).  In  2004,  all  of  those  economies  are  expected  to 
grow  as  fast  or  faster  than  they  did  last  year. 

Perhaps  the  biggest 


WHO'S  BUYING 

THE  MOST  U.S.  GOODS 


MERCHANDISE  EXPORTS 

BILLIONS  OF  DOLLARS 

2003      DOLLAR  CHANGE 
TOTAL  FROM  2002 


Canada 

$169.77   ; 

$8.85 

Mexico 

97.46 

-0.01 

Japan 

52.06 

0.61 

Britain 

33.89 

0.69 

Germany 

28.85 

2.22 

China 

28.42   i 

6.29 

S.  Korea 

24.10   j 

1.52 

Total 

724.00   i 

30.90 

Data:  Commerce  Dept.,  BusinessWeek 


gain  will  come  from 
larger  shipments  to 
China,  especially  if  the 
government  there  allows 
the  yuan  to  appreciate 
slightly.  True,  most  of  the 
recent  media  attention 
has  focused  on  the  record 
U.S.  merchandise  trade 
deficit  of  $124  billion  with 
China.  But  that  shortfall 
was  caused  by  the  flood  of 
goods  imported  from 
China.  What  the  press  has 
largely  missed  is  that  the  Middle  Kingdom  is  a  rapidly 
expanding  market  for  American  goods.  China's  share  of 
U.S.  exports  is  still  a  mere  4%.  But  their  purchases 
jumped  28%  last  year  and  accounted  for  20%  of  the  $30.9 
billion  increase  for  all  American  exports. 

Unfortunately,  the  healthy  gains  expected  for  exports 
probably  won't  offset  the  deterioration  in  the  trade  deficit 
coming  from  the  rise  in  imports.  Imports  in  2003  stood 
at  $1.5  trillion,  about  50%  greater  than  the  export  total. 
Even  if  exports  post  a  10%  advance  this  year,  imports 
cannot  grow  faster  than  7%  if  the  trade  deficit  is  to 
remain  at  the  2003  level. 

IMPORTS,  HOWEVER,  are  very  likely  to  grow  much 
faster  than  7%.  First,  U.S.  demand  is  increasing  about 
4.1%.  In  the  1990s,  when  demand  was  that  strong, 
imports  were  rising  at  a  rate  of  10%  to  14%  a  year. 
Moreover,  the  import  slowdown  during  the  last 
recession  was  triggered  by  the  drop  in  capital  spending 
in  the  U.S.  Now,  businesses  are  buying  machinery  and 
computer  gear  again,  and  capital-goods  imports  are 
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reviving.  Indeed,  a  large  chunk  of  the  3%  rise  in  total 
imports  in  December  came  in  capital  goods. 

Second,  the  lower  dollar,  while  a  boon  to  exports,  isn't 
helping  much  on  the  import  side.  That's  because  some  of 
the  fastest-growing  sources  of  imports  to  the  U.S.  are 
nations  that  peg  their  currencies  to  the  dollar.  That  has 
been  a  key  criticism  against  China,  whose  shipments  to 
the  U.S.  jumped  by  $27  billion  last  year  (table).  Because  of 
the  locked  exchange  rates,  the  dollar  is  down  only  13% 
over  the  past  two  years  on  a  broader  trade-weighted  basis, 
despite  its  plunge  against  the  euro  and  Canadian  dollar. 

Plus,  some  foreign  companies  try  to  maintain  their  U.S. 
market  share  by  absorbing  adverse  currency  movements  to 
hold  the  line  on  prices.  No  wonder  import  prices,  excluding 
fuel  costs,  are  barely  rising.  In  the  year  ended  in  January, 
they  were  up  only  1.4%,  and  that  mainly  reflected  a  price 
acceleration  in  industrial  supplies  and  materials.  Prices  of 
capital  goods  are  still  falling,  while  prices  of  imported 
nonauto  consumer  goods  are  rising  a  mere  0.4%. 

Regionally,  the  prices  of  goods  from  industrialized 
countries  were  up  3.6%  in  January  from  the  previous  year. 
But  imports  from  the  rest  of  the  world  were  1.4%  cheaper. 
Most  notably,  the  prices  of  goods  from  Asian  exporters 
such  as  South  Korea,  Hong  Kong,  Taiwan,  and  Singapore 
were  down  1.3%. 

THE  INTENSE  COMPETITION  from  abroad  is  one  reason 
the  current  factory  turnaround  remains  so  muted.  Despite 
the  economy's  6%  growth  rate  in  the  second  half  of  last 
year,  manufacturing  production  increased  only  by  a 


modest  0.3%  in  January,  after  a  0.1%  rise  in  December, 
which  was  revised  down  from  an  originally  reported 
0.3%.  Factory  output  will  have  to  grow  much  faster  the 
that  to  boost  the  factory  operating  rate,  which  stood  at ; 
low  74.6%  in  January . 

U.S.  manufacturers  will  get  some  lift  when  companit 

begin  to  rebuild 


WHERE  MOST  IMPORTS 
ARE  COMING  FROM 


MERCHANDISE  IMPORTS 

BILLIONS  OF  DOLLARS 


1 


2003 
TOTAL 


DOLLAR  CHANGE 
FROM  2002 


Canada 

$224.17 

$15.08 

China 

152.38 

27.19 

Mexico 

138.07 

3.45 

Japan 

118.03 

-3.40 

Germany 

68.05 

5.54 

Britain 

42.67 

1.93 

S.  Korea 

36.96 

1.39 

Total 

1.259.70 

98.33   ! 

Data:  Commerce  Dept..  BusinessWeek 


inventories  m  earnest. 
Already,  businesses  in 
manufacturing, 
wholesale,  and  retailin 
lifted  stockpiles  by  0.9  ^| 
in  the  second  half  of  1; 
year.  Still,  their  efforts  I 
behind  the  4.7%  jump  i 
sales,  resulting  in  a 
record  low  ratio  of 
inventories  to  sales.  Bu 
foreigners  will  get  a 
chunk  of  the  inventory- 
rebuilding  business, 


which  will  exacerbate  the  import  inflow. 

Does  an  ever-growing  trade  deficit  matter?  Clearly,  a 
expected  pickup  in  both  exports  and  imports  is  yet 
another  sign  of  an  improving  U.S.  economy.  But  the 
potential  problem  is  how  the  financing  of  the  trade  gap 
will  affect  the  financial  markets,  especially  when  the  on 
market  mechanism  for  redressing  the  trade  imbalance 
weaker  dollar.  How  far  and  how  fast  the  dollar  will  havt 
plunge  is  one  of  the  biggest  unknowns.  ■ 


EUROPE 


For  Euro-Zone  Hopefuls,  a  Longer  Wait 


PROSPECTS  FOR  a  significant 
expansion  of  the  12-nation  euro  zone 
in  the  next  three  to  four  years  are 
fading.  Of  the  10  countries  set  to 
enter  the  expanded  25-member 
European  Union  in  May,  only  some 
smaller  nations  have  a  shot  at 
joining  the  tighter  single-currency 
group  by  the  earliest  possible  date  in 
January,  2007.  Several  larger 
countries  appear  to  be  pushing  back 
their  timetables. 

The  demands  of  politics  and 
economic  growth  in 
some  of  Central 
Europe's  bigger 
nations  are  starting  to 
■take  a  higher  priority 
than  the  tough 
commitment  on 
budget  reform 
required  for  entry  into 
the  euro  zone.  That's 
especially  true  for 
Hungary  and  Poland. 


CENTRAL  EUROPE'S 
BUDGET  WOES 


DEFICITS  AS  A 
PERCENT  OF  GDP 


Data  J 


Hungary's  financial  markets  are  in  a 
shambles,  and  economic  prospects 
are  dimming.  The  governing  parties 
in  both  countries  trail  the  opposition 
in  the  polls,  and  both  are  hesitant  to 
make  the  fiscal  sacrifices  needed  to 
bring  their  deficits  down  to  the 
required  3%  of  gross  domestic 
product.  New  Finance  Ministers  in 
each  have  suggested  that  the  official 
2008  goal  for  euro-zone  entry  will  be 
scaled  back. 

Most  recendy,  Hungary  missed  its 
4-5%  budget  target  for 

2003  by  more  than  a 
percentage  point,  and 
analysts  believe  that 
even  the  new, 
upwardly  revised 
4.6%  objective  for 

2004  is  unreachable. 
Hungary,  like  most  of 
Central  Europe,  is 
burdened  by  its 
generous  social 


2003 


2004 


-5.9% 

-4.5 

|-6.6 

-4.1 

"■ec.  10.2003 


welfare  policies.  Poland,  Slovakia,  a 
the  Czech  Republic  all  met  their 
marks,  but  they  did  so  with  help 
one-time  measures.  Slovakia,  Cen 
Europe's  most  pro-reform 
government,  is  still  officially  setting 
its  sights  on  adopting  the  euro 
between  2008-10,  while  the  Czech 
Republic  continues  to  look  at  2009 

That  leaves  the  three  Baltic 
republics,  along  with  Slovenia, 
Cyprus,  and  Malta,  as  the  only 
countries  with  hopes  of  joining  th 
euro  zone  in  the  next  three  years. 
Lithuania,  Estonia,  and  Latvia  f^ 
a  leg  up  because  they  already  mee 
most  of  the  Maastricht  Treaty 
requirements,  and  they  already 
operate  currency  boards  or  have 
fixed  exchange  rates,  which  will  es 
the  transition.  Plus,  unlike  many  c 
their  bigger,  soon-to-be  EU  brothe 
they  all  have  tame  inflation,  low 
interest  rates,  and  small  public- 
sector  debt.  II 
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The  Bull.  The  Bear 


And  Now 


THE    DRAGON 


China.  A  dynamic  population.  An  ancient  civilization.  A  culture  of  commerce. 
Unrealized  potential.  Until  now. 

The  China- U.S.  Growth  Fund 

Two  years  ago  China  joined  the  World  Trade  Organization  and  tariffs  began  to 
drop.  When  Beijing  hosts  the  2008  Olympics,  the  world  will  arrive  to  find  a  city 
and  a  country  transformed.  China  is  now  one  of  the  largest  economies  in  the 
world  and  it  is  becoming  the  most  significant  trading  partner  for  the  United 
States.  Ten  years  ago  hundreds  of  millions  of  middle  class  Chinese  had  the 
desire  for  goods.  Now  they  have  the  means. 
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I  Dynamic  U.S.  companies  have  already  identified  China  as  a  driver  for  growth 
in  the  decades  to  come.  Leading  Chinese  companies  are  now  succeeding 
domestically  and  abroad.  The  China-U.S.  Growth  Fund  can  invest  in  both. 

The  China-U.S.  Growth  Fund  is  a  unique  opportunity  to  participate  in  the  rapid  rise 
of  China  as  a  global  economic  power. 

Investing  in  Dynamic  Change 

For  a  prospectus  call  1.800.254.3796.  Or  visit  chinausgrowthfund.com 

Read  prospectus  carefully  before  investing. 


WHY 
CHINA 
NOW 


China's  GDP 

in  2003  was  estimated 

at  $1.3  trillion.' 

It  has  grown 

8%  per  year  over  the 

past  3  years.2 

China  is  ranked 

#2  in  the  world 

in  terms  of 

purchasing  power.3 

History  has  shown 

the  Olympics 

to  be  a  huge 

economic  boost  to 

host  countries.4 

By  2007,  China 
is  expected  to  have 

500  million 
cell  phone  users.5 


ALGER 


The  views  and  opinions  expressed  herein  are  not  meant  to  provide  investment  advice  and  there  is  no  guarantee  that  they  will  come  to  pass. 
Investing  in  the  stock  market  involves  gains  and  losses  and  may  not  be  suitable  for  all  investors.  As  with  any  fund  that  invests  in  stocks, 
your  investment  will  fluctuate  in  value  and  you  may  lose  money  by  investing  in  the  Fund.  Based  on  the  Fund's  investment  objective,  an 
investment  in  the  Fund  may  be  better  suited  to  investors  who  seek  long-term  capital  growth  and  can  tolerate  fluctuations  in  their  investment's 
e  value.  Investing  in  foreign  securities  involves  additional  risks  including  currency  risk  and  risks  related  to  the  political,  social  and  economic 
conditions  of  foreign  countries,  particularly  emerging  market  countries.  More  particularly  securities  markets  in  China,  including  Hong 
Kong,  are  smaller,  less  liguid  and  tend  to  be  more  volatile  than  the  U.S.  securities  market.  The  Chinese  market  tends  to  be  based  on  a  few 
industries  and  investments  that  are  diversified  across  a  small  number  of  countries.  '"China's  GDP  expects  to  exceed  1  1  trillion  yuan," 
People's  Daily,  1 1/27/03.  2Based  on  3-year  average.  The  World  Bank  Group,  worldgroup.org  and  People's  Dajly,  1  1/27/03.  'Based  on 
Purchase  Power  Parity  and  GDP,  nationmaster.com.  "Olympic  Studies  Center  —  Reports  on  Salt  Lake  City  2002,  Sydney  2000,  Atlanta 
1996.  5China  Industry  Update,  No.  6,   11/15/03.  Hannover  Fairs  China  Ltd.     Fred  Alger  &  Company,  Incorporated:  Distributor. 


Analysis  &  Commentary  f 


CORPORATE  SCANDALS 


THE  CASE 


JEFF  SHILLING 

Enron  prosecutors  haven't  been  dragging  their 
feet  The  problem  is,  with  few  of  the  ex-CEO's 
directives  in  writing,  there  are  no  smoking  guns 


VER  SINCE  ENRON  CORP. 
collapsed  more  than  two 
years  ago,  the  Justice  Dept. 
has  been  hot  on  the  trail  of 
former  CEO  Jeffrey  K. 
Skilling.  A  chorus  of  critics 
have  charged  prosecutors 
with  foot-dragging.  But  they're  missing 
the  point  The  real  reason  it  has  taken  so 
long  to  indict  Skilling  is  that  putting  him 
•behind  bars  is  going  to  be  a  surprisingly 
tough  thing  to  do. 

The  visionary  manager,  who  graduated 
in  the  top  5%  of  his  class  at  Harvard  Busi- 
ness School  and  made  partner  at  McKin- 
sey  &  Co.  in  a  nearly  record-breaking  five 
years,  did  an  amazing  job  keeping  his  fin- 
gerprints off  the  Enron  disaster.  He 
bailed  out  of  the  energy  giant  just  in  time, 
two  months  before  the  first  disclosure  of 


accounting  problems  and  four  months 
before  it  declared  bankruptcy.  He  initiat- 
ed an  automatic  stock-sale  program, 
which  will  help  insulate  him  from  any  po- 
tential insider-trading  charges,  10 
months  before  he  resigned.  He  rarely 
used  e-mail  or  gave  orders  in  writing. 
Alone  among  the  current  crop  of  vilified 
corporate  chieftains,  he  seems  to  have 
managed  to  walk  away  from  the  ruins 
without  leaving  a  trace. 

CIRCUMSTANTIAL  EVIDENCE 

AS  A  RESULT,  Skilling  will  be  the  hardest 
target  yet  for  the  hand-picked  prosecutors 
on  the  Enron  Task  Force,  which  as  of  press 
time  was  expected  to  indict  the  former 
CEO  on  Feb.  19.  Millions  of  pages  of  inter- 
nal corporate  documents  have  been  made 
public,  and  so  far  not  one  smoking  gun  has 
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emerged    directly    linking    Skilling| 
wrongdoing  at  the  company.  That  mi 
Justice's  case  may  have  to  be  built  ent 
on  circumstantial  evidence.  "People  i 
if  Jeff  Skilling  rolled  up  his  sleeves 
said:  This  is  how  we  are  going  to  do  dl 
transactions,"'   says  his  lawyer,  Bf 
Hiler,  of  the  Washington  office  of  O'l 
veny  &  Myers  LLP.  "That  just  isn't  tru| 
The  Skilling  case  looms  large  becij 
the  public,  fairly  or  not,  sees  Enron's| 
executives  as  the  poster  boys  of  cor 
crime— and  won't  be  satisfied  with  I 
clean-up  until  they're  dealt  with.  W| 
the  government  has  nabbed  several  [ 
execs,  including  former  Chief  Finarl 
Officer  Andrew  S.  Fastow  and  ex-<| 
David  W.   Delainey  of  Enron  En« 
Services  (EES),  none  of  these  scalps 
matter  to  burned  investors  if  Skilling 
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News  Analysis  &  Commentar 


ex-Chairman  Kenneth  L.  Lay  remain 
untouched.  "Skilling  embodies  the  arro- 
gance that  led  to  the  whole  raft  of  corpo- 
rate scandals  more  than  any  other  figure," 
says  George  Washington  University  Law 
School  Professor  Lawrence  E.  Mitchell. 
"It  would  be  a  disaster  to  indict  him,  go  to 
trial,  and  lose  the  case." 

Clearly,  it  will  be  challenging  to  send 
Skilling  to  jail,  but  prosecutors  have  more 
than  a  few  cards  to  play.  The  Justice  Dept. 
has  won  cooperation  from  several  key  ex- 
ecutives who  worked  closely  with  him. 
When  a  case  is  filed,  they  will  be  able  to  tes- 
tify about  any  verbal  instructions  they  may 
have  received  from  the  former  CEO— who 
often  left  messages  on  voice  mail,  accord- 
ing to  one  high-ranking  former  manager. 

And  Selling's  notoriety,  in  the  end, 
could  seal  his  fate.  The  50-year-old  Hous- 
tonian  has  become  a  symbol  of  corporate 
irresponsibility.  Politicians  and  pundits 
have  already  pronounced  him  guilty  in 
the  court  of  public  opinion.  "Truthfully, 
do  you  think  Jeff  Skilling  can  get  a  fair  tri- 
al anywhere  in  America?"  asks  criminal 
defense  lawyer  Robert  Mintz,  a  former 
Assistant  U.S.  Attorney  in  New  Jersey 
who  prosecuted  white-collar  cases.  "It  is 
difficult  to  find  a  jury  that  can  approach 
this  case  with  a  completely  open  mind." 

That,  in  fact,  gets  at  a  perplexing  as- 
pect of  this  case.  When  viewing  Enron 
from  a  distance,  most  people  assume 
Skilling  must  be  guilty.  But  the  assump- 
tion becomes  murkier  when  examined  up 
close.  Consider  the  issue  of  insider  trad- 


ing. It  is,  in  the  public  mind, 
the  chief  sin  of  Enron's 
leaders.  Well  aware  of  tha 
company's  problems,  they 
dumped  more  than  $1  bil- 
lion worth  of  stock  before 
the  final  collapse.  And 
Skilling,  who  sold  1.12  mil- 
lion shares  for  $67  million 
between  1999  and  his  resig- 
nation in  August,  2001, 
joined  right  in. 


Prosecutors 
are  likely  to 
focus  on 
securities 
fraud— lying 
to  investors 
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INSULATED 

BUT  A  CLOSER  look  reveals  that  Skilling 
hardly  fits  the  profile  of  the  typical 
"pump-and-dump"  inside  trader.  Un- 
like, say,  the  friends  and  family  allegedly 
tipped  off  by  ImClone  Systems  Inc.  ex- 
CEO  Samuel  D.  Waksal,  Skilling  held  on 
to  a  large  percentage  of  his  stock.  From 
July,  1999,  until  his  departure  from  the 
company  more  than  two  years  later,  he  al- 
ways owned  more  than  1  million  shares. 
Throughout  that  period,  he  exercised  op- 
tions and  sold  shares  at  about  the  same 
rate  he  got  new  ones. 

And  Skilling  didn't  trade  like  a  man 
who  was  racing  to  get  his  money  out  of 
the  market  before  bad  news  hit.  Many  of 
his  biggest  stock  sales  took  place  in 
1999— well  before  the  deals  that  led  to  the 
company's  demise.  In  November,  2000, 
more  than  a  year  before  the  company 
went  bankrupt,  Skilling  executed  an 
automatic  stock-sale  plan,  instructing  his 
broker  to  sell  10,000  shares  a  week.  Under 


Securities  &  Exchange  Co 
mission  rules,  this  type 
program  serves  as  a  defer 

against   insider-tradi  :-'■ 
charges  for  sales  execut 

after  it  began.  Skilling  halt  C- 
the  plan  and  made  his  1; 

sale  as  an  employee  on  Ju  I  - 

13, 2001— nine  weeks  befc  us 
he  left  the  company.  "If 

thought  the  whole  compa  W 

was  a  house  of  cards  at  t]  re 

point,     would     he     ha  m 
stopped  selling?"  asks  Hiler. 

This  doesn't  mean  it  would  be  impos  : : 

ble    to    bring    insider-trading    charg  irfi 

against  Skilling— just  that  experts  int  t& 

viewed  by  BusinessWeek  could  not  read  r 

identify  any  other  cases  where  somebo  i  ~ 

had  been  convicted  of  insider  tradi  a: 

based  on  a  similar  pattern.  "Prosecute  k 

would  rather  see  a  whole  lot  of  selling  u  esq 

very  short  time  following  some  very  b  ibn 

[undisclosed]  news,"  says  David  N.  Yell<  gfl 

dean  of  Hofstra  University  School  of  Li  dib 

and  an  expert  on  white-collar  crime.  com 

Because  of  the  weaknesses  in  a  pote  dg 
tial  insider-trading  case,  most  authorit 
think  the  Enron  Task  Force  is  likely  to 
cus  on  securities  fraud.  Unlike  insicftev 

trading,  which  is  based  on  what  peoj  m 

know,  securities  fraud  is  based  on  wl  d  R. 

they  say— the  crime  of  lying  to  investor  BO, 

It  isn't  hard  to  predict  what  a  secu  :i- 

ties-fraud  case  against  Skilling  wot  lots 

look  like.  In  paperwork  recendy  fil  ifa 
against  Delainey  and  Richard  A.  Caus 


■■ 


Countdown  to  Disaster 

Did  former  CEO  Skilling  bail  out  of  Enron  soon  enough  to  escape  blame?  Here  are  some  of  the 
events  that  would  be  critical  in  a  criminal  prosecution.  Key  alleged  frauds  are  highlighted  in  red. 


•  APR.  16, 1999 

Skilling  sells 
250,000  shares. 


JAN. 


OCT.  18, 1999 

Skilling  sells 
126,784  shares. 


*  JAN.  20, 2000 

Skilling  announces  creation 
of  Enron  Broadband. 


JAN. 


UG 


1999 


2000 


JUNE  28, 1999 

Board  approves 
CF0  Andrew 
Fastow's  LJM1 
partnership, 
authorizing  circular 
deals  between  him 
and  Enron. 


FIRST  QUARTER, 

2000  Cashing  in  i 
California's  energ 
crisis,  Enron 
allegedly  starts 
reserving  profits  I 
cover  up  other 
losses. 
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nron's  former  chief  accounting  officer, 
ie  government  has  developed  something 
f  an  Enron  template,  portraying  the 
wnpany  as  a  vast  criminal  conspiracy. 
?nior  managers  "engaged  in  a  wide- 
inging  scheme,  through  a  variety  of  de- 
ces,  to  deceive  the  investing  public 
Dout  the  true  performance  [of]  Enron's 
usinesses,"  reads  one  sentence  that  ap- 
ears  in  both  the  Delainey  and  Causey  in- 
lctments.  The  scheme's  goal  was  "to 
roduce  reported  earnings  that  grew  by 
pproximately  15%  to  20%  every  year." 
To  substantiate  this  claim,  Justice  goes 
1  to  detail  a  variety  of  specific  frauds, 
ne  of  them  is  the  purported  sale  of  un- 
erperforming  assets  to  partnerships 
iat  were  funded  by  Enron  itself— the 
eals  managed  by  former  CFO  Fastow. 
nother  is  the  concealment  of  losses  in- 
de  the  EES  division.  A  third  is  the  mis- 
?presentation  of  the  prospects  for  En- 
in's  broadband  division. 
i  Together,  these  and  other  episodes  will 
it  woven  into  a  broader  story  about  a  fail- 
\g  company  that  presented  itself  to  the 
wld  as  an  enormous  success.  For  an  ex- 
nple  of  some  of  the  roadblocks  govern- 
ent  prosecutors  might  encounter,  look 
an  event  the  Justice  Dept.  team  would 
1  quite  likely  to  raise  at  trial:  the  so- 
iled Raptor  restructuring.  In  the  spring 
2000,  Fastow's  lieutenants  created  four 
>ecial-purpose  entities,  known  as  the 
aptors,  to  buy  underperforming  assets 
jm  the  company.  The  goal,  Justice  says, 
as  to  dress  up  the  company's  earnings. 


NOV.  15, 2000 

Skilling  starts 
programmed  stock 
sales  of  10,000 
shares  per  week, 
partly  insulating 
himself  from  insider- 
trading  liability. 


Incredibly,  the  Raptors  were  funded  with 
money  from  Enron  and  its  spin-offs- 
meaning  the  company  was  basically  buy- 
ing assets  from  itself. 

This  circular  transaction  worked  only 
as  long  as  Enron's  share  price  kept  rising. 
When  it  started  to  fall  later  on  in  autumn 
of  2000,  the  company  faced  a  crisis:  Some 
of  the  Raptors  might  default  in  their  obli- 
gations to  Enron,  forcing  managers  to  de- 
clare a  huge  loss.  So  the  energy  giant's 
many  financial  engineers  used  creative 
accounting  and  allowed  the  healthy  Rap- 
tors to  support  the  sick  ones. 


A  STRONGER  TRAIL 

SO  FAR,  THERE  IS  quite  a  bit  of  evidence 
that  Skilling  played  a  direct  role  in  the 
Raptor  restructuring.  Lawyers  hired  by 
the  board's  special  investigative  commit- 
tee reported  that  Causey  told  them  he 
"was  certain  that  he  told  Skilling  about 
the  shortfall  in  the  Raptor  vehicles  [and] 
when  they  found  what  Causey  thought 
was  a  solution,  Causey  sought  and  ob- 
tained Skilling's  approval."  A  pair  of 
Causey  deputies,  Rodney  Faldyn  and 
Ryan  Siurek,  testified  that  they  heard 
Causey  say  the  same  thing  to  them. 
Even  if  a  jury  were  to  believe  these  wit- 
nesses—no sure  bet— Skilling  would  still 
have  formidable  defenses.  According  to 
Hiler,  the  board  of  directors  approved  the 


'AUGUST,  2000 

Stock  hits  all-time 
high  of  $90.56. 


JAN. 


FEB.  12, 2001  Skilling  becomes 
CEO,  replacing  Kenneth  Lay. 


2001 


DECEMBER,  2000 

A  key  month  in 
the  Enron  saga. 
Desperate  to  meet 
expectations,  execs 
in  every  division 
allegedly  use  tricks 
to  boost  earnings, 
including  hiding 
losses  in  the  EES  unit 
and  restructuring 
failed  Fastow  deals. 


Raptor  restructuring.  An  April,  2000,  En- 
ron memo  indicates  that  four  accountants 
from  Arthur  Andersen  participated  in  the 
transactions,  as  well  as  three  attorneys 
from  Vinson  &  Elkins  LLP.  A  separate  An- 
dersen memo  dated  Dec.  28, 2000,  notes 
that  two  high-ranking  partners  conclud- 
ed that  "the  client's  position"  on  the  Rap- 
tor restructuring  "was  acceptable."  The 
involvement  of  these  professionals  is  im- 
portant, because  their  assurances  can  be 
used  as  proof  that  Skilling  did  not  know 
the  deal  was  illegal— a  powerful  defense 
against  criminal  charges. 

The  bottom  line:  Skilling  will  be  able  to 
throw  some  mean  counterpunches.  For 
every  instance  in  which  an  employee 
alerted  him  to  operational  fiascoes, 
Skilling's  lawyers  will  present  e-mails  in 
which  people  are  talking  about 
concealing  problems  from  him.  For  every 
meeting  where  he  is  briefed  about  under- 
performing  units,  "there's  a  meeting 
where  somebody  tells  him  things  are  go- 
ing great,"  says  Hiler. 

In  the  end,  the  government  probably 
wouldn't  be  able  to  win  such  a  battle  by 
knockout.  Both  sides  will  land  blows, 
and  the  jury  will  be  forced  to  decide  who 
scored  the  most.  Coming  into  the  case, 
Skilling  will  have  almost  no  credibility. 
The  issue  is  how  much  he  will  be  able 
to  tarnish  the  government's  already 
difficult  case.  ■ 

By  Mike  France  in  New  York,  with 

Wendy  Zellner  in  Dallas,  and 

Mike  McNamee  in  Washington 


JULY  13, 2001 

Skilling's  final 
stock  sale  as  an 
employee. 


AUG.  14. 

2001  Skilling 
resigns. 


OCT.  16, 2001 

Company  reports 
$638  million  loss. 


DEC.  2, 2001* 

Enron  files  for 
bankruptcy. 


MAR.  26, 2001  Raptor 

restructuring  is  completed. 


APR.  17, 2001 

Announcement  of 
EES  reorganization, 
which  allegedly 
conceals  giant 
losses. 
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TELECOMMUNICATIONS 


HOW  THE  CINGULAR 
DEAL  HELPS  VERIZON 

By  paying  a  premium,  SBC  and  BellSouth 
could  hobble  themselves  in  a  fast  race 


i 


AFTER  WINNING  AN  11TH- 
hour  bidding  war  with 
Vodafone  Group  for 
AT&T  Wireless  Services 
on  Feb.  17,  the  folks  at 
Cingular  Wireless  pro- 
fessed themselves  well 
pleased.  For  a  cool  $41  billion  in  cash  plus 
$6  billion  in  debt,  they  had  agreed  to  ac- 
quire the  nation's  No.  3  wireless  operator. 
But  as  happy  as  Cingular's  staff  appeared 
to  be,  execs  at  rival  Verizon  Wireless  may 
been  even  more  pleased.  Why?  Because 
by  entering  the  bidding  at  the  last 
minute,  Vodafone— a  major  investor  in 
Verizon  Wireless— forced  Cingular's  par- 
ents, SBC  Communications  and  Bell- 
South, to  pay  a  37%  premium  over  their 
initial  bid.  "Verizon  probably  sent  a  case 
of  Dom  Perignon  to  Vodafone,"  says  Ken- 
neth M.  Leon,  a  telecom  analyst  for  Stan- 
dard &  Poor's.  "This  is  quite  a  bid." 

Maybe  too  big  a  bid.  The  question  is 
whether,  by  paying  so  much  for  AT&T 
Wireless,  SBC  and  BellSouth  have  put 
themselves  at  something  of  a  disadvantage 
in  making  the  merger  work  in  a  brutally 
competitive  market.  Making  matters 
worse,  it  will  take  at  least  nine  months  to 
complete  the  deal,  so  Verizon  Wireless  will 
have  time  to  lure  customers  away  from  the 
lame-duck  AT&T  Wireless  management 
That's  not  to  say  SBC  CEO  Edward 
Whitacre  and  BellSouth  chief  Duane  Ack- 
erman  lack  the  wherewithal  to  pull  this  off. 
But  by  paying  $11  billion  more  than  they 
had  initially  intended,  they  need  to  execute 
the  integration  of  AT&T  Wireless  into  Cin- 
gular flawlessly— and  that  won't  be  easy 
given  AT&T's  myriad  challenges.  "This  is 
an  extraordinarily  complex  merger,"  says 
Scott  A.  Ellison,  head  of  wireless  services  at 
researcher  IDC.  "It's  not  clear  Cingular  can 
move  as  fast  as  the  market  wants  it  to." 

Cingular  and  its  parents  insist  the  deal 
makes  financial  sense  despite  the  hefty 


price  tag.  In  a  joint  presentation  to  in- 
vestors, SBC  and  BellSouth  execs  concede 
that  the  acquisition  will  cause  a  short-term 
hit  to  earnings.  SBC  says  the  costs  will  bite 
up  to  $1.3  billion  out  of  its  net  income  in 
2005  and  $630  million  in  2006,  while 
BellSouth  estimates  the  dilution  will  last  a 
year  longer,  wMttling  away  $165  million  in 
2007  Still,  the  companies  insist  that  after 
that,  AT&T  Wireless  will  help  turbocharge 
earnings.  Why?  By  combining  the  opera- 
tions of  Cingular  and  AT&T  Wireless,  they 
will  be  able  to  trim  capital  investments, 
slash  marketing  costs,  and  reduce  staff.  To- 
tal savings  should  hit  $1  billion  in  2006 
and  $2  billion  annually  after  that.  "This  is 
about  taking  two  good  companies  and 
putting  them  together  to  make  one  big, 
great  company,"  Cingular  CEO  Stanley  T. 
Sigman  told  BusinessWeek. 

BETTING  ON  SAVINGS 

IT'S  CERTAINLY  A  BET  on  the  future.  To- 
gether, Cingular  and  AT&T  Wireless  will 
have  about  46  million  wireless  sub- 
scribers combined,  far  more  than  the  375 
million  customers  at  No.  2  Verizon  Wire- 
less. The  deal  is  important  strategically 
because  it  will  give  parents  SBC  and  Bell- 
South the  opportunity  to  have  a  greater 
stake  in  the  fast-growing  wireless  indus- 
try, which  is  quickly  becoming  a  legiti- 
mate alternative  to  their  traditional  phone 
businesses.  BellSouth  uready  gets  about 
20%  of  revenues  from  wireless,  which 
should  rise  to  about  35%  after  the  merger. 
Some  analysts  agree  that  faster  revenue 
growth,  combined  with  cost  savings  from 
the  merger,  should  boost  earnings  at  SBC 
and  BellSouth.  Analyst  Michael  Rollins  of 
Smith  Barney,  which  advised  BellSouth 
on  the  deal,  estimates  that,  despite  taking 
a  hit,  SBC's  earnings  will  surge  18.7%  an- 
nually through  2008,  while  BellSouth's 
earnings  will  rise  13.6%. 

But  Cingular's   sunny  view  of  the 


Reaching 

For  The  Top    „ 

How  Cingular  would  stack  up 
against  Verizon  Wireless  after 
acquiring  AT&T  Wireless*  ciii 


Data:  F  nedman  Billings  Ramsey  &  Co 


*8ased  unfoutt  quam 
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axes,  depreciation,  and  amortization 


merger  rests  on  several  assumptions.  For 
starters,  there's  a  question  of  when  the 
deal  will  close.  Cingular  and  its  parents 
expect  the  acquisition  to  be  finalized  by 
yearend.  While  there's  little  chance  regu- 
lators will  stop  the  deal,  since  it  combines 
two  of  six  national  wireless  players,  they 
may  take  a  year  or  longer  to  sign  off,  ana- 
lysts say.  That's  critical— not  only  because 
it  delays  the  expected  synergies  but  also 
because  it  could  hurt  AT&T  Wireless'  op- 
erations. Employees  at  the  target  compa- 
ny may  start  looking  for  new  jobs,  and 
customers  may  defect,  figuring  the  com- 
pany they  had  a  relationship  with  is  dis- 
appearing anyway.  Already,  AT&T  Wire- 
less' churn  rate— the  share  of  customers 
who  leave  the  company  each  month— is 
3.3%,  the  highest  among  the 
major  U.S.  carriers.  "Verizon 
could  have  a  two-year  advan- 
tage," says  analyst  Susan  Kalla 
of  Friedman,  Billings,  Ramsey 
Group  Inc. 

MANY  A  SUP...? 

MORE  IMPORTANT  is  whether 
Cingular  will  be  able  to  extract 
the  cost  savings  if  s  anticipat- 
ing. The  company  is  banking 
on  synergies  in  two  major  ar- 
eas—capital investment  and 
operations.  By  melding  AT&T 
Wireless'  network  into  its  own, 
Cingular  expects  to  trim  com- 
bined capital  costs  by  $600 
million  to  $900  million  in 
2005  and  $800  million  to  $1.2 
billion  each  year  after  that. 
Certainly,  Cingular  has  control 
over  whether  to  write  a  check 
for  equipment  or  not.  But  it 
may  feel  pressure  from  rivals 
such  as  Verizon  Wireless, 
which  is  spending  heavily  to 
roll  out  new  mobile  Web  servic- 
es. If  Cingular  is  forced  to  offer 
such  services  quickly,  it  may 
not  be  able  to  wring  the  savings  out  of 
capital  investment  it's  counting  on. 

Operational  savings  will  be  even  trick- 
ier. Cingular  is  telling  investors  that  by 
combining  marketing,  customer  care, 
and  other  administrative  tasks,  it  expects 
to  save  $100  million  to  $400  million  in 

2005,  $500  million  to  $800  million  in 

2006,  and  more  than  $1.2  billion  after 
that.  But  it  may  have  little  control  over 
some  of  those  expenses.  AT&T  Wireless' 
customer  service  has  come  under  pres- 
sure, especially  last  year,  when  customers 
won  the  right  to  keep  their  mobile  phone 
number  when  they  switch  carriers.  Cin- 
gular may  have  to  invest  more,  not  less, 


PROUD  PAPAS 

SBC's  Whitacre 
and  BellSouth's 
Ackerman 


to  straighten  out  some  of  those  issues. 
Already,  shareholders  are  curbing  their 
enthusiasm.  Shares  in  SBC  and  BellSouth 
slipped  as  negotiations  for  AT&T  Wireless 
proceeded  and  dropped  2%  each  in  the 
two  days  after  the  deal  was  announced. 
Analysts  are  particularly  sensitive  to  the 
fact  that  the  dilution  will  cut  the  compa- 
nies' once-stable  earnings  for  an  uncer- 
tain payoff  in  the  future.  The  acquisition 
is  expected  to  cut  SBC's  expected  2005 
earnings  from  $4.6  billion  to  $3  billion, 
or  91  a  share.  "We  know  there  are  better 
places  for  investors  to  put  their  money 
than  a  company  that's  not  going  to  earn 
one  dollar  next  year,"  says  S&P  telecom 
analyst  Todd  Rosenbluth. 

Cingular's  parents  also  will  have  to 
take  on  a  major  chunk  of  debt. 
Of  its  $21  billion  share  of  the 
purchase  price,  SBC  can  pull  to- 
gether $11  billion  in  cash  but 
will  have  to  borrow  the  remain- 
ing $10  billion.  BellSouth  also 
will  have  to  finance  about  $10 
billion.  The  added  debt  already 
has  caused  S&P  to  put  SBC, 
BellSouth,  and  Cingular  on 
credit  watch. 

The  problem  is,  while  SBC 
and  BellSouth  wrestle  with  a 
bigger  burden,  Verizon  Wire- 
less will  no  doubt  roll  out  serv- 
ices and  steal  customers.  Veri- 
zon's 39.7%  cash-flow  margins 
are  already  74%  higher  than 
those  of  Cingular  and  AT&T 
Wireless.  Verizon  can  produce 
such  fat  margins  because  it  has 
an  efficient  network  that  en- 
ables it  to  add  network  capacity 
without  incurring  huge  costs.  A 
first-rate  network  has  helped 
Verizon  lure  customers  at  an 
impressive  rate— the  1.5  million 
net  new  subscribers  added  in 
the  fourth  quarter  last  year 
were  twice  the  770,000  won  by 
Cingular  and  AT&T  Wireless. 

SBC  and  BellSouth  say  that  once  Cin- 
gular digests  AT&T  Wireless,  it  will  be  in 
shape  to  take  on  Verizon.  It  gains  much- 
needed  wireless  licenses,  boosting  the 
number  of  top  markets  it  serves  to  97  out 
of  the  top  100.  It  also  gets  more  capacity 
to  offer  high-speed  data  services.  Asked  if 
Cingular  will  use  its  newly  acquired  scale 
to  usurp  Verizon's  top  spot  in  quality  and 
other  categories,  Sigman  pledges:  "Yep, 
we'll  do  that.  And  you  can  hold  me  ac- 
countable." He  can  only  hope  that  by  the 
time  Cingular  gets  up  to  speed,  Verizon 
won't  already  be  far,  far  ahead.  ■ 

-By  Roger  0.  Crockett  in  Chicago 
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SPEEDY  DELIVERY 

Adelphia  workers 
install  high-speed 
Net  access  in  L.A. 


HIGH-SPEED  INTERNET 


BROADBAND: 
WHATS  THE  HOLDUP? 

The  U.S.  trails  in  the  digital  stakes. 
And  catching  up  won't  happen  overnight 


HEN  THE  NEWS 
hit  that  Comcast 
CEO  Brian  L. 
Roberts  was  trying 
to  buy  the  Walt 
Disney  Co.,  it  be- 
came clear  that  the 
media  industry  is  in  for  some  big 
changes.  After  all,  one  of  the  main  rea- 
sons for  doing  a  deal,  Roberts  argued, 
was  to  deploy  Comcast's  cable  pipes  for 
the  digital  delivery  of  everything  from 

3S     Rncin»ccW»»k  I  Marrh  1    ?Dn4 


ABC  newscasts  to  cartoons  and  video 
games  over  the  Internet— a  goal  Disney 
Chairman  Michael  Eisner  has  long  es- 
poused. There's  just  one  problem:  U.S. 
broadband  transmission  speeds  are  still 
way  too  slow  to  offer  most  of  the  kinds  of 
cutting- edge  digital  delivery  over  the  In- 
ternet that  Roberts  envisions. 

In  fact,  the  U.S.  lags  far  behind  global 
leaders  such  as  Korea  and  Japan,  where 
broadband  is  far  faster  and  cheaper, 
thanks  to  more  focused  national  policy, 


High  Sp 


W' 


less  cumbersome  regulation,  and  mc  : 
densely  populated  regions.  For  a  litl  iper 
more  than  $50  a  month,  consumers 
Korea  can  purchase  a  20-megabit-ptfc: 
second  Internet  connection.  That's  10  wri 
40  times  faster  than  a  typical  U.S.  co  n 
nection.  In  Korea,  people  use  the  servi  feds 
to  watch  TV  in  a  window  of  their  Wi- 
browser  while  they  work  on  a  memo 
their  word  processor.  Their  access 
movies  and  games  on  demand  grows 
the  day.  Such  online  services  are  availat|h 
to  few  consumers  in  the  U.S.,  where  a 
megabit  connection  costs  about  $45. 

U.S.   cable  and  telecommunicatio: 
companies   are  working  to  close  tl  t 
transmission  speed  gap  with  other  cou  ; 
tries,  but  it  will  probably  take  years 
catch  up  and  cost  billions  of  dollai  t 
Here's  a  look  at  some  of  the  key  issues 

What's  the  current  state  of  broadband  in  | 
theU.S.? 

Broadband  is  available  to  89%  of  all  U. 
households,  but  only  18%  subscribe,  a 
cording  to  the  latest  data  from  Point  To 
ic,  a  London  broadband  research  comp 
ny.  The  phone  companies  sell  digit 


+ 


subscriber  line  (DSL) 
connections  for  less 
than  $30  a  month.  Their 
typical  speed  is  about 
500k  to  1  megabit, 
which  is  fast  enough  to 
surf  the  Web,  download 
music,  swap  photos,  and 
download  brief  video 
clips.  Cable  companies 
offer  cable  modems  with 
peak  speeds  of  3 
megabits  for  $40  to  $45 
a  month.  That  makes 
viewing  video  and 
swapping  photos  a  little 
more  manageable  but  is 
still  far  too  sluggish  for 
speedy  downloading 
of  movies. 


cated  near  phone  company 
faculties,  making  it  much 
easier  and  cheaper  to 
deploy  high-speed  broad- 
band. 
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.m        to  other  industrial 
^^    nations? 

*  The  world's  broadband 
tf\&\  leader  is  South  Korea, 
f[l&  where  73%  of  house- 
holds subscribe  to  high- 
speed Internet.  Most 
Koreans  pay  $27  a 
month  for  a  connection 
speed  of  up  to  3 
megabits.  But  a  few 
thousand  choose  to  pay 
$52  a  month  for  a  20- 
megabit  advanced  DSL 
nnection,  which  is  much  faster  and 
aper  than  anything  available  to  Amer- 
ins.  Japanese  can  get  some  of  the 
>test  and  cheapest  broadband  service  in 
e  world— up  to  26  megs  for  about  $30  a 
with,  using  souped-up  DSL.  Europe's 
eeds  and  penetration  are  similar  to 
Dse  in  the  U.S. 

iy  are  speeds  faster  in  Korea  and 
pan? 

lis  is  less  about  technological  prowess 
d  more  about  policy.  For  one  thing, 
?an  and  Korea  made  the  deployment  of 
ch  services  a  national  priority.  What's 
3re,  the  Korean  government  deregulat- 
what  had  been  a  monopolistic  phone 
stem  and  opened  the  market  to  compe- 
ion.  That  set  off  a  race  among  providers 
wire  up  the  nation.  Moreover,  they 
aren't  hamstrung  by  the  regulations 
ind  in  the  U.S.  All  of  the  above  led  to  the 
ployment  of  faster  DSL  and  even  a  lim- 
d  rollout  of  fiber-to-the-home.  Finally, 
•rea  is  more  densely  populated  than  the 
S.,  cramming  48  million  people  into  an 
m  about  the  size  of  Indiana.  Koreans 
id  to  live  in  big  apartment  buildings  lo- 


For  about  the 
same  price, 
Koreans  get 
a  service  that 
is5tol0 
times  faster 


Why  has  the  U.S.  fallen 
behind? 

It's  pardy  a  chicken-and- 
egg  problem.  While  the  tel- 
cos  have  experimented 
with  faster  DSL  service  in 
recent  years,  it  has  yet  to 
catch  on  with  consumers.  Why?  Because 
there  aren't  enough  applications,  such  as 
online  movies  and  games,  that  require 
higher  speeds.  The  same  holds  true  for  the 
cable  companies.  Then  there  are  the  telco 
regs.  The  Bells  argue  that  archaic  rules  de- 
signed for  traditional  phone  services, 
rather  than  the  Internet,  discouraged 
them  from  providing  faster  DSL.  In  the 
past,  the  Bells  were  required  to  share  their 
DSL  lines  with  rivals  at  government-man- 
dated prices.  And  while  the  Federal  Com- 
munications Commission  lifted  those  reg- 
ulations in  2003,  the  Bells  complain  that 
the  rules  are  ambiguous  because  a  differ- 
ent set  of  overlapping  regulations  still  re- 
quires them  to  share  their  lines. 

How  can  the  U.S.  government  help 
advance  broadband  speeds? 

More  deregulation  is  the  key.  FCC  Chair- 
man Michael  K.  Powell  aims  to  classify 
both  the  phone  companies'  DSL  and  ca- 
ble operators'  cable-modem  operations 
as  "information  services."  That  would 
enable  them  to  avoid  additional  regula- 
tions associated  with  old-fashioned  tele- 
com and  cable  services.  But  a  federal 
court  decision  against  such  a  policy  is 
holding  up  FCC  decision-making  on  this 
front.  In  an  attempt  to  make  content 
providers  less  leery  of  putting  their 
wares  on  the  Internet,  Powell  has  tried  to 
force  Hollywood  studios,  cable  opera- 


tors, and  consumer-elec- 
tronics makers  to  agree  on 
standards  to  protect  the 
distribution  of  digital  con- 
tent over  cable  and  broad- 
cast, but  it's  a  tough  slog. 


How  the 
U.S.  Lags 


HOUSEHOLDS 
WITH  BROADBAND 

APPROX.  TOP 
SPEED  IN  MPS' 

SOUTH  KOREA 

75% 

20 

CANADA 

36 

3 

U.S. 

18 

3 

JAPAN 

14 

26 

*  Megabits  per  second:  Po 

nt-Topic                 H 

What's  the  future  of 
broadband? 

Widespread  deployment  of 
the  kinds  of  speeds  re- 
quired to  carry  HDTV,  for 
example,  won't  be  here  for 
years.  Walt  Megura,  general  manager  of 
Nortel  Networks  Ltd.'s  broadband  net- 
works unit,  says  Internet  connections 
running  at  speeds  of  10  to  20  megs  won't 
become  available  to  most  consumers  for 
at  least  three  to  six  years. 

In  the  meantime,  U.S.  providers  are 
only  just  beginning  to  roll  out  services 
that  will  match  the  speeds  currently 
available  in  South  Korea  and  Japan.  Veri- 
zon Communications  plans  to  offer  10-  to 
20-megabit  fiber-optic  connections  to  a 
scant  1  million  customers  this  year.  SBC 
Communications  Inc.  already  offers  a  6- 
megabit  connection  for  $199  a  month 
that's  aimed  at  businesses. 

What  sorts  of  services  will  be  available 
once  20-meg  speeds  appear? 

Broadband  proponents  argue  that  an  in- 
vestment in  infrastructure  leads  to  all 
sorts  of  new  applications.  Again,  Korea  is 
the  model.  The  broadband  leader's  online 
digital  content  market,  which  includes 
gaming,  music,  and  video,  has  increased 
61%  annually  for  six  years.  It  reached  $4.6 
billion  in  2002,  the  last  year  for  which  fig- 
ures are  available. 

A  similar  effect  seems  to  be  taking 
hold  in  the  U.S.  Disney's  ESPN  network 
has  a  product  called  ESPN  motion,  which 
will  make  high-quality  video  clips  avail- 
able online.  The  same  technology  is  also 
being  used  by  Disney's  ABC  News  unit 
for  online  distribution  of  news.  And  fu- 
ture versions  of  Apple  Computer  Inc.'s 
iPod,  which  has  driven  the  digital  distri- 
bution of  music  into  the  mainstream,  are 
likely  to  do  the  same  for  video  as  the 
quality  of  underlying  networks  im- 
proves. It's  just  too  much  information  to 
cram  onto  a  regular  DSL  or  cable-modem 
service.  In  short,  a  new  era  in  the  evolu- 
tion of  broadband  is  approaching— one 
that  Brian  Roberts  was  clearly  counting 
on  when  he  made  his  audacious  bid  for 
Disney.  But  it  won't  happen  overnight.  U 

-By  Steve  Rosenbush  in  New  York,  with 
Catherine  Yang  in  Washington,  Ronald 
Grover  in  Los  Angles,  Moon  Ihlwan  in 
Seoul,  and  Andy  Reinhardt  in  Paris 
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COMMENTARY 


BY  CATHERINE  YANG 


Keeping  Little  Voices  in  Big  Media 

The  FCC  should  at  least  install  minimum  guarantees  for  independent  opinions 


IT'S  FAR  FROM  A  sure  thing  that 
Comcast  Corp.  will  win  control  of 
Walt  Disney  Co.  But  if  it  does,  the 
combination  of  the  cable-TV  giant 
with  Disney's  ABC  broadcast  net- 
work would  take  Big  Media  to  a  frighten- 
ing new  level.  And  if  regulators  and 
the  courts  continue  along  the  path 
of  deregulation,  this  Goliath  could 
one  day  buy  a  major  newspaper  chain— 

controlling   not   only   what  Americans 
watch  on  TV  but  what  they  read,  too. 

That's  too  much  power  in  the  hands  of 
one  company,  especially  in  a  democracy 
that  thrives  on  the  spectrum  of  viewpoints 
that  competing  media  companies  can  pro- 
vide. The  government  should  nip  such 
concentration  in  the  bud  and  block  this 
deal  from  going  forward.  Problem  is,  the 
current  Federal  Communications  Com- 
mission will  never  go  that  far.  Still,  the 
agency  at  least  should  install  minimum 
guarantees  to  give  fresh,  independent 
viewpoints  an  airing. 

Don't  let  those  500  cable  channels  and 
countless  Web  sites  fool  you.  Although  ca- 
ble television  and  the  Internet  have  spawned  a  proliferation 
of  outlets,  they  don't  always  translate  into  a  wider  range 
of  viewpoints.  "The  age  of  diversity  is  gone,"  says  Tom  Rosen- 
stiel,  director  of  the  Project  for  Excellence  in  Journalism 
Washington.  "With  more  outlets  but  fewer  owners,  we're 
just  getting  the  product  of  a  few  owners  spread  across  differ- 
ent places." 

Still,  it's  not  too  late  to  ensure  the  survival  of  a  chorus  of  com- 
peting voices  that  a  well-informed  electorate  needs.  The  U.S. 
Court  of  Appeals  in  Philadelphia,  now  reviewing  challenges  to 
new  FCC  deregulation  rules,  has  a  historic  opportunity  to  hold 
back  the  continuing  erosion  of  news  diversity.  Meanwhile,  the 
FCC  itself  should  impose  restrictions  on  a  prospective  Comcast- 
Disney  combo,  requiring  the  giant  to  carry  news  and  other  pro- 
gramming from  independent  sources. 

The  most  important  issue  in  the  court  case  in  Philadelphia 
is  a  pending  FCC  rule  that  would  allow  local  TV  broadcast  sta- 
tions and  newspapers  to  merge.  If  that  rule  goes  through,  a 
community's  two  dominant  sources  of  local  news  would  re- 


side under  one  roof,  and  one  voice  could  replace  two  vibn 
competing  ones— especially  when  the  owner  melds  newsrc 
resources  to  save  money. 

According  to  a  2002  Nielsen  Media  Research  Inc.  si 
commissioned  by  the  FCC,  about  35%  of  consumers  rely  on  1 1 
cal  broadcast  TV  as  their  primary  source  of  local  news,  wr 
about  30%  rely  on  newspapers,  25%  on  radio,  and  the  rest 
the  Internet.  Combining  a  monopoly  newspaper  with  a  leac 
TV  station  means  that  the  bulk  of  a  city's  local  news  woi 
come  from  the  same  company.  And  the  FCC  wants  to  go  ev<[ 
further,  allowing  that  same  company  to  own  two  or  three  loci 
TV  stations  in  mid-sized  and  large  markets.  The  result:  0( 
media  giant  could  control  the  coverage  of  everything  from  st 
political  races  to  local  referendums.  Fortunately,  the  Philadt) 
phia  court  is  already  skeptical  of  the  FCCl 
newspaper-broadcast  rule.  It  should  strif 
down  both  the  cross-ownership  and 
TV  concentration  rule. 

If  Comcast  buys  Disney,  viewers  woi 
face  a  different  type  of  concentratic 
Historically,  cable  companies  have  alwaj 
wanted  to  fill  their  pipes  with  their  ov 
programming,  often  to  the  exclusion 
others'.  A  Comcast-Disney  deal,  togethj 
with  Time  Warner  and   News   Cor 
would  create  a  closed  and  powerful  ol 
garchy.  Each  media  conglomerate  ow| 
must-see  shows  and  far-flung  cable 
satellite  systems.  The  new  trio  could  for 
an  unholy  alliance,  where  ea^ 
member  uses  its  command 
channel  space  to  gain  the  othe^ 
QO  riOt  marquee  programming. 

Even  in  a  universe  of  100-pll 
channels,  such  a  cabal  woul 
leave  little  room  for  fresh  voiccl 
That's  why  the  FCC  should  rJ 
the  deal.  But  since  that's  rJ 
likely  to  happen,  regulators 
^■■^^^^™  minimum  should  ensure 

potentially  important  new  voil 
es— such  as  a  latter-day  CNN— can  still  make  it.  The  F(| 
should  require  large  cable  and  satellite  programmer-distribl 
tors  to  reserve,  say,  at  least  10%  of  their  channel  capacity  f  j 
independent  programming  not  owned  by  the  other  giants. 
While  these  fixes  wouldn't  cure  all  the  ills  of  Big  Med  I 
they'd  be  a  start.  Citizens  can't  afford  the  dangers  of  uncheckj 
consolidation  among  their  news  providers.  The  feds  and  t| 
courts  need  to  wake  up  and  stand  guard.  ■ 


More  outlets 

not 
necessarily 
mean  more 
points  of  view 
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toyota.com 


ALL  THIS  AND  CHANGE  BACK  FROM  YOUR  $20,000: 


MY  CAR  makes  me  look  like  a  shopping  genius.  All  these  bells  and  whistles  for  far  less  than  I  ever  expected  to  spend  on  a  LAIYIKY. 


GET  THE  FEELING 
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'Starting  at  MSRP  includes  delivery,  processing  and  handling  lee.  Exclut 
"2004  EPA-estimated  24  city/33  highway  mpg  for  Camry  4-' 


her  available  or  regionally  required  equipment  Actual  dealer  price  may  vary. 
Actual  mileage  may  vary  ©2003  Toyota  Motor  Sales.  U.S.A.,  Inc. 
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AIRLINES 


CUTE  NEW  PLANES, 
SAME  OLD  PROBLEMS 

Ted  and  Song  won't  solve  their  parent 
airlines5  chronic  money  shortfalls 


XECUTIVES  AT  UNITED 
Airlines  Inc.  are  patting 
themselves  on  the  back  over 
Ted,  their  new  discount 
subsidiary  that  took  off 
from  Denver  on  Feb.  12.  In 
its  first  four  days,  81%  of 
seats  were  filled  and  90%  of  flights  left  on 
time.  Better  yet  were  the  compliments 
from  happy  passengers,  who  snapped  up 
gift  bags  of  "Ted  Tunes"  CDs,  Ted  bears, 
and  other  goodies. 

Looks  like  a  winner,  right?  Well,  not 
exactly.  Ted  and  Delta  Air  Lines  Inc.'s 
similar  low-cost  airline  wannabe,  Song, 
are  no  cure  for  what  ails  the  network  car- 
riers. Sure,  these  sub-brands  should  have 
an  edge.  With  lower-paid  flight  atten- 
dants and  9%  more  seats  on  each  Song 
plane,  for  instance,  Delta  figures  that 
Song's  unit  cost— or  the  cost  of  flying  one 
seat  for  a  mile— is  23%  less  than  for  a 
Boeing  757  in  the  parent  operation. 

But  analysts  question  whether  the 
costs  will  be  low  enough  to  truly  compete 
with  the  likes  of  fast-growing  discounters 
Southwest,  JetBlue,  and  A'rTran,  especial- 
ly if  these  units  aren't  subsidized  by  their 


parents.  More  important,  Ted,  which  will 
grow  from  four  aircraft  today  to  45  by 
yearend,  and  the  36-plane  Song  are  just  a 
sliver  of  the  size  of  their  ailing  parents. 
Worse  yet,  they  could  prove  costly  distrac- 
tions to  the  main  event:  the  need  to  dra- 
matically lower  the  costs  of  the  parent  air- 
lines, which  are  still  fighting  for  long-term 
survival.  "If  you're  going  to  fix  the  factory, 
fix  the  factory.  Don't  create  a  sideshow 
somewhere  else,"  says  airline  consultant 
Robert  W  Mann  Jr.  of  R.W.  Mann  &  Co. 
That's  a  sentiment  shared  by  American, 
Northwest,  and  Conti- 
nental, which  have 
shunned  sub-brands 
after  watching  similar 
efforts  fail  before. 

While  it's  true  that 
the  network  airlines 
are  enjoying  a  recovery 
of  sorts,  they're  hardly 
in  the  clear.  After  three 
years  of  massive  losses 
and  painful  cost- cut- 
ting, they  could  almost 
break  even  this  year. 
And    by    2006,    they 


PIE  IN  THE  SKY? 

Ted  may  be  more  of 
a  costly  distraction 
than  a  solution 


GETTING  AIRBORNE 
AGAIN? 


BILLIONS  OF  DOLLARS 
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AMERICAN.  ALASKA,  CONTINENTAL.  DELTA 
NORTHWEST.  US  AIRWAYS.  AND  UNITED. 
RESULTS  EXCLUDE  ONETIME  ITEMS. 
Data:  UBS  Airline  Research 


could  earn  $3  bif 
lion  or  more,  prtj 
diets  analyJ 

Samuel  C.  Buttricl 
of  UBS.    But,    r 
notes,  "that  would  not  constitute  a  gre; 
return  on  capital." 

Unfortunately,  the  cost-cutting  hasn 
gone  far  enough  in  the  face  of  spreadin 
low-fare  competition  and  continued  per 
ny-pinching  by  business  travelers.  Unite 
pilot  and  airline  analyst  Vaughn  Cordle  t 
Airlineforecasts  LLC  reckons  that  the  s 
biggest  network  airlines  will  bring  in  $ 
billion  less  in  revenue  in  2005  than  i 
2000.  He  also  figures  that  their  total  cos 
per  employee  are  still  40%  higher  th 
those  of  their  low-cost  rivals.  And  whi 
the  biggies'  first-class  cabins,  globe-sp; 
ning  networks,  and  other  amenities  alio 
them  to  collect  a  premium  for  each  se 
flown  a  mile,  that  revenue  premium 
now  about  15%  and  dropping. 


'CRIPPLED' 

ON  TOP  OF  THOSE  problems,  the  Big  Si| 
have  piled  up  $20  billion  more  in  del 
since  2000  and  face  $20  billion  in  ur 
funded  pension  liabilities.  "They  will 
financially  burdened  at  best  and  perhaj 
crippled  in  some  cases  throughout 
next  business  cycle,"  says  credit  analyJ 
Philip  A.  Baggaley  of  Standard  &  Poor's! 
Certainly,   airline   managers    arenf 
blind  to  their  troubles.  But  it's  difficult  t| 
shed  unneeded  hubs  and  aircraft,  hidt 
bound  work  practices,  and  expensiv 
senior  employees  to  match  the  low-cos 
carriers.  "The  risk  is  that  you  blow  u 
the  airline  trying  to  do  that,"  says  Danit 
M.   Kasper  of  economic  consultanc  ' 
LECG  Inc. 

Indeed,  United  is  drawing  the  ire  of  it  c 
flight  attendants  as  it  tries  to  cut  retire  . 
benefits  as  part  of  its  bankruptcy  red* 
ganization— after  slashing  overall  labc 
expenses  by  30%  last  year.  And  strugglin 
US  Airways  Group  Inc.  faces  another  la 
bor  showdown  as  it  seeks  more  conces 
sions  after  its  ban! 
ruptcy  and  tw 
rounds  of  givebacks. 
Against  this  blea 
backdrop,  Ted  an 
Song  seem  like  s 
much  marketin 
buzz.  And  buzz  won 
help  the  carriers  fl 
though  the  inevitabl 
industry  transforms 
tion  that  lies  ahead.  I 
-By  Wendy  Zellner  i 
Dallas,  with  Michat 
Arndt  in  Chicag 
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HOW  DO  YOU  OFFER 

PERSONALIZED  SERVICE 

TO  ROOM  12B49  WHEN 

THERE  IS  A  ROOM  12649? 


obody  can  please  everybody;  it  takes  a  network  to  do  that.  More  specifically,  a  sophisticated  platform  that  integrates 
dvanced  computing  and  networking  technologies  like  voice  and  data  networks  combined  with  high-availability  servers 
om  NEC.  They  empower  massive  hotels  to  track  individual  preferences  while  enabling  a  wide  range  of  guest  services 
hd  administrative  functions.  It's  the  kind  of  innovative  approach  you  can  expect  from  NEC  for  your  business.  And 
]s  how  we  continue  to  deliver  on  our  promise  of  empowering  people  through  innovation,  www.necus.com  800-338-9549 

SERVICES  AND  SOFTWARE    ENTERPRISE  NETWORKING  AND  COMPUTING   SEMICONDUCTORS   IMAGING  AND  DISPLAYS 
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COMMENTARY 


BY  PETER  COY 


Let's  Wage  War  on  Gas  Guzzlers 

If  national  security  is  the  goal,  higher  fuel-economy  standards  are  a  no-brainer 


EAR  MR.  PRESIDENT, 

As  a  self-described  "war  pres- 
ident," you  have  made  national 
security  the  highest  priority  of 
your  Administration.  You  have 
launched  two  wars  to  overthrow  hostile 
foreign  powers.  Your  statements  about 
energy  reflect  that  war  footing.  Last  No- 
vember, in  urging  passage  of  a  major  en- 
ergy bill,  you  said:  "America  will  be  more 

prosperous  and  more  secure  when  we  are 
less  dependent  on  foreign  sources  of  energy." 

If  only  your  energy  strategy  were  as  force- 
ful as  your  military  one.  In  the  name  of  na- 
tional security,  Americans  have  sacrificed 
their  lives  in  Afghanistan  and  Iraq.  But  what 
sacrifices  are  you  asking  on  the  home  front? 
If  America  is  too  reliant  on  foreign  oil,  why 
not  ask  Americans  to  do  their  part  to  reduce 
that  reliance?  The  danger  of  dependence  on 
imported  oil  is  all  too  evident  today,  with 
OPEC  restricting  output  to  force  the  price  of 
crude  to  nearly  $36  a  barrel— approaching 
the  highest  prices  since  the  invasion  of  Iraq. 

Two-thirds  of  the  oil  in  the  U.S.  goes  for 
transportation  fuels,  mainly  gasoline.  In- 
escapably, then,  improving  the  mileage  of 
cars  and  light  trucks  must  be  part  of  the  so- 
lution. Yet  you  haven't  asked  Congress  for 
legislation  to  increase  standards  for  corpo- 
rate average  fuel  economy  (CAFE).  The  stan- 
dard for  cars  is  275  miles  per  gallon,  the 
same  as  in  1985.  The  standard  for  light 
trucks,  including  sport  utilities,  is  scheduled 
to  bump  up  to  22.2  mpg  by  2007  from  a  puny 
20.7  today.  Is  that  really  the  best  we  can  do? 

Your  Administration's  latest  action  on 
fuel  economy  has  the  potential  to  make  mat- 
ters even  worse.  The  National  Highway  Traffic  &  Safety  Ad- 
ministration is  proposing  to  change  the  rules  for  light  trucks 
and  SUVs  so  that  the  heaviest  ones  would  have  the  lowest 
mileage  requirements.  Environmentalists  worry  that  the 
rules,  if  written  the  way  Detroit  wants,  would  give  auto  makers 
an  incentive  to  shift  the  mix  of  vehicles  they  sell  toward  heav- 
ier gas  guzzlers. 
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A  straightforward  increase  in  fuel  economy  standards  u| 
der  the  existing  framework  is  a  better  choice.  Industry  leade 
of  course,  would  object.  General  Motors  Corp.  Vice-Chairmj 
Robert  A.  Lutz  has  joked  that  the  standards  are  like  fightij 
obesity  by  ordering  clothing  to  be  made  in  smaller  sizes, 
it  wouldn't  be  all  that  tough  to  make  vehicles  that  drink  le 
gasoline  while  improving  safety.  Proven  innovations  incluj 
variable  valve  timing  (introduced  by  Honda  Motor  Co. 
back  in  1989),  direct  fuel  injection,  and  "displacement  on 
mand,"  which  takes  some  of  a  car's  cylinders  offline  whj 
they  aren't  needed. 

A  law  that  raises  fuel-economy  standards  would  prod  ai 
makers  to  put  such  well-established  technologies  into  more  < 

hides    while    boostd 
PUMPING  UP  their  incentive  to  devl 

Raising  federal        op  gasoline-electric  hi 
fuel  taxes  and  brids  and  next-geneil 

slapping  a  ^on  technologies,  suf 

guzzler  tax  on  big    ^  foel  cells.  Fuel-ef 
SUVs  would  help  ,     ,.  ,        .  ..    ■ 

^^^^^  ^      cient  vehicles  might  c<  I 

more  than  guzzlers.  B| 
that's  what  sacrifice  is  all  about.  Your  chief  | 
val  for  the  Presidency,  Senator  John  Kerry, 
n't  worried  that  tougher  mileage  stands 
will  alienate  the  public.  He's  campaigning  J 
raise  standards  to  36  mpg  by  2015. 

Don't  stop  there,  Mr.  President.  Peoj 
buy  gas  guzzlers  because,  even  at  toda^J 
prices,  gas  seems  pretty  cheap.  If  you  rea 
want  to  demonstrate  leadership,  ask  Cc 
gress  to  raise  federal  fuel  taxes  by,  say,  50c 
gallon.  Then  return  all  the  revenue  tha| 
raised  to  the  public  by  cutting  income  ta 
and  giving  tax  credits  to  low-income  hous| 
holds  that  don't  pay  income  taxes.  The 
tax  increase:  zero.  And  what  about  subjecj 
ing  SUVs  and  pickups  to  the  guzzler  tax  i 
cars?  Or  ending  the  tax  break  of  up 
$100,000  for  small-business  owners  w3J 
buy  those  hulking  Hummers,  Escalad^ 
and  Navigators? 

Your  energy  plan  does  have  some  gc 
features.  They  include  tax  credits  for  the  purchase  of  hybrid  \| 
hides,  funds  to  help  the  poor  weatherize  their  homes,  and  il 
search  on  cleaner  energy  sources.  But  on  the  critical  issue  [ 
gas  guzzlers,  it  doesn't  go  nearly  far  enough.  Mr.  War  Prel 
dent,  you  didn't  flinch  when  you  ordered  U.S.  troops  into  b,-l 
tie.  Now  show  us  the  same  decisiveness  on  one  of  the  most  ii| 
portant  fronts  of  all— energy  security.  ■ 
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THE  FINANCIAL  CONSULTANT  REPORTS  DIRECTLY  TO  YOU. 


;adqua 


Traditional  model:  An  investment  firm's  headquarters  tells  its  financial  consultants  what  they 
should  sell  to  their  clients.  I£( 

A.G.  Edwards'  model:  Our  Home  Office  is  the  support  staff,  not  the  master.  Its  sole  purpose  is  to 
provide  a  vast  array  of  resources  to  help  our  financial  consultants  help  you— from  research- 
reports  to  leading  technologies  to  unparalleled  training  to  whatever  else  it  takes. 


Our  belief:  Financial  consultants  should  serve  their  clients'  interests  and  nothing  else. 

That  means: 


■yste 


Bottom  line:  It's  about  our  clients.  And  after  our  clients,  come  our  clients.  There  is  no  closeli 
second.  This  was  our  belief  back  in  188"    vhen  we  started  A.G.  Edwards.  It's  our  belief  nowl 
And  it  will  be  for  the  next  117  years. 

To  meet  with  an  A.G.  Edwards  financial  c       ,  .Itant,  visit  www.agedwards.com  or  call  (866)379-4243.1 
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ONE TOUGH 
SECOND LAP 

DaimlerChrysler  CEO  Jurgen 
Schrempp  may  have  hit  some 
bumps  on  the  road  to 
building  a  global  carmaker, 
but  the  company's 
supervisory  board  hasn't  lost 
faith  in  him.  It  has  given 
Schrempp  more  time  to  make 
good  on  his  vision  tor 
reinventing  DaimlerChrysler 
by  extending  his  contract 
through  2008.  Schrempp,  59, 
has  taken  his  lumps  from 
shareholders  dissatisfied 
A/ith  Daimler's  lagging  share 
price  and  eroding  market 
share,  but  the  board's  Feb.  18 
announcement  gives  him 
breathing  room.  He  gets  four 
more  years  to  reverse 
Chrysler's  steady  decline, 
overhaul  an  ailing  Mitsubishi 
Motors,  and  fix  nagging 
quality  problems  at 
Mercedes-Benz.  Although  the 
Daimler  board  didn't  make 
changes  in  the  corner  office, 
it  promoted  a  cadre  of 
younger  managers.  Among 
them  is  Wolfgang  Bernhard, 
43,  who  takes  over  as 
Mercedes  boss  on  May  1.  If 
Schrempp  can't  fix  the 
company,  potential 
successors  will  be  nipping  at 
his  heels. 

-Gail  Edmondson 


BIG  BEEF 
WITH  TYSON 

As  if  the  fallout  from  mad 
cow  disease  and  poultry  flu 
weren't  enough,  chicken  and 
beef  giant  Tyson  Foods  was  hit 
on  Feb.  17  with  a  federal  jury 
recommendation  that  it  pay 
$1.28  billion  in  damages  for 
illegally  depressing  cattle 
prices.  Independent  ranchers 
took  IBP,  now  part  of  Tyson, 
to  court  in  1996  under  a 
little-known  1921  antitrust 
law,  claiming  that  IBP's 
contracts  with  cattle 
feedyards  unfairly 
manipulated  prices.  Similar 
suits  are  pending  against 
other  meatpackers,  and  the 
case  is  being  closely  watched 
for  its  implications  in  other 
industries  where  giant  buyers 
wield  power  over  suppliers. 
Tyson  called  the  decision  a 
"temporary  legal  setback" 
and  is  asking  the  judge  to  set 
aside  the  verdict.  If  he  doesn't 
act,  Tyson  will  appeal.  The 
company  said  the  verdict 
would  not  affect  its  liquidity 
or  operations. 


MONEY  WHERE 
YOUR  MOUSE  IS 


Walt  Disney  and  Comcast  seem 
to  be  settling  in  for  a  long 
battle  following  Comcast's 
$54  billion  hostile  bid  for  the 
entertainment  giant  on  Feb. 
11.  Disney,  which  has  hired 
takeover  defense  lawyer 
Martin  Lipton,  rejected  the 
cable  company's  bid  as  too 


low  and  voiced  support  for 
the  company's  "business, 
financial,  and  creative 
direction"  under  CEO 
Michael  Eisner.  Comcast 
countered  that  its  bid,  valued 
at  $26.47,  "reflects  a  full  and 
generous  valuation  based 
upon  Disney's  prospects  and 
performance  over  a  long 
period  of  time."  Still,  it  is 
expected  to  launch  another 
bid  and  may  add  cash  to  its 
all-stock  offer.  Sources  say 
that  a  bid  could  come  close 
to  Disney's  Mar.  3  annual 
meeting. 


EL  PASO'S 
SLOW  LEAK 

Shareholders  got  a  shock  on 
Feb.  17  when  energy  outfit 
El  Paso  chopped  its  annual 
estimate  of  how  much 
natural  gas  it  could  profitably 
extract  from  the  ground, 
known  as  proven  reserves,  by 
41%.  The  news  sent  shares 
down  more  than  15%  the  next 
day.  El  Paso,  which  is  trying 
to  recover  from  failed 
attempts  at  energy  trading 
and  battles  with  regulators 
and  dissident  shareholders, 
has  sold  off  $2.9  billion  in 
assets  and  reorganized  in  an 
attempt  to  boost  its  core 
production  business.  But 
citing  concerns  about  future 
production  and  cash  flow, 
Standard  &  Poor's 
downgraded  El  Paso's  $24 
billion  in  long-term  debt  to 
B-  from  B,  and  Moody's 
Investor  Service  warned  it 
was  considering  taking 
similar  action. 


NO  RIGHT 
TO  PESTER 

The  do-not-call  registry  has 
been  wildly  popular,  with 
more  than  55  million 
households  signing  up.  Now 
it  has  passed  muster  at  the 
10th  Circuit  Court  of  Appeals, 
too.  On  Feb.  17,  a  three-judge 


panel  of  the  court  ruled  that 
the  list  did  not  violate 
telemarketers'  free-speech 
rights.  The  two  trade  groups 
that  brought  the  suit  are 
weighing  an  appeal  to  the  full 
10th  Circuit  Court. 
Meanwhile,  the  law  appears 
to  be  working:  In  a  Jan.  19-28 
Harris  Poll,  92%  of  adults 
who  signed  up  reported 
getting  fewer  calls. 


ETCETERA... 

» Intel's  Xeon  and  Pentium  4 
chips  will  soon  process  data 
at  a  64-bit  rate. 
»  Two  NYSE  firms  will  pay 
more  than  $50  million  each  to 
settie  trading  abuse  charges. 
»  Yahoo!  has  stopped  using 
Google's  Internet  search 
engine  technology. 


CLOSING  BELL 


Shares  of  memory- 
chip  designer 
Rambus  jumped 
36%,  to  $35.16,  on 
Feb.  18  after  an 
administrative  law 
judge  threw  out  a 
Federal  Trade 
Commission 
lawsuit  charging  the 
company  with 
duping  chipmakers 
into  using  its 
patented 
technology. 
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COMMENTARY 


BY  PETER  COY 


Let' s  Wage  War  on  Gas  Guzzlers 

If  national  security  is  the  goal,  higher  fuel-economy  standards  are  a  no-brainer 


DEAR  MR.  PRESIDENT, 
As  a  self-described  "war  pres- 
ident," you  have  made  national 
security  the  highest  priority  of 
your  Administration.  You  have 
launched  two  wars  to  overthrow  hostile 
foreign  powers.  Your  statements  about 
energy  reflect  that  war  footing.  Last  No- 
vember, in  urging  passage  of  a  major  en- 
ergy bill,  you  said:  "America  will  be  more 

prosperous  and  more  secure  when  we  are 
less  dependent  on  foreign  sources  of  energy." 

If  only  your  energy  strategy  were  as  force- 
ful as  your  military  one.  In  the  name  of  na- 
tional security,  Americans  have  sacrificed 
their  lives  in  Afghanistan  and  Iraq.  But  what 
sacrifices  are  you  asking  on  the  home  front? 
If  America  is  too  reliant  on  foreign  oil,  why 
not  ask  Americans  to  do  their  part  to  reduce 
that  reliance?  The  danger  of  dependence  on 
imported  oil  is  all  too  evident  today,  with 
OPEC  restricting  output  to  force  the  price  of 
crude  to  nearly  $36  a  barrel— approaching 
the  highest  prices  since  the  invasion  of  Iraq. 

Two-thirds  of  the  oil  in  the  U.S.  goes  for 
transportation  fuels,  mainly  gasoline.  In- 
escapably, then,  improving  the  mileage  of 
cars  and  light  trucks  must  be  part  of  the  so- 
lution. Yet  you  haven't  asked  Congress  for 
legislation  to  increase  standards  for  corpo- 
rate average  fuel  economy  (CAFE).  The  stan- 
dard for  cars  is  27.5  miles  per  gallon,  the 
same  as  in  1985.  The  standard  for  light 
trucks,  including  sport  utilities,  is  scheduled 
to  bump  up  to  22.2  mpg  by  2007  from  a  puny 
20.7  today.  Is  that  really  the  best  we  can  do? 

Your  Administration's  latest  action  on 
fuel  economy  has  the  potential  to  make  mat- 
ters even  worse.  The  National  Highway  Traffic  &  Safety  Ad- 
ministration is  proposing  to  change  the  rules  for  light  trucks 
and  SUVs  so  that  the  heaviest  ones  would  have  the  lowest 
mileage  requirements.  Environmentalists  worry  that  the 
rules,  if  written  the  way  Detroit  wants,  would  give  auto  makers 
an  incentive  to  shift  the  mix  of  vehicles  they  sell  toward  heav- 
ier gas  guzzlers. 
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A  straightforward  increase  in  fuel  economy  standards  ui 
der  the  existing  framework  is  a  better  choice.  Industry  leader 
of  course,  would  object.  General  Motors  Corp.  Vice-Chairma 
Robert  A  Lutz  has  joked  that  the  standards  are  like  fightir 
obesity  by  ordering  clothing  to  be  made  in  smaller  sizes.  Bi 
it  wouldn't  be  all  that  tough  to  make  vehicles  that  drink  le: 
gasoline  while  improving  safety.  Proven  innovations  incluc 
variable  valve  timing  (introduced  by  Honda  Motor  Co.  wi 
back  in  1989),  direct  fuel  injection,  and  "displacement  on  d 
mand,"  which  takes  some  of  a  car's  cylinders  offline  whe 
they  aren't  needed. 

A  law  that  raises  fuel-economy  standards  would  prod  au 
makers  to  put  such  well-established  technologies  into  more  v 

hides    while    boostir 
PUMPINGUP  their  incentive  to  deve 

Raising  federal         op  gasoline- electric  h 
fuel  taxes  and  brids  and  next-gener 

slapping  a  ^on  technologies,  sue 

guzzler  tax  on  big    ^  md  cells.  Fuel- ef 
SUVs  would  help       .     .     ,  -  ,        .•. 
^^^^^  r      cient  vehicles  might  cc 

more  than  guzzlers.  B 
that's  what  sacrifice  is  all  about.  Your  chief' 
val  for  the  Presidency,  Senator  John  Kerry,  i 
n't  worried  that  tougher  mileage  standarc 
will  alienate  the  public.  He's  campaigning 
raise  standards  to  36  mpg  by  2015. 

Don't  stop  there,  Mr.  President.  Peop 
buy  gas  guzzlers  because,  even  at  todaj 
prices,  gas  seems  pretty  cheap.  If  you  real 
want  to  demonstrate  leadership,  ask  Coi 
gress  to  raise  federal  fuel  taxes  by,  say,  50$ 
gallon.  Then  return  all  the  revenue  that 
raised  to  the  public  by  cutting  income  tax« 
and  giving  tax  credits  to  low-income  hous 
holds  that  don't  pay  income  taxes.  The  n 
tax  increase:  zero.  And  what  about  subjec 
ing  SUVs  and  pickups  to  the  guzzler  tax  c 
cars?  Or  ending  the  tax  break  of  up 
$100,000  for  small-business  owners  wt 
buy  those  hulking  Hummers,  Escalade 
and  Navigators? 

Your  energy  plan  does  have  some  got 
features.  They  include  tax  credits  for  the  purchase  of  hybrid  v 
hides,  funds  to  help  the  poor  weatherize  their  homes,  and  r 
search  on  cleaner  energy  sources.  But  on  the  critical  issue 
gas  guzzlers,  it  doesn't  go  nearly  far  enough.  Mr.  War  Pre: 
dent,  you  didn't  flinch  when  you  ordered  U.S.  troops  into  bs 
tie.  Now  show  us  the  same  decisiveness  on  one  of  the  most  ir 
portant  fronts  of  all— energy  security.  ■ 
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ONE TOUGH 
SECOND LAP 

DaimlerChrysler  CEO  Jurgen 
Schrempp  may  have  hit  some 
bumps  on  the  road  to 
building  a  global  carmaker, 
but  the  company's 
supervisory  board  hasn't  lost 
faith  in  him.  It  has  given 
Schrempp  more  time  to  make 
good  on  his  vision  for 
reinventing  DaimlerChrysler 
by  extending  his  contract 
through  2008.  Schrempp,  59, 
has  taken  his  lumps  from 
shareholders  dissatisfied 
with  Daimler's  lagging  share 
price  and  eroding  market 
share,  but  the  board's  Feb.  18 
announcement  gives  him 
breathing  room.  He  gets  four 
more  years  to  reverse 
Chrysler's  steady  decline, 
overhaul  an  ailing  Mitsubishi 
Motors,  and  fix  nagging 
quality  problems  at 
Mercedes-Benz.  Although  the 
Daimler  board  didn't  make 
changes  in  the  corner  office, 
it  promoted  a  cadre  of 
younger  managers.  Among 
them  is  Wolfgang  Bemhard, 
43,  who  takes  over  as 
Mercedes  boss  on  May  1.  If 
Schrempp  can't  fix  the 
company,  potential 
successors  will  be  nipping  at 
his  heels. 

-Gail  Edmondson 


BIG  BEEF 
WITH  TYSON 

As  if  the  fallout  from  mad 
cow  disease  and  poultry  flu 
weren't  enough,  chicken  and 
beef  giant  Tyson  Foods  was  hit 
on  Feb.  17  with  a  federal  jury 
recommendation  that  it  pay 
$1.28  billion  in  damages  for 
illegally  depressing  cattle 
prices.  Independent  ranchers 
took  IBP,  now  part  of  Tyson, 
to  court  in  1996  under  a 
little-known  1921  antitrust 
law,  claiming  that  iBP's 
contracts  with  cattle 
feedyards  unfairly 
manipulated  prices.  Similar 
suits  are  pending  against 
other  meatpackers,  and  the 
case  is  being  closely  watched 
for  its  implications  in  other 
industries  where  giant  buyers 
wield  power  over  suppliers. 
Tyson  called  the  decision  a 
"temporary  legal  setback" 
and  is  asking  the  judge  to  set 
aside  the  verdict.  If  he  doesn't 
act,  Tyson  will  appeal.  The 
company  said  the  verdict 
would  not  affect  its  liquidity 
or  operations. 


MONEY  WHERE 
YOUR  MOUSE  IS 


Walt  Disney  and  Comcast  seem 
to  be  settling  in  for  a  long 
battle  following  Comcast's 
$54  billion  hostile  bid  for  the 
entertainment  giant  on  Feb. 
11.  Disney,  which  has  hired 
takeover  defense  lawyer 
Martin  Lipton,  rejected  the 
cable  company's  bid  as  too 


low  and  voiced  support  for 
the  company's  "business, 
financial,  and  creative 
direction"  under  CEO 
Michael  Eisner.  Comcast 
countered  that  its  bid,  valued 
at  $26.47,  "reflects  a  full  and 
generous  valuation  based 
upon  Disney's  prospects  and 
performance  over  a  long 
period  of  time."  Still,  it  is 
expected  to  launch  another 
bid  and  may  add  cash  to  its 
all-stock  offer.  Sources  say 
that  a  bid  could  come  close 
to  Disney's  Mar.  3  annual 
meeting. 


EL  PASO'S 
SLOW  LEAK 

Shareholders  got  a  shock  on 
Feb.  17  when  energy  outfit 
El  Paso  chopped  its  annual 
estimate  of  how  much 
natural  gas  it  could  profitably 
extract  from  the  ground, 
known  as  proven  reserves,  by 
41%.  The  news  sent  shares 
down  more  than  15%  the  next 
day.  El  Paso,  which  is  trying 
to  recover  from  failed 
attempts  at  energy  trading 
and  battles  with  regulators 
and  dissident  shareholders, 
has  sold  off  $2.9  billion  in 
assets  and  reorganized  in  an 
attempt  to  boost  its  core 
production  business.  But 
citing  concerns  about  future 
production  and  cash  flow, 
Standard  &  Poor's 
downgraded  El  Paso's  $24 
billion  in  long-term  debt  to 
B-  from  B,  and  Moody's 
Investor  Service  warned  it 
was  considering  taking 
similar  action. 


NO  RIGHT 
TO  PESTER 

The  do-not-call  registry  has 
been  wildly  popular,  with 
more  than  55  million 
households  signing  up.  Now 
it  has  passed  muster  at  the 
10th  Circuit  Court  of  Appeals, 
too.  On  Feb.  17,  a  three-judge 


panel  of  the  court  ruled  that 
the  list  did  not  violate 
telemarketers'  free-speech 
rights.  The  two  trade  groups 
that  brought  the  suit  are 
weighing  an  appeal  to  the  full 
10th  Circuit  Court. 
Meanwhile,  the  law  appears 
to  be  working:  In  a  Jan.  19-28 
Harris  Poll,  92%  of  adults 
who  signed  up  reported 
getting  fewer  calls. 


ETCETERA... 

» Intel's  Xeon  and  Pentium  4 
chips  will  soon  process  data 
at  a  64-bit  rate. 
»Two  NYSE  firms  will  pay 
more  than  $50  million  each  to 
settle  trading  abuse  charges. 
»  Yahoo!  has  stopped  using 
Google's  Internet  search 
engine  technology. 


CLOSING  BELL 


Shares  of  memory- 
chip  designer 
Rambusjumped 
36%,  to  $35.16,  on 
Feb.  18  after  an 
administrative  law 
judge  threw  out  a 
Federal  Trade 
Commission 
lawsuit  charging  the 
company  with 
duping  chipmakers 
into  using  its 
patentee! 
technology. 


DOLLARS 


FEB.  11.  '04  FEB.  18 

Data:  Bloomoerg  Financial  Ma 
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DutsourceThis: 

Fhe  Dems  Smell  Blood 


.  GREGORY  MANKIW,  THE  BESIEGED  chairman  of  President  Bush's 
ouncil  of  Economic  Advisers,  has  learned  the  hard  way  that 
lere's  a  huge  difference  between  ivory  tower  discussions  at 
[arvard  and  political  combat  in  Washington.  After  setting  off 
firestorm  by  remarking  that  sending  America's  high-tech 

rvice  jobs  abroad  is  "probably  a  plus"  for     confidence  plunging  in  February,  Republi- 


e  U.S.  economy  long-term,  he  has  been 
Drking  on  his  mea  culpas.  On  Feb.  17, 
ankiw  said  his  analysis,  which  has  been 
dely  seen  as  economically  sound,  was 
ijudiciously  worded." 
But  Mankiw's  message  malfunction  was 
ore  than  impolitic.  It  added  fuel  to  the 
ry  debate  over  outsourcing,  put  the  Pres- 
nt  on  the  defensive  on  the  perilous  sub- 
?t  of  job  losses,  and  helped  boost  Demo- 
itic  Senator  John  Edwards  (N.C.)  to  a 
ong  second-place  finish  in  the  Wisconsin 
mocratic  Presidential  primary. 
For  Democratic  sharks,  there  is  blood  in 
e  water.  In  Mankiw's  gaffe,  they  see  an 
portunity  to  appeal  to  voters  beyond 
le-collar  manufacturing  workers  by  tap- 
ig  into  white-collar 
xiety  over  the  loss  of 
)s  to  high-skill,  low- 
ige  nations  like  India 

China.  And  they 
*y  have  an  opening:  A 
icember  Zogby  Poll 
ind  that  25%  of  Amer- 
ins  earning  at  least 
5,000  worry  about 
lk  slips— more  than 
y  other  income  group. 
Edwards  is  effectively 
jloiting   those   fears. 

tell  you  what 


11 


we 


EDWARDS  Job 

jitters  fueled 
his  surge  in 
Wisconsin 


ould  do,"  he  declared 
Appleton,  Wis.,  on  the  day  before  the 
x  17  primary.  "We  should  outsource  this 
ministration."  That's  just  what  Guy 
ekett,  a  factory  worker  in  Milwaukee, 
nts  to  hear.  "About  400  jobs  from  my 
npany  are  leaving  to  China,"  he  says. 
5s  my  No.  1  issue."  No  wonder  John  Ker- 
headed  to  Ohio  on  Feb.  18  to  talk  to 
irkers  whose  jobs  had  been  exported. 
With  an  estimated  300,000-500,000  jobs 
wing  offshore  each  year  and  consumer 


cans  are  nervous.  GOP  leaders,  including 
House  Speaker  J.  Dennis  Hasten  (R-Ill.), 
have  responded  by  hammering  Mankiw  and 
hiding  their  free-trade  cloaks  in  the  closet. 
"We  are  in  very  desperate  times,"  says 
House  Small  Business  Committee  Chair- 
man Donald  A.  Manzullo,  whose  hometown 
of  Rockford,  HI.,  is  suffering  from  11%  un- 
employment. Manzullo,  who  prides  himself 
on  his  pro-trade  votes,  now  wants  stronger 
"Buy  America"  rules  in  federal  contracts  as 
well  as  Mankiw's  dismissal. 

Legislative  Scramble 

IN  CASH-STRAPPED  state  capitals  once  ea- 
ger to  cut  costs  by  sending  work  overseas, 
the  number  of  bills  to  limit  the  outsourcing 
of  government  call  cen- 
ters and  information  pro- 
cessing has  doubled,  to 
20,  since  January.  In  Indi- 
ana, where  Democratic 
Governor  Joseph  E.  Ker- 
nan  recently  rescinded  an 
India-based  company's 
$8  million  welfare-service 
contract,  the  GOP  legisla- 
ture is  mulling  a  bill  to 
ban  non-U.S.  citizens  from  state  contracts. 
In  Congress,  the  first  effect  of  the  grow- 
ing controversy  over  outsourcing  could  be 
the  death  of  a  House  GOP  effort  to  cut  up  to 
$60  billion  from  the  taxes  of  U.S.  multina- 
tionals, many  of  whom  have  moved  opera- 
tions offshore.  The  Senate  prefers  tax  relief 
for  manufacturers  who  keep  jobs  at  home. 
The  furor  seems  to  favor  the  Democrats. 
But  Kerry  and  Edwards  could  overplay 
their  hand  and  come  across  as  economic 
isolationists,  in  the  words  of  Mankiw.  Still, 
with  white-collar  votes  on  the  line,  it's  a 
gamble  Dems  are  ready  to  take.  ■ 

-By  Paul  Magnusson,  with  Alexandra 
Starr  in  Appleton,  Wis. 


CAPITAL 
WRAPUP 

A  NEW  VIETNAM 
ISSUE  IN  IRAQ 

IT  HAS  BEEN  nearly  three 
decades  since  the  end  of  the 
Vietnam  War,  but  the  fallout 
continues.  And  it's  not  just  the 
ongoing  debate  over  President 
Bush's  National  Guard  duty  and 
Democratic  front-runner  John 
Kerry's  activism  in  Vietnam 
Veterans  Against  the  War  after 
his  decorated  Navy  service.  Now 
a  controversy  has  erupted  over 
the  U.S.-led  Coalition 
Provisional  Authority's  decision 
to  allow  Vietnam  to  sell  rice  to 
Iraq.  American  rice  growers, 
eager  to  recoup  a  lucrative  lost 
market— which  peaked  at 
500,000  metric  tons  annually 
before  the  first  Gulf  war— have 
asked  President  Bush  to  limit 
rice  contracts  to  nations  that  are 
American  coalition  partners. 
That  would  exclude  the 
Vietnamese.  Seven  rice-state 
senators  and  13  House 
members  have  joined  the  USA 
Rice  Federation  in  lobbying  the 
White  House.  Since  allies  such 
as  Britain  and  Poland  are  not 
known  as  rice  producers,  that 
would  leave  the  market  almost 
exclusively  to  Americans. 

HAPPY  DAY  FOR 
KENTUCKY  DEMS 

Kentucky's  6th  Congressional 
District  has  long  been 
considered  a  swing  seat.  So 
Democrats  have  good  reason  to 
cheer  the  Feb.  17  victory  of 
former  state  Attorney  General 
A.B.  "Ben"  Chandler  III  in  a 
special  election  to  replace 
Republican  Ernie  Fletcher,  who 
resigned  to  become  governor. 
Democrats  are  hoping  that  the 
triumph  of  Chandler,  grandson 
of  legendary  baseball 
Commissioner  A.B.  "Happy" 
Chandler,  is  as  much  a 
bellwether  as  Fletcher's  first  win 
in  '98.  That  hotly  contested  race 
heralded  a  narrow  national 
Republican  victory. 
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Confessions  of  the  World's  Most  Demanding  ClOs. 


Take  us  where  we've 
never  traveled  before" 

"JR  East"  trains  carry  16  million  passengers  a  day,  and  we  used  to  feel  like 
all  16  million  were  standing  in  ticket  lines  at  once.  Clearly,  our  customers 
deserved  better.  We  needed  an  online  travel  agency  where  people  could  book 
their  own  tickets  for  our  trains.  But  the  traditional  IT  solutions  cost  a  fortune 
and  seemed  way  too  rigid. 

"Thanks  to  HP,  we  left  tradition  at  the  station.  HP  listened  to  our  plight.  They 
didn't  press  an  agenda.  They  brought  vast  global  experience  in  networking, 
and  new  thinking  for  industry  standard  systems.  When  we  asked  to  be  online 
in  three  months,  they  didn't  choke. 

"As  true  partners,  we  developed  Eki-Net  Travel,  a  sleek  virtual  ticketing  system. 
It's  highly  adaptive,  as  fast  as  one  of  our  bullet  trains,  and  saves  us  millions  in 
annual  operating  costs.  Since  its  launch,  Eki-Net  has  grown  to  700,000  users, 
and  we  expect  to  reach  a  million  by  next  March. 

"All  in  all,  a  very  pleasant  journey." 

Make  change  work  for  you.  Visit  www.hp.com/adapt 


Solutions  for  the  adaptive  enterprise. 
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JAPAN 


RIDING  CHINA'S 
COATTAILS 

An  export-hungry  mainland  is  the 
force  Behind  Japan's  recovery 


NOT  LONG  AGO,  JAPAN 
Inc.  was  deeply  trou- 
bled by  the  prospect  of 
China's  ascendance. 
Pundits  argued  that 
high-wage  Japanese 
workers  didn't  stand  a 
chance  against  their  Chinese  counter- 
parts. Mainland  upstarts  such  as  TCL 
Communications  Equipment  and  Haier 
Group  were  splashed  across  magazine 
covers  as  rivals  to  the  likes  of  Sony,  Pana- 
sonic, and  NEC.  Politicians  wrung  their 
hands  over  kudoka— the  hollowing  out  of 
Japan's  vaunted  manufacturing  sector.  It 
all  added  up  to  one  seemingly  inevitable 
conclusion:  Japan's  days  as  Asia's  eco- 
nomic kingpin  were  numbered. 

Today,  Japan's  corporate  and  political 
elite  is  singing  a  different  song.  Instead  of 
a  nemesis,  China  is  looking  more  and 
more  like  a  savior,  fueling  Japan's  first 
sustained  economic  recovery  in  a  decade. 
On  Feb.  18,  Japan  reported  that  its  econo- 
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my  clocked  7%  annualized  growth  in  the 
October-December  quarter,  the  fourth 
consecutive  quarter  of  expansion  and  the 
biggest  jump  since  1990.  A  rebound  in 
corporate  earnings  and  a  recovery  in  cap- 
ital spending  and  exports  owe  much  to 
the  powerful  growth  wave  in  China.  In 
2003,  exports  to  the  mainland— including 
everything  from  steel  to  mobile  phones— 


TOKYO  DOCKS: 

China  is  gobbling 
up  plasma  displays 
and  DVD  recorders 


shot  up  a  rec 
44%,  to  $60 
lion.  "The  pani 
rhetoric  about 
na    you    used 
hear  has  gone  off  the  radar  screen," 
vels  Paul  Sheard,  a  Tokyo-based  eco 
mist  for  Lehman  Brothers  Inc. 

Sure,  the  U.S.  still  matters,  and  so  d 
consumer  spending  inside  Japan. 
Japanese  exports  to  the  U.S.  slid  10% 
year,  and  domestic  consumption  is 
just  recovering.  So  going  forward,  Ch| 
will  probably  be  the  key  driver  of  J; 
nese  expansion.  China  accounted 
more  than  a  third  of  the  2.7%  advanc 
Japan's  real  gross  domestic  produ 
2003,  figures  Mamoru  Yamazaki,  c 
economist  at  Barclays  Capital  in  Tol    i\l 
"The  Chinese  economy  is  making  a 
ger  contribution  to  Japan  than  the  1 
right  now,"  he  says. 

Make  no  mistake:  Longer-term,  Ja 
has  good  reason  for  concern.  China  i 
tainly  seems  destined  to  overtake  JapaAo! 
economic  output  sometime  in  the  nex 
years,  and  many  of  its  companies 
well  knock  their  Japanese  competi^G 
from  their  thrones.  And  Japan's  recov 
is  far  from  assured:  It's  still  the  lane  rf,- 
sick  banks,  lousy  productivity,  and  gi  rr 
government  debt.  Furthermore,  the  n 
found  reliance  on  China  means  the  pj 
would  end  quickly  if  an  overheated  (  u; 
nese  economy  stumbled,  as  some  feai 


BEATING  DEFLATION 
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FOR  NOW,  THOUGH,  China  smells  m    „j 
like  an  opportunity  than  a  threat.  For 
stance,  construction-equipment  ma 
Komatsu  Ltd.  says  its  operating  pj  E 
soared  89%,  to  $396  million,  for  the  r 
months  ended  in  December,  thanks 
doubling  in  sales  to  China.  Numbers 
that  helped  push  up  Japan's  industA^ 
production  index  by  3.6%  for  the  la.    -c 
quarter,  the  best  showing  in  16  years 
China  is  even  helping  to  defeat  Jap 
long-term  bogeyman:  deflation.  As  Cr 
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Neighborly  Boost 


How  China's 
strong  growth  is 
helping  to  power 
Japan's 
turnaround 

Data:  Government 
of  Japan 


TRADE  Exports  to  China 
helped  boost  Japan's  current 
account  surplus  by  11%  in 
2003,  to  $150  billion 


DEFLATION  Chinese  demand 
for  steel  and  raw  materials 
has  pushed  up  producer 
prices  for  the  first  time 
since  2000 


INDUSTRIAL  PRODUCTION 

It  grew  by  3.6%  last  quarter 
due  in  part  to  China-bound 
exports  of  machinery 


INVESTMENT  Thanks  to 
China-fueled  growth, 
foreigners  last  year  poured  $ 
billion  into  Japanese  stocks, 
the  highest  level  since  1981 
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lilds  ever  more  skyscrapers,  railroads, 
d  highways,  demand  for  steel  and  raw 
aterials  has  soared.  The  price  of  hot- 
Ued  steel  coils,  for  example,  jumped  by 
%  last  year,  largely  thanks  to  China's 
nstruction  boom.  That  helped  push  up 
Dan's  corporate-goods  price  index  by 
[%  in  January,  its  first  rise  in  more  than 
o  years.  And  it's  translating  into  profits 
•  the  likes  of  JFE  Holdings  Inc.,  a  joint 
nture  formed  last  year  between  top 
•el  producers  Kawasaki  Steel  and  NKK. 
£,  which  sold  20%  of  its  production  in 
lina  last  year,  expects  its  earnings  will 
np  by  30%,  to  $2  billion,  in  the  fiscal 
ir  ending  in  March. 

GH-END  ELECTRONICS 

ION,  MANY  OF  JFE's  Chinese  customers 
old  look  a  lot  like  its  buyers  at  home.  Al- 
)ugh  they  were  late  to  the  game,  Japa- 
se  auto  makers  in  2003  saw  their  ex- 
its to  China  grow  by  30%,  and  now 
ty^e  rushing  to  manufacture  there.  Toy- 
it  Motor  Corp.  last  April  concluded  a  deal 
kh  China  FAW  Group  Corp.  to  joindy 
•xiuce  four  models  in  China.  And  Nissan 
)tor  Co.  in  2002  agreed  to  pour  $1  bil- 
n  into  a  joint  venture  with  Dongfeng 
rtor  Corp.  The  company  aims  to  have  six 
ally  produced  Nissan  models  in  show- 
>ms  by  2006  and  hopes  to  double  unit 
es  of  both  brands  in  China,  to  620,000 
ucles,  by  2007  "China  will  be  the  main 
nne  of  growth  for  Nissan  globally,"  pre- 
ts  Katsumi  Nakamura,  a  former  Nissan 
c  dispatched  to  run  the  venture, 
iven  Japan's  electronics  manufactur- 

are  making  the  best  of  the  challenge 

m  low-cost  Chinese  producers.  Mat- 

hita  Electric  Industrial  Co.  can't  com- 

e  with  low-cost  Chinese  companies 

t  churn  out  relatively  simple  white 

"wis  such  as  microwaves  and  refrigera- 

i  |s  at  unbeatable  prices.  So  Matsushita  is 

iffead   concentrating   on    higher- end 

wucts  such  as  DVD  recorders,  plasma 

telays,  and  mobile  phones.  The  strategy 

laying  off:  Matsushita  last  year  saw  its 

.  3s  in  China  grow  by  30%,  to  $5.7  bil- 

l,  as  Chinese  consumers  snapped  up 

camera  phones  and  corporate  cus- 
.  lers  bought  its  components  for  hand- 
3  and  cellular  base  stations. 
Df  course,  the  day  some  Chinese  rival 
isesses  the  smarts  to  turn  out  that  sort 
;ear  will  be  a  cruel  one  for  Japan.  But 

now,  China's  appetite  for  Japan's 
ducts  is  nowhere  near  satisfied— and 
il  it  is,  China  and  Japan  have  the  mak- 
jjsofa  beautiful  friendship.  ■ 

-By  Brian  Bremner  and 

Hiroko  Tashiro  in  Tokyo,  with  Dexter 

Roberts  in  Shiyan,  China 


COMMENTARY 


BY  BRIAN  BREMNER 


The  Gaijin  Aren't 
At  Fault  on  This  Deal 

Ripplewood  is  making  a  bundle,  and  why  not? 


THE  $2.1  BILLION  initial 
public  offering  of  a 
once-zombie  bank 
should  be  a  moment  of 
triumph  for  Japan.  It 
marks  the  close  of  one  of  the  dark- 
est chapters  in  the  country's 
economic  history:  The  1998  col- 
lapse and  nationalization  of  fabled 

industrial  lender  Long- 
Term  Credit  Bank  of 
Japan.  Now  renamed 
Shinsei  Bank  and  sold  by 
the  government  to  foreign 
investors,  it's  expected  to 
earn  $600  million  this 
year.  And  the  Feb.  19  sale 
of  35%  of  its  shares  is 
Tokyo's  biggest  IPO  in  four 
years— clear  proof  that 
Japan's  banks  can  be 
saved,  and  by  extension 
that  Japan  can  change— with  help  from 
its  Western  friends. 

Well,  maybe.  The  deal  also  reveals 
just  how  far  Japan  has  to  go  in  its  whole 
attitude  toward  free  markets.  Shinsei 
has  reignited  the  debate  about  how  to 
deal  with  outsiders,  especially  those 
who— like  the  bank's  gaijin  saviors,  U.S. 
workout  group  Ripplewood  Hold- 
ings—are intent  on  changing  the  sys- 
tem and  making  gobs  of 
money  while  they  do  it. 
Pundits  say  the  country 
got  a  raw  deal  in  the  Shin- 
sei cleanup,  and  none  oth- 
er than  Hiroshi  Okuda, 
Japan  Business  Federation 
chief  and  chairman  of 
Toyota  Motor  Corp.,  won- 
dered aloud  on  Feb.  9  if  it 
might  have  been  better 
had  LTCB  never  been  sold. 

Ripplewood  is  certainly 


CLEVER 

Collins 


Japanese  are 
angry  that 
Tokyo  spent 
$76  billion 
to  bail  out 
Shinsei 


cleaning  up.  The  IPO  values  the  bank  at 
more  than  $6  billion— a  huge  gain  on  the 
$1.15  billion  Ripplewood  and  its  backers 
put  in.  But  what  especially  galls  many 
Japanese  is  that  $76  billion  in  taxpayer 
money  went  to  bail  out  the  bank  both  be- 
fore and  after  the  sale.  After?  It  turns  out 
that  Timothy  C.  Collins,  Ripplewood's 
boss,  extracted  a  put  option  that  let  Shin- 
sei hand  over  to  the  government  any 
problem  loans  lurking  on  the  books. 
Now  many  are  grousing 
that  the  gaijin  played  the 
government  for  suckers. 

Japan  should  consider 
its  own  missteps,  though. 
The  real  bad  actors  in  this 
drama  are  the  bank  regula- 
tors who  for  years  failed  to 
detect  book-doctoring  at 
LTCB.  Had  they  done  their 
jobs  in,  say,  1993,  the  bank 
could  have  been  saved  or 
sold  without  costing  tax- 
payers anywhere  near  as  much.  The 
Japanese  should  also  come  clean  about 
wnafs  really  bothering  them:  that  the 
gaijin  exposed  Japan  Inc.'s  propensity  for 
hiding  unpleasant  truths.  By  uncovering 
more  bad  loans  hidden  in  Shinsei,  the 
bank's  foreign  owners  showed  how  rot- 
ten Japan's  financial  edifice  really  was. 
The  gaijin  not  only  outwitted  the  Japa- 
nese; they  humiliated  them. 

Japan  should  focus  on 
the  real  payoff.  The  work- 
out inspired  other  foreign- 
ers to  invest  in  banks,  pres- 
suring the  sector  to 
restructure.  Sure,  it's  not 
fun  to  see  an  outsider  walk 
away  with  a  pile  of  your 
cash.  But  if  insiders  won't 
take  the  risk,  then  the  re- 
wards should  go  to  those 
who  will.  If  they  succeed, 
Japan  will  be  the  winner.  ■ 
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GERMANY 


ALL  EYES  ON  THE 
CORNER  OFFICE 

The  race  to  succeed  Siemens5  longtime 
chieftain  has  begun  in  earnest 


AFTER  MORE  THAN  A 
decade  at  the  head  of 
Siemens,  the  icon  of 
German  industry,  Chief 
Executive  Heinrich  von 
Pierer  is  something  of 
an  icon  himself.  In 
2003,  his  name  was  floated  briefly  as  a 
candidate  for  the  German  presidency.  Af- 
ter years  of  investor  criticism  that  he 
moved  too  slowly  to  transform  the 
$93  billion  electronics  conglomerate  into 
a  global  competitor,  von  Pierer  is  getting 
the  last  laugh.  While  competitors  such  as 
Netherlands-based  Philips  Group  suf- 
fered losses  during  the  recent  economic 
downturn,  Siemens  remained  profitable. 


The  stock  has  doubled  over  the  past  year, 
to  almost  $87  on  the  New  York  Stock  Ex- 
change. "He  has  done  good  work,"  allows 
shareholder  advocate  Daniela  Bergdolt,  a 
Munich  lawyer  who  once  told  von  Pierer 
at  a  stockholders'  meeting  that  he  should 
leave  the  company. 

Now  Bergdolt  is  worried  about  what 
will  happen  when  von  Pierer  does  just 
that.  The  63-year-old  executive  is  expect- 
ed to  accept  a  two-year  extension  when 
his  contract  expires  in  September,  but 
who  will  succeed  him  is  fast  becoming  a 
hot  topic  in  Germany— and  elsewhere  in 
Europe,  where  a  new  generation  of  CEOs 
is  quickly  taking  over.  Front-runners  at 
Siemens  include  former  U.S.  division 


chief  Klaus  Kleinfeld  and  Thomas  (it- 
swindt,  who  runs  the  fixed-line  telefc 
equipment  business.  The  oddsmafc 
currently  favor  46-year-old  Klein|ri 
who  joined  the  seven-member  ce 
committee  of  the  management  board 
November.  Other  credible  candidate 
elude  47-year-old  Johannes  Feldnd 
another  central  committee  member.  I 

Whoever  prevails,  a  new  generate  li 
already  moving  into  Siemens'  top  em 
Ions.  In  just  a  year,  the  average  age  op 
management  has  fallen  from  58  to  5311 
Morgan  Chase  &  Co.  calculates.  Rihi 
fortysomethings  are  likely  to  speedB 
company's  shift  away  from  its  consep 
the  German  roots.  The  new  manap 
will  focus  more  intensely  on  profit,  ri? 
faster  to  unload  underperforming  u  t 
and  shift  more  production  abroad.  "C» 
ously,  von  Pierer  will  be  a  tough  act  ten 
low,"  says  Henning  Gebhardt,  heali 
German  equities  at  DWS,  the  fund  rk 
agement  arm  of  Deutsche  Bank. 

Von  Pierer  wrought  mighty  chai  e 
Net  return  on  sales  has  risen  from  :\*. 
in  1993,  the  year  after  von  Pierer  p 
charge,  to  4%  in  the  latest  quarteJ 
sponding  to  criticism  that  Sierra 
which  makes  everything  from  Iocck 
tives  to  X-ray  machines,  had  too  rrk 
moving  parts,  von  Pierer  spun  off  do  ■ 
of  units.  The  new  generation  of  man?* 
is  likely  to  go  further.  Siemens  still  fe 
heat  for  mediocre  margins,  and  yc  I 
managers  are  sensitive  to  the  critic'  I 
"You  can't  innovate  if  you  don't  \  I 
money  to  invest,"  Ganswindt  says.  R;  i 
managers  will  continue  pushing  the  j 
gineer-dominated  company  to  f  I 
more  on  customers'  needs.  And  they  i 
maintain  Siemens'  steady  drive  to  git  i 
ize— not  only  by  investing  in  Asia  an<  I 
Americas  but  also  by  importing  non-<  I 
man  practices  back  to  Munich. 

As  the  succession  nears,  the  fear  isl 
some  directors  will  try  to  keep  thingil 
German  and  name  a  middle-of-the-B 
candidate.  "It  could  be  someone  will 
not  the  strongest  but  has  the  strorp 
consensus  among  the  gray  heads,"  s  p 
source  who  works  closely  with  Sienn 
Still,  it's  clear  that  at  Siemens,  gray  hpd 
are  becoming  ever  more  scarce.  I 
-By  Jack  Ewing  in  Fran 


Who  Will 
Win? 

Top  candidates  to  replace 
Heinrich  von  Pierer 


KLAUS 
KLEINFELD,  46 

Member  of  executive  committee 

Current  favorite  after  turning 
around  U.S.  business  but  must 
prove  himself  in  Munich 


JOHANNES 

THOMAS 

FELDMAYER.47 

GANSWINDT,  43 

Member  of  executive  committee 

Chief  of  telecom-equipment  i 

Career  in  finance  and  accounting 

Gets  credit  for  pulling  off  toug: 

hurts  him  in  company 

restructuring  but  has  made 

traditionally  run  by  engineers 

internal  enemies 

52  !  BusinessWeek  I  March  1.  2004 


BK 


UMn 


We 

want 

you  to 

know 


The  Aetna  Difference 


Starting  today, 
information  reaches 
its  full  potential. 

How  can  a  benefits  company  add  value 
to  your  business?  By  putting  information 
to  work  for  you.  With  millions  of 
members  and  hundreds  of  thousands  of 
participating  doctors  and  hospitals,  Aetna 
has  a  unique  capability  to  gather 
aggregated  data  and  integrate  it  across 
our  areas  of  service.  We  then  analyze  it  to 
spot  trends,  best  practices,  and  offer 
better,  more  relevant  programs  for  your 
company.  We'll  also  share  our  knowledge 
so  you  can  make  the  right  decisions  to 
keep  your  costs  down,  while  keeping 
your  employees  and  your  business  healthy 
and  productive.  Want  more  information 
about  the  power  of  our  information? 
Call  your  broker,  Aetna  representative,  or 
visit  us  today  at  aetna.com. 


-200401  ©  2004  Aetna  Inc.  Plans  are  ottered  by  Aetna  Life  Insurance  Company   Plans  contain 
exclusions  and  limitations. 


We  want  you  to  know1' 


>■ 


KAetna 


Health 

Dental 

Pharmacy 

Disability 

Long-Term  Care 

Life 


News  International  Business 


ACCOUNTING 


WHEN  BANKERS 
KEEP  SAYING  NON 

The  French  are  thwarting  the  adoption 
of  global  accounting  standards 


s 
1 


UT  FOR  SOME  DISAGREE- 
able  French  bankers, 
Scottish  accountant  Sir 
David  Tweedie  would  be 
on  the  verge  of  fulfilling  a 
decades-old  dream  of  in- 
vestors and  regulators: 
establishing  a  set  of  credible  corporate 
accounting  standards  accepted  around 
the  world.  Tweedie,  59,  is  the  first  chair- 
man of  the  London-based  International 
Accounting  Standards  Board  (IASB),  an 
elite  panel  of  14  professionals  with  deep 
knowledge  of  accounting  methods  used 
in  the  most  vibrant  capital  markets. 

The  move  toward  consistent  ac- 
counting standards  is  potentially  a  huge 
development.  With  91  countries  lined  up 
to  use  standards  sanctioned  by  the  IASB, 
investors  worldwide  would  finally  be 
able  to  compare— and  trade— thousands 
more  companies,  be  they  brewers  in 
Mannheim,  Melbourne,  or  Milwaukee. 
That  would  lower  the  cost  of  capital  for 
issuers  and  stimulate  investment. 
Companies  using  IASB  standards  could 
even  list  their  shares  in  the  U.S. 
without  having  to  switch  their  books  to 
U.S.  standards. 

"FALSE  VOLATILITY" 

THE  EUROPEAN  Commission  has  called 
for  the  7,000  listed  companies  in  its  15 
member  states  to  follow  IASB  standards 
by  2005.  The  U.S.  Congress, 
appalled  by  Enron  and  other 
.  scandals,  has  directed  U.S. 
regulators  to  work  with  the 
IASB  tQ  improve  U.S.  general- 
ly accepted  accounting  princi- 
ples (GAAP).  Tweedie's  mis- 
sion is  further  backed  by  an 
influential  board  of  trustees 
led  by  Paul  Volcker,  ex-chair- 
man of  the  Federal  Reserve. 
Now  this  holy  grail  of  ac- 


/ 

Why  the  New 
Rules  Matter 

Widespread  adoption  of 
international  accounting 
standards  could: 

EASE  access  to  U.S.  stock 
markets  for  foreign  companies 
once  the  SEC  accepts  the  rules  as 
an  alternative  to  GAAP 

SIMPLIFY  accounting  for 
multinational  companies  that  now 
must  follow  different  rules  in 
different  countries 

ENABLE  investors  and  others  to 
compare  the  financial 
performance  of  companies  from 
91  nations  on  the  same  basis 

WORRIED 

Sir  David  Tweedie 

The 

standoff 
has  set 
offalarm 
bells  in 
the  U.S. 


countancy  is  in  jeopardy.  An  all-out  war 
has  erupted  over  IASB  rules  requiring 
companies  to  record  the  gains  and  losses 
of  various  derivatives  at  fair  market  val- 
ue. Derivatives  are  complex  contracts 
whose  value  is  based  on  something 
else— for  example,  on  changes  in  interest 
rates.  European  banks  and  insurers, 
which  use  derivatives  mainly  to  hedge 
interest  rate  fluctuations,  fear  the  rule 
will  unnecessarily  make  them  report 
huge  swings  in  earnings. 
"This  would  create  a  false 
volatility,"  says  Sylvie  Grillet- 
Brossier  of  the  French  Bank- 
ing Federation. 

No  one  is  protesting  more 
than  the  French  banks,  which 
have  enlisted  President 
Jacques  Chirac  and  European 
Central  Bank  chief  Jean- 
Claude  Trichet  to  their  cause. 
The    European    Commission 


has  said  that  unless  the  IASB  gives 
will    exclude    derivatives    accoun  : 
when  it  requires  local  companies  to 
low  the  new  standards.  The  IASB 
settle  on  rules  in  March  to  give  E 
pean  companies  time  to  adopt  t 
come  January.  "It  is  an  important  j 
ture,"  says  Volcker. 

Alarm  bells  are  jangling  in  the 
Officials  at  the  Securities  &  Exch; 
Commission  had  hoped  to  accept 
IASB  standards  as  comparable  to 
GAAP  as  early  as  2007.  Now,  warns 
chief  accountant  Donald  T  Nicolaiser 
Europe  doesn't  include  these  [dei  a 
tives]  standards,  that  is  a  roadblc  d 
Tweedie  says  the  IASB  is  open  to  sug  a 
tions.  But  crafting  a 
that  satisfies  everv 
could  take  years. 
Besides,  the  g] 
switch  to  the 
derivatives  accoht 
ing  is  already  wel  d 
der  way.  For  yeai  a 
U.S.-listed  compa  e 
and  many  Euroj  a. 
multinationals- 
eluding  Nokia,  Ne  If 
and  Deutsche  Ba 
have  followed  sirta 
rules.  U.S.  b 
griped  in  the 
when  regula 
forced  them  to 
the  volatility  of 
derivatives.  They 
since  learned  to 
with  the  standi 
"It's  surprising 
those  complainim  3 
ones  who've  ye 
Francois  Masqu 
Euro-Associatioi 
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loudest   are 
try  them,"   says 
chairman   of  the 
Corporate  Treasurers. 

Some  observers  believe  the  Fn  t 
fear  that  the  IASB  is  imposing  Ar 
Saxon  views  of  accounting  on  the  w 
Others  suspect  the  motive  might  l  t 
hide  losses.  "It's  not  that  people  ■  i 
calculate  the  numbers,"  says  R 
Adams,  executive  director  of  the 
don-based  Association  of  Chartered  a 
tified  Accountants.  "It's  more  likely  i< 
won't  like  what  they  reveal."  The  b  ill 
and  the  credit  analysts  who  track  t  si 
adamantly  deny  this.  Whatever  the  id 
tives,  Tweedie  is  right  to  worry.  "I  fe 
lose  this  opportunity,  it  might  r« 
come  back,"  he  says.  That  would  p 
loss  to  investors  worldwide.  ■ 

— By  Kerry  Capell  in  Londor.p 
David  Henry  in  New 
with  bureau  re 
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Aetna's  Range  of  Businesses 


Think  we  play 
only  one  note? 

Get  ready  for  a 
whole  symphony. 

You  know  Aetna  as  a  leader  in  health 
insurance.  But  Aetna  also  offers  a  full 
range  of  other  products  including 
Dental,  Pharmacy,  Disability,  Long-Term 
Care,  and  Group  Life,  each  of  which 
provides  the  high  level  of  quality  and 
service  you  demand.  And  whether 
taken  individually  or  as  a  complete 
package,  they  allow  us  to  enhance  your 
coverage.  Aetna  harnesses  the  power 
of  information  to  help  you  and  your 
employees  make  better,  more  informed 
decisions.  That  helps  you  control  costs, 
and  keep  your  employees  healthy  and 
productive.  If  this  strikes  a  chord  with 
you,  it's  easy  to  find  out  more.  Call  your 
broker,  Aetna  representative,  or  visit  us 
today  at  aetna.com. 
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Mews  International  Outlook 


EDITED  BY  ROSE  BRADY 


Pyongyang:  Will  Its 
Recovery  Speed  a  Deal? 


THE  BUSTLING,  500-STALL  private  market  on  Pyongyang's  Tong  II 
Street  seems  a  world  away  from  the  talks  in  Beijing  starting  Feb. 
25  over  the  fate  of  North  Korea's  nuclear  weapons.  But  such  pri- 
vate markets,  where  North  Koreans  can  now  buy  everything 
from  food  to  pirated  videocassettes  of  South  Korean  soap  operas, 

represent  a  stark  economic  change— one      crease  the  chances  for  a  breakthrough.  For 


that  could  alter  how  Washington  and  Py- 
ongyang play  their  diplomatic  cards. 

Energized  Economy 

INDEED,  IT  CAUSED  a  stir  in  Washington 
when  several  American  experts  on  Asia  re- 
turned from  a  visit  to  the  North  in  January 
and  reported  that  a  surprisingly  vibrant 
small-business  sector  was  helping  to  ener- 
gize the  long-battered  economy.  Contrary 
to  many  experts'  opinions,  economic  re- 
forms seem  to  be  having  an  effect.  To  pro- 
vide an  incentive  for  higher  production,  the 
government  hiked  official  prices  for  food 
and  basic  necessities  by  up  to  55-fold  and 
wages  by  an  average  18 
times  in  July  2002.  Since 
then,  prices  in  private  mar- 
kets have  more  than  tripled, 
while  the  supply  of  goods 
has  improved.  Aided  by 
good  weather  and  legal 
changes  that  permit  larger 
private  farm  plots,  grain 
production  is  up  by  7.6% 
since  2001— though  still  a 
million  tons  short  of  Py- 
ongyang's needs.  Private 
restaurants  and  bakeries  are 
popping  up.  "We  saw  a  mar- 
ket economy  beginning  to 
emerge.  This  is  not  a  regime 
that's  going  to  implode,"  ^^^~ 
says  John  W.  Lewis,  a  Stanford  University 
Asia  expert  who  led  the  U.S.  delegation. 

Analysts  now  think  the  North's  tentative 
rebound  could  prove  a  major  factor  in 
shaping  the  nuclear  talks.  Some  believe  Py- 
ongyang will  refuse  to  bow  to  U.S.  de- 
mands to  dismantle  its  nuclear  program 
because  the  country  isn't  as  economically 
desperate  as  it  was  a  few  years  ago.  But 
many  other  North  Korea  watchers  argue 
that  the  changing  economic  dynamics  in- 
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KIM  JONG  IL  His 

reforms  could 
stall  without 
outside  funding 


starters,  an  improving  North  Korean  econ- 
omy undermines  the  position  of  Bush  Ad- 
ministration hard-liners,  who  were  con- 
vinced the  North  would  collapse  if  the  U.S. 
stonewalled  long  enough. 

Just  as  important,  experts  believe  that  of- 
ficials in  Pyongyang— perhaps  including 
strongman  Kim  Jong  D— are  more  interested 
than  ever  in  improving  the  economy  by 
reaching  out.  The  government  wants  to  es- 
tablish four  economic  zones  and  a  legal 
framework  to  protect  foreign  investors  in  in- 
dustries such  as  mining.  Pyongyang  seems 
to  recognize  that  its  reform  drive  will  stall 
without  outside  investment  and  that  nukes 
are  an  obstacle.  Kim  also  has 
political  reasons  for  defusing 
the  crisis— as  long  as  he  gets 
something  in  return.  This 
year  marks  his  40th  year  as  a 
Workers'  Party  member  and 
his  10th  anniversary  as 
leader.  "This  is  a  year  when 
North  Korea  needs  a  break- 
through for  the  economy  and 
security,"  says  Paik  Hak 
Soon,  a  North  Korea  expert  at 
Sejong  Institute,  a  think  tank 
near  Seoul.  "The  key  is  resolution  to 
the  nuclear  problem." 

If  there  is  a  breakthrough,  what 
form  might  it  lake?  Should  North  Ko- 
rea follow  Libya's  example  and  pledge 
to  dismande  its  nuclear  program  and  allow 
inspections,  Washington— together  with 
South  Korea,  Japan,  and  China— could  take 
serious  steps  to  help  solve  the  North's  energy 
problems.  One  idea:  financing  a  pipeline  to 
bring  in  Russian  natural  gas.  With  luck,  the 
hope  of  prosperity  may  prove  more  effective 
than  threats  in  ending  this  crisis.  ■ 

-By  Stan  Crock  in  Washington 

and  Moon  Ihhvan  in  Seoul, 

with  Dexter  Roberts  in  Beijing 


nil 


GLOBAL 
WRAPUP 

HEADING  OFF  MORE 
VIOLENCE  IN  HAITI 

WITH  HAITI  on  the  brink  of 
civil  war,  the  region's  poores 
country  is  posing  a  dilemma 
the  Bush  Administration. 
Republicans  had  opposed  th 
Clinton  Admimstration's 
intervention  in  1994  to  resto 
left-leaning  President  Jean- 
Bertrand  Aristide  to  power  aft 
coup  had  ousted  him.  The  B. 
team  is  even  less  willing  to  a 
soldiers  now  to  the  strife-tor 
country  with  U.S.  troops  tied 
down  in  Afghanistan  and  Ira 
But  if  refugees  wash  ashore  i 
politically  sensitive  Florida, 
pressure  would  build  on  the 
President  to  act.  Washington 
hopes  for  a  political  solution 
that  would  include  Aristide 
opponents  in  a  new  governir 
council.  France  may  lead  a 
coalition  to  keep  the  peace. 

A  BACKLASH  AGAINST 
EUROPE'S  IMMIGRANT 

THE  LOWER  house  of  the  D 
Parliament  has  voted  to  expe 
up  to  26,000  failed  asylum 
seekers.  Once  one  of  Europe 
most  tolerant  countries,  the 
Netherlands  has  veered 
rightward,  thanks  in  part  to 
2002  anti-immigration 
campaign  of  Pirn  Fortuyn,  the 
populist  leader  who  was 
assassinated.  The  upper  hou 
still  has  to  approve  the 
measures,  which  include 
placing  asylum  seekers  who 
applications  have  been  rejec 
in  detention  centers  until  th 
leave  voluntarily  or  are  forcil 
repatriated. 

The  Netherlands  vote  con 
amid  fears  that  Europe  will  1 
swamped  by  job  seekers  fror 
the  10  new  countries  that  arc 
joining  the  European  Union  o 
May  1.  Most  existing  EU 
member  nations  plan  to  rest 
the  rights  of  immigrants  fro; 
accession  countries  to  work 
collect  benefits. 
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Aetna  Integrated  Benefits 


People  work  better 
when  they 
work  together. 

So  do  benefits. 

If  you  go  to  different  companies  to  find 
the  best  benefits,  then  you  may  be 
missing  the  boat.  Because  when  Aetna's 
full  range  of  benefits,  Medical,  Dental, 
Pharmacy,  Disability,  Long-Term  Care, 
and  Group  Life  are  taken  together,  they 
can  work  in  ways  a  mixed  bag  of 
benefits  can't.  Aetna  gathers  aggregated 
data  and  integrates  it  across  our  areas 
of  service  to  get  a  more  complete 
picture  of  your  company's  overall  needs. 
Together,  we  can  use  this  knowledge  to 
select  and  develop  plans  and  options 
that  are  best  suited  to  your  workforce. 
And  since  you'll  be  making  more 
informed  choices,  you'll  be  better  able 
to  control  costs.  Let  us  show  you  how 
well  we  can  work  together.  Call  your 
broker,  Aetna  representative,  or  visit  us 
today  at  aetna.com. 
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Snorts  Biz  Hoc ke 


COMMENTARY 


BY  MARK  HYMAN 


Put  These  Owners  in  the  Penalty  Bo: 

True,  the  NHLs  finances  are  a  shambles-but  who's  to  blame  for  that? 


NATIONAL  HOCKEY  League 
Commissioner  Gary  Bettman 
went  to  his  bench  on  Feb.  12 
and  sent  in  a  Hall  of  Fame 
numbers  cruncher.  Arthur 
Levitt  Jr.  may  not  be  a  master  of  the  slap 
shot,  but  as  labor  talks  loom  at  the  end  of 
this  season,  Bettman  is  betting  that  the  re- 
spected former  Securities  &  Exchange 
Commission  chairman  can  put  to  rest  the 

long- simmering  debate  about  the 
shaky  finances  of  the  NHL. 

Levitt's  report  on  the  league's 
money  woes— for  which  the  NHL 
paid  $250,000— confirms  many  of 
Bettman's  dark  pronouncements. 
Among  its  findings:  Leaguewide 
losses  last  year  topped  $270  million, 
19  out  of  30  teams  lost  money,  and, 
perhaps  most  ominously,  75%  of 
league  revenues  go  to  player 
salaries.  That  percentage  easily  tops 
the  share  of  revenues  that  goes  to 
athletes  in  pro  football  (64%),  base- 
ball (63%),  and  basketball  (60%). 

What  the  Levitt  analysis  doesn't 
say  is  that  owners  had  to  be  as  in- 
genious as  they  were  reckless  to 
push  salaries  so  high  so  fast.  The 
league's  current  labor  agreement- 
signed  in  1995  and  extended  once  by  the  own- 
ers—has an  array  of  built-in  stoplights  designed 
to  keep  player  pay  in  line.  Spend-happy  owners 
have  sped  through  most  of  them.  "I  think  some 
people  recognize  there  are  financial  issues  in  the 
league.  I  think  some  people  also  have  concluded 
there  has  been  poor  management  of  some 
teams,"*says  player  agent  Rich  Winter,  whose  clients  include 
the  Washington  Capitals'  star  right  wing,  Peter  Bondra. 

Poor  management?  How  about  atrocious?  Since  the  1993-94 
season,  the  average  player  salary  has  leaped  nearly  fourfold,  to 
$1.86  million  this  season.  And  the  percentage  of  revenues 
plunked  down  for  player  salaries  has  gone  from  41%  in  1990-91 
to  Levitt's  estimate  of  75%  last  season. 

In  the  current  contract,  Bettman  inserted  an  entry-level 


OVERPAID? 

The  Rangers' 
Jagr  typifies 
problems 
that  Levitt 
highlights 


salary  cap  to  tamp  down  exorbitant  contracts  for  promising 
unproven  rookies.  In  1995,  the  cap  was  set  at  $850,000 
with  yearly  step-ups,  reached  $1,025  million  in  1999.  But  o 
ers  quickly  found  ways  to  wriggle  free  from  the  provision  t 
should  have  embraced.  Signing  bonuses  and  incentive 
weren't  explicitly  barred.  By  1997,  the  Boston  Bruins  were 
fering  Joe  Thornton,  the  first  pick  in  the  NHL  Entry  Di 
$925,000  in  salary  and  $2  million  more  in  incentive  bonu:- 
That's  chicken  scratch  compared  with  what  the  Capitals 
tered  away  this  season  on  fading  superstar  Jaromir  Jagr. 
years  ago  the  Caps  lavishly  signed  Jagr  to  a  seven-year,  $77 1 
Hon  contract.  Last  month  they  were  relieved  to  send  him  to 
New  York  Rangers  in  a  deal  that  sticks  the  Caps  with  $4.5 
lion  of  the  slumping  player's  salary  in  each  of  the  next  four  y 

Bettman  refuses  to  point 
finger  at  his  bosses  for  flouting 
or  failing  to  live  within  their  mei 
Instead  he  blames  a  flawed  conti 
"This  is  an  inherently  inflatior 
system.  Look  at  what  has  ti 
spired,"  the  commish  says. 

"That  argument  is  ridiculoi 
counters  Ted  Saskin,  senior  dire 
of  business  affairs  for  the  NHL  P 
ers  Assn.  "It  may  be  more  of  a  m 
agement  [competence]  issue  in 
tain  cities  than  a  failure  of 
collective  bargaining  agreement. 
As  the  Sept.  15  contract  expira 
gets  closer,  Bettman  will  no  doub 
iterate  his  threat  to  shut  down 
league  next  season  if  the  player: 
fuse  a  cap— a  system  that  limits 
aries  to  a  set  percentage  of  league 
enue.  Both  the  National  Bask 
League  and  the  National  Foo 
League  have  caps  that  limit 
dollar  mistakes.  But  even  they 
spendthrift-proof.  Just  ask  Pa 
Allen,  whose  NBA  Portland  Trail 
ers  racked  up  $80  milbon  in  1 
last  year,  according  to  a  league  ins 
As  the  NHL  asks  the  players  to 
clean  up  after  their  bosses'  folly,  what  won't  be  on  the  barg; 
table  is  a  pledge  by  the  owners  not  to  spend  like  drunken  sail 
"The  psychic  profile  of  an  owner  is  made  up  of  a  fair  amour 
competitive  zeal,  a  fair  amount  of  ego,  and  a  huge  amour 
tenacity.  I  think  these  guys  have  thrown  caution  to  the 
says  Levitt.  Followed  closely  by  their  checkbooks.  ■ 
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IP  teleph*ny 

Exploring  the  New  Generation  of  Business 
Communications  Solutions 


1  It  might  surprise  you  to  know  that  the  next  time  you  pick  up  your  phone  to  make  a  long  distance  call  - 

especially  an  international  call  -  there's  a  good  chance  that  your  voice  will  be  carried  not  on  the  traditional 

telephone  network  but  sent  as  data  packets  over  some  IP.  o\  Internet  Protocol-based,  data  network. 

It  could  even  be  traveling  over  the  Internet  itself.  Likewise,  the  call  you  just  made  across  your  corporate 

npus  might  have  been  sent  over  the  corporate  LAN.  with  your  voice    data'  mingling  with  the  emails. 

eadsheets.  and  PowerPoint  presentations  coursing  through  that  very  same  network. 
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It  might  surprise  you  even  more  to  learn  that  these 
feats  are  now  considered  old  hat  by  the  communications 
technology  industry.  The  technology  behind  it  all,  commonly 
referred  to  as  VoIP  or  Voice  over  IP,  has  been  steadily  evolving 
over  about  a  decade.  VoIP  is  also  generally  considered  a 
subset  of  IP  telephony  -  a  collection  of  technologies  that, 
broadly  described,  encompass  the  convergence  of  voice, 
video,  and  data  on  a  public  or  private  IP  network. 


>Cathy  Martine,  senior  vice  president,  Internet  telephony,  at  AT&T 

The  basic  VoIP  example  above  represents  the  first  stage  in 
the  radical  transformation  of  our  communications  landscape 
—  a  transformation  from  a  circuit-switched  communications 
infrastructure  to  one  based  on  IP  data  packets.  VoIP  tech- 
nology has  been  adopted  by  practically  all  the  major  telecom 
carriers  and  service  providers,  including  AT&T,  Level  3,  and 
Sprint,  who  have  been  offering  VoIP  as  an  option  with  their 
respective  virtual  private  network  (VPN)  services  for  several 
years,  providing  quality  of  service  guarantees  for  VoIP  calls. 

Basic  VolP's  primary  benefit  is  that  it  saves  money.  Aside 
from  the  networking  advantages  it  creates,  VoIP  doesn't 
add  much  value  or  new  features  to  the  mix  for  the  person  at 
the  end  of  the  phone  line.  Traditional  service  providers  gain 
•    a  dramatic  improvement  in  network  capacity  —  meaning  they 
can  carry  more  calls  over  the  same  lines.  By  using  VoIP 
equipment  on  site,  businesses  get  to  bypass  the  traditional 
phone  network  to  dramatically  cut  phone  costs  between 
branch  offices  and  other  locations.  Savings  of  70%  to  90% 
for  international  calls  are  not  uncommon,  while  many 
companies  can  enjoy  a  20%  to  30%  reduction  in  costs  for 
domestic  long  distance.  According  to  Cameron  Rejali,  vice 
president,  product  management  and  development,  at  Sprint 


Business  Solutions,  in  Overland  Park,  Kan.:  "Long 
distance  rates  are  already  pretty  low,  so  savings  now  and  | 
the  future  need  to  come  from  implementing  convergence  ir 
many  locations'  and  not  just  looking  at  long  distance,  but  alsj 
looking  at  data  and  local  traffic  carried  on  the  same  pipes." 


To  most  callers,  basic  VoIP  service  today  is  largely  indistirl 
guishable  from  traditional  telephone  service.  And  thaf  s  a  god 
thing.  "VoIP  is  ready  for  prime  time,"  says  Cathy  Martine,  senif 
vice  president,  Internet  telephony,  at  AT&T  in  Bedminster,  NJ 
"The  technology  has  evolved  from  what  it  once  was  to  a 
state-of-the-art  service  that  is  consistent  with  or  better  than  I 
circuit-switched  network."  Sureel  Choksi,  president  of  voicd 
services  at  Level  3  in  Broomfield,  Colo.,  concurs:  "VoIP  offe:| 
substantial  benefits  to  businesses  and  consumers  in  terms  i 
cost  savings,  reliability  and  advanced  features."  Indeed,  AT&l 
Level  3,  and  Sprint  are  starting  to  offer  a  number  of  new, 
enhanced  services  that  offer  much  more  than  basic  voice  calH 

INTO  THE  SECOND  STAGE: 
THE  GROWTH  DRIVERS 

Today,  a  number  of  factors  are  finally  in  place  to  propel  th^ 
adoption  rate  of  IP  telephony  products  and  services  to  nej 
heights.  We  are  leaving  the  era  of  basic  VoIP  and  entering  tf 
second  stage  of  transformation,  where  new  value  and  ne\| 
capabilities  are  being  created  for  the  buyers  and  the  users  | 
of  the  technology.  "Things  have  reached  a  level  of  maturit 
that  makes  this  stuff  ready  for  adoption,"  says  Rich  Tehrarl 
president  and  group  editor-in-chief  of  Norwalk,  CT-basecl 
TMC,  publisher  of  trade  magazine  Internet  Telephony  an| 
producer  of  the  Internet  Telephony  Conference  &  EXPO  trac 
shows.  "Two  years  ago,  if  a  manager  selected  an  IP  telephoij 
solution,  his  neck  was  on  the  line.  Today,  his  neck  would  b« 
on  the  line  if  he  didn't  select  it.  It's  become  the  safe  bet  in 
terms  of  buying  a  solution  that  will  last  long  into  the  future." 

One  major  factor  fueling  this  transition  is  that  the  long- 
promised  broadband  connected  world  is  fast  becoming  i 
reality.  DSL,  cable  modems,  Wi-Fi  hot  spots  and  3G  wireles| 
network  services  are  collectively  knitting  businesses, 
home  offices,  and  mobile  workers  into  a  virtually  seamlesl 
converged,  IP-based,  broadband  communications  network| 
Says  Tehrani:  "There's  in  the  neighborhood  of  40  to  50 
million  broadband  users  in  the  U.S.  in  homes  and  home 
offices.  And  that  doesn't  even  take  into  account  the  millions| 
of  other  connections  out  there  in  hotels,  coffee  shops,  and 
other  locations  that  business  people  frequent." 

In  addition,  the  spread  of  IP  across  all  wired  and  wireles| 
networks  and  the  IP-enabling  of  digital  communications 
and  computing  devices  has  contributed  greatly  to  the  growiH 
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HICHEVER  PATH  YOU  CHOOSE  — Client-Server 
IP-enabled  Telephony  —  you'll  make  the  most 
your  existing  equipment  and  applications 
th  Avaya.  Keep  up  to  85%*  (or  more!)  with 
r  open  standards-based  solutions  and 


multi-vendor,  multi-technology  expertise.  The 
world  leader  in  IP  Telephony  offers  you  the 
flexibility  to  support  a  diverse  set  of  endpoints  — 
IP,  digital,  analog  and  mobile.  As  well  as  voice 
encryption  for  maximum  security  anywhere  on 


your  network.  We've  even  got  flexible  solutions 
for  greenfield  installations.  All  supported  by 
Avaya  Global  Services.  So  start  moving  to-  IP 
without  the  heavy  lifting  at  avaya.com/iptelephony. 
Or  call  866-GO  AVAYA  today. 
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diversity  and  capabilities  of  IP  telephony  applications. 
"IP  reduces  cost,  simplifies  management,  and  is  universally 
supported  by  every  vendor  of  digital  technology  today 
that  relies  on  a  network  connection,"  saysTehrani.  "IP  has 
become  the  new  lingua  franca  of  the  network,"  says  Don 
Smith,  CEO  of  Ottawa,  Ont.-based  Mitel  Networks,  "and  it 
opens  up  opportunities  that  just  didn't  exist  before." 


NOT  YOUR  FATHER'S  PHONE  SYSTEM:  THE  IP-PBX 

At  the  same  time  the  service  providers  were  taking  the  first 
steps  to  migrate  their  circuit-switched  network  infrastructure 
to  IP,  the  leading  business  telephone  systems  vendors, 
including  Avaya,  Siemens,  Mitel  Networks,  and  Nortel 
Networks,  recognized  that  their  future  was  also  tied  to  the 
adoption  of  IP-based  communications  technology.  Says 
Mitel's  Smith:  "In  the  early  days,  we  dealt  with  the  transition 
to  microprocessor-controlled  and  digital  communications 
technology,  and  it  was  a  phenomenal  change.  We  saw  a 
similar  opportunity  occurring  again  in  this  rapid  and  global 
move  to  IP  communications,  and  that  it  would  cause  a  bigger 
sea  change."  Says  Jorge  Blanco,  product  marketing  vice 
president  at  Avaya  Inc.  in  Basking  Ridge,  NJ:  "It's  evident 
that  packet  technology  is  going  to  permeate  everything  we 
are  doing.  There  is  no  stepping  backward." 

After  several  years  of  continuous  evolution  and  improvement, 
these  vendors  now  have  on  hand  new  families  of  in-house 
phone  systems  called  IP-PBXs  that  are  based  completely 
on  an  IP-centric  architecture.  They  can  also  support  the 
more  than  500  features  common  to  most  traditional  systems 
-  such  as  hold,  transfer,  conferencing,  and  page  —  as  well  as 
support  a  host  of  unique  devices,  applications,  and  features 
that  enhance  productivity  and  communications  and  that  are 
simply  not  possible  in  the  traditional  circuit- switched  world. 


o  o  ^^«>  /> 
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>cape  personal  collaboration  portal 


>Cameron  Rejali,  vice  president, 
product  management  &  develop  e 
at  Sprint  Business  Solutions 


Further,  so  as  not  to  forsake  their  existing  legacy  F 
customers,  each  vendor  has  created  an  elegant  migratic  j 
strategy  to  help  preserve  the  customers'  investment  in  phoi  I 
and  equipment  and  to  allow  for  the  adoption  of  IP  telepho 
at  their  own  pace.  Even 
data  communications 
giant  Cisco  Systems  saw 
the  IP  telephony  oppor- 
tunity, and  today  is  the 
leading  supplier  of  "pure" 
IP- based  systems  geared 
for  new  "greenfield" 
installations  and  for 
customers  looking  to 
replace  their  existing 
legacy  equipment 
completely. 

WHEN  A  PDA 
DOUBLES  AS  YOUR 
DESK  PHONE 

The  most  important 
thing,  to  most  users  of 
business  communications  systems,  is  the  phone  on  the 
desk.  The  phone  is,  after  all,  the  device  that  allows  the 
user  to  access  system  features  and  applications  and 
communicate  with  colleagues  and  customers.  Similarly 
the  power  of  today's  IP-PBXs  is  harnessed  through  the 
available  phones  and  peripherals. 

Top  on  the  list  of  new  devices  are  IP  phone  sets  designed! 
connect  to  the  converged  communications  network,  usu  | 
via  an  Ethernet  cable.  These  phones  come  in  a  variety 
of  different  models  ranging  from  no-frills  units  that  perfor 
basic  functions  to  Web-browser- enabled  models  that  feati| 
large,  color  touch  screens,  speakerphones,  a  second 
Ethernet  jack  that  can  be  used  for  plugging  in  a  laptop  oi| 
other  network  device,  power  over  Ethernet  capabilities, 
infrared  port  for  PDA  and  PC  application  integration,  and| 
a  multitude  of  buttons  to  access  features  and  functions. 
Avaya's  new  4620SW  and  4630SW  browser-enabled  III 
phone  sets,  for  example,  can  provide  corporate  intranel 
and  Web  access,  and  can  display  messages  and  other 
content  served  up  by  the  system.  Siemens  has  an  IP  phorj 
set  that  doubles  as  an  IP  and  traditional  TDM  phone,  allowir| 
it  to  be  used  on  both  new  and  legacy  equipment. 

Another  new  type  of  communications  tool  are  software 
programs,  called  IP  softphones,  that  are  designed  to  run  cj 
PCs,  laptops,  and  even  handheld  computers  like  a  Pockd 
PC.  IP  softphones  emulate  the  features  and  functions  of  tn 
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HEN  TAKING  YOUR  COMPANY  on  the 
1  telephony  road,  the  right  traveling 
jmpanion  is  essential.  Avaya  Global 
jrvices  will  not  only  get  you  going  in  the 
iht  direction,  but  we'll  guide  you  the 
nole  way.  For  starters,  we  develop  a 
imprehensive  network  plan  that  includes 


a  multivendor,  multitechnology  IP  readiness 
assessment.  This  tells  us  what  we  need  to 
know  to  help  you  avoid  surprises  during 
implementation  and  maximize  security. 
We'll  get  you  up  and  running  easily  and 
seamlessly.  And  you  can  continue  to  count 
on  Avaya  Global  Services  to  manage  and 


i  constantly  monitor  your  entire  network, 

i  using  EXPERT  Systems5"  Diagnostic 

Tools,  for  example,  that  remotely  resolve 

i  96%  of  all  system  alarms*  Go  with  Avaya, 

i  and  your  competitors  will  be  eating  your 

|  dust.  Visit  www.avaya.com/sidecar  or 

!  call  866-GO  AVAYA. 
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IP  phone  set,  allowing  a  user  to  be  in  complete  control 
of  the  phone  on  his  desk.  Softphones  present  a  familiar 
point-and -click  graphical  user  interface  to  system  features 
and  functions,  and  add  great  value  by  making  communica- 
tions more  intuitive. 


The  ability  to  load  this 
software  onto  a  laptop 
or,  in  the  case  of 
Avaya's  IP  Softphone 
for  Pocket  PC,  onto  a 
Wi-Fi-enabled  handheld 
computer,  puts  a  whole 
new  spin  on  being 
away  from  the  office. 
Employees  who  work 
remotely,  whether  on 
the  road  or  from  home, 
can  be  connected  to 
the  enterprise  commu- 
nications system  and 
have  access  to  a  full 
suite  of  system  features 
and  functions.  Available 

in  the  same  product  bundle  and  under  the  same  license  as 
the  Avaya  Softphone,  the  Avaya  IP  Softphone  for  Pocket  PC 
provides  full  access  to  all  the  Avaya  Communications  Manager 
features  available  from  an  employee's  personal  desktop 
telephone,  including  conferencing,  mute,  and  call -transfer. 
Like  its  PC-  and  laptop-based  cousin,  the  software  integrates 
seamlessly  with  Microsoft  Outlook,  enabling  access  to 
contact  lists  and  company  directories.  Users  can  also  perform 
operations  such  as  autodialing  from  a  contact  list  in  the 

device.  Avaya  also  provides  applications 
that  allow  a  Softphone  user  to  leave  the 
office  and  have  a  mobile  phone  or  PDA 
operate  as  another  extension, 
so  that  he  can  change 
devices  while  continuing 
with  the  conversation. 


>Avaya's  Softphone  for  Pocket  PC 


>Mitel  Networks' 
5230  IP  Appliance 


Another  highly  innovative  new 
device  is  the  5230  IP  Appliance 
from  Mitel  Networks.  This  device 
is  a  unique  IP  phone  set  that 
enables  HP  iPAQs  to  be  docked 
directly  into  a  cradle  on  the  phone. 
This  feature  provides  immediate  hot 
synch  capabilities  and  enables  employees  to 
have  "location  transparency''  from  anywhere  in  an  office 
complex  or  via  a  wide  area  network.  Users  can  associate 


maan 


any  workstation  as  their  own,  because  once  the 
PDA  is  docked,  all  user  preferences  are  transferred  to  thai 
workstation.  In  addition,  users  can  also  benefit  from  new 
Windows  CE-based  desktop  applications  such  as  portable 
voice  mail  and  dial  by  address  book.  Mitel  also  has  plans 
to  add  support  for  a  multitude  of  other  PDAs  using  Window: 
CE,  as  well  as  a  variety  of  mobile  phones. 


•  new  tools  for  productivity: 

LEADING  IP  TELEPHONY  APPLICATIONS 
AND  SERVICES 

When  IP-based  communications  extend  all  the  way  from 
the  network  to  some  IP-enabled  end-point  device  —  such 
as  an  IP  phone  or  softphone  connected  to  that  network  — 
amazing  applications  can  emerge.  And  applications,  after 
all,  says  Avaya's  Blanco,  "are  where  you  start  winning  the 
hearts  and  minds  of  the  user." 

Many  of  the  applications  available  today  revolve  around 
mobility  and  the  need  for  employees  to  be  able  to  commu 
nicate,  access  the  information  they  need,  and  collaborate 
with  colleagues  wherever  they  may  happen  to  be.  "IP 
telephony  plays  right  into  the  need  to  be  mobile  and 
accessible,"  says  Blanco.  There's  good  reason  for  this: 
industry  analysts  estimate  that  approximately  half  a  busi- 
ness's  workers  are  mobile  at  any  given  time  —  a  figure 
they  see  increasing. 

REMOTE  OFFICE  AND 
TELECOMMUTING  SOLUTIONS 

We've  already  seen  how  IP  softphones  can  allow  remote 
workers  to  tie  into  corporate  communications  resources 
while  roaming  in  the  office  or  working  from  home  or  on  the 
road.  Mitel  Networks'  6010  Teleworker  application  is 
designed  to  offer  businesses  a  secure,  remote  extension 
solution  that  is  easy  to  set  up  and  can  work  on  legacy  Mitt 
PBXs  as  well  as  the  company's  new  IP-PBX  systems. 

For  example,  an  employee  who  needs  to  work  from  home 
simply  plugs  a  Mitel  IP  phone  set  or  PC  running  the  company 
Your  Assistant  collaboration  software  product,  which 
includes  an  IP  softphone,  into  his  home's  broadband  con- 
nection, and  all  calls  to  his  office  extension  ring  on  the 
remote  phone.  To  the  caller,  it  appears  as  if  the  employee 
is  working  in  the  office.  The  601 0  Teleworker  solution  car 
also  act  as  the  firewall  for  networks  without  an  existing 
one,  providing  security  for  corporate  data  and  communica- 
tions. Indigo,  a  40-person  e-marketing  consultancy 
virtually  based  in  Miami  uses  Teleworker  to  connect  its 
completely  distributed  workforce  across  time  zones  and 


Can  your  network  turn 

business  as  we  know  it  into 

/  I 

business  as  we  want  it? 


IT  CAN  IF  IT'S  DESIGNED  BY  THE  WORLD'S  NETWORKING  COMPANY.  Now  that  everything  is  on  it,  your 
network  is  more  important  than  ever.  So,  can  your  network  handle  the  demands  of  a  transformed, 
interconnected  and  very  demanding  new  world?  Is  it  wired  and  wireless  and  virtual  and  constantly 
available  to  authorized  personnel  and  nobody  else?  Is  it  in  lockstep  with  your  partners  and  three  steps 
ahead  of  your  customers?  At  AT&T,  we  don't  just  carry  more  Internet  traffic  than  anyone  in  North 
America,  we're  also  committed  to  building  simpler,  stronger  and  smarter  networking  environments. 
And  it's  why  we're  partnering  with  other  key  technology  companies  to  help  make  it  happen.  Can 
your  network  overpower  every  obstacle  in  its  way  and  actually  do  all  the  things  it  was  designed  to 
do  in  the  first  place?  We'd  like  to  introduce  you  to  one  that  can.  Just  call  1-888-889-0234. 


AT&T 

The  world's  networking  company 


att.com/networking  020* 
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stay  open  for  business  24/7.  The  company  maintains 
its  virtual  office  in  Miami  with  a  Teleworker  receptionist,  the 
sales  team  is  scattered  throughout  the  West  Coast,  and  the 
CEO  is  based  in  Denver. 

WEB  AND  SPEECH-ENABLED 
UNIFIED  COMMUNICATIONS 

Workers  today  can  be  overwhelmed  by  the  sheer  number 
of  messages  they  receive.  Emails,  voice  messages,  and 
faxes  often  reside  on  separate  systems  with  their  own 
log-in  method,  menu,  and  command  structure.  Unified 
communications  applications  act  like  a  single  message 
store  that  combines  emails,  faxes,  and  voice  messages 
under  a  single  intuitive  interface. 

The  Avaya  Unified  Communication  Center,  for  instance,  is 
an  integrated  solution  suite  that  delivers  wireless,  Web,  and 
speech-enabled  access  to  applications  including  messag- 
ing, communications,  and  collaboration  tools.  Says  Avaya's 
Blanco:  "We  have  taken  the  step  of  adding  the  flexibility  and 
convenience  of  speech  control  into  the  productivity  apps 
on  your  desk.  This  means  that  when  I'm  on  my  mobile 
phone,  I  can  control  my  contacts,  calendar,  email,  and 


MITEL  NETWORKS  AWARDED  FROST  & 
SULLIVAN  TECHNOLOGY  INNOVATION  AWARD 

Mitel  Networks  was  recently  awarded  Frost  &  Sullivan's 
prestigious  Technology  Innovation  Award.  The  award  is  granted 
to  the  company  that  demonstrates  technological  superiority, 
ability  to  successfully  develop  and  introduce  new  technology, 
formulate  a  well  designed  product  family,  and  make  signifi- 
cant product  performance  contributions  to  the  industry. 

"Mitel  Networks  has  pushed  the  envelope  in  the  delivery  of 
leading-edge  IP  phones,  applications,  and  communications 
platforms,"  said  Ronald  Gruia,  director  of  research,  enterprise 
solutions,  Frost  &  Sullivan.  "Mitel  Networks  has  continuously 
demonstrated  its  innovative  spirit  in  developing  and  bringing  to 
market  solutions  that  are  focused  on  the  end-user  experience." 


"Today's  IP  solutions  must  focus  on 
integrating  disparate  communications 
devices  and  applications,  while  remaining 
intuitive  to  the  end  user,"  said  Don  Smith, 
CEO.  Mitel  Networks.  "Mitel  Networks 
is  committed  to  just  that,  and  Frost  & 
Sullivan's  Technology  Innovation  Award 
is  further  validation  that  we  have  the 
formulation  right." 


>Don  Smith,  CEO 
Mitel  Networks 
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tasks  all  by  using  speech  recognition,  giving  me 
the  same  call  control  with  my  mobile  phone  as  I  would 
have  at  my  keyboard  in  the  office."  From  phones,  cellular] 
phones,  PCs,  or  wireless  handheld  devices,  workers  can| 
easily  manage  email,  voice  mail,  and  fax  messages,  in 
addition  to  accessing  business  communications  applica- 
tions, such  as  calling,  conferencing,  company  directories! 
desktop  calendar,  and  task  functions. 


>Siemens  OpenScape  with  buddy  list 

PRESENCE-POWERED  COLLABORATION 

Today's  leading-edge  collaborative  computing  solutions 
allow  geographically  dispersed  users  to  interact  and  share 
applications  and  documents  as  if  they  were  in  the  same 
conference  room.  Collaborative  computing  applications 
are  supported  by  many  of  the  IP-PBXs  on  the  market  toda 
and  offer  an  extremely  rich  and  highly  cost-effective 
communications  experience. 

The  OpenScape  solution,  from  the  Enterprise  Networks 
division  of  Siemens  Information  and  Communication 
Networks,  based  in  Boca  Raton,  Fla.,  is  on  the  leading  edge 
of  this  area.  OpenScape  provides  users  with  consolidatec 
access  to  all  enterprise  communication  resources,  including 
voice  features  and  services,  email,  and  instant  messaging 
(IM).  But  that's  not  all.  OpenScape  takes  collaborative 
computing  to  the  next  level,  offering  intelligent,  real-time 
access  to  people,  calendars,  and  files  through  three  new 
capabilities:  presence-based  communication,  multi- 
resource  collaboration,  and  an  architecture  based  on 
open  industry  standards. 

Today,  instant  messaging  has  become  as  common  a  com- 
munications tool  as  email.  Users  have  grown  accustomed 
using  buddy  lists  and  checking  the  availability  or  presence 
of  key  contacts  before  starting  a  communication.  Open- 
Scape brings  the  buddy  list  concept  to  the  entire  spectrum 
of  enterprise  communications,  making  it  possible  to  extenc 
presence  awareness  to  the  desk  phone,  the  cell  phone, 
email,  IM,  and  other  media.  Users  can  click  to  identify  whict 
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delivered  a  30% 
increase  in  agent 
productivity  and 
1  00%  ROI  in  the 


if 


-Dusty  Lashbrook,  Senior  Vice  President 
ABN  AMRO  Mortgage  Group,  Inc. 


How  Do  You 

Increase  Contact  Center  Revenues 

AND  Slash  Operating  Costs? 


Most  vendors  require  lots  of  time  and  money  to  program,  integrate,  implement  and  maintain  multimedia  contact  centers.  They 
'also  can't  implement  changes  without  costs,  risks  and  delays.  And  by  the  time  "upgrades"  are  delivered,  your  needs  may  have 
changed.  Telephony@Work  technology  leverages  traditional  needs-analysis  questions  yet  allows  your  managers  to  define  (or 
redefine)  their  answers  via  browser  menus  -  in  real-time  and  at  no  cost.  This  enables  them  to  provision  or  modify  any  business 
process  on-the-fly  in  order  to  increase  efficiency  on  any  communications  channel  -  phone,  fax  or  Internet.  As  you  might  expect, 
increased  revenues  are  the  natural  result  of  being  able  to  "fix"  broken  or  strained  business  processes  on-demand. 

Validated  to  dramatically  increase  revenue  by  empowering  real-time  change  to  all  contact  center  processes 


Contact  us  for  a  FREE  information  kit 


CALL  CENTER  &  E  CONTACT  TECHNOLOGY  MADE  EASY 

www.telephonyatwork.com  .  Toll  Free:  (888)  854-4224  ■  Direct:  (858)  410-1600  •  infokit@telephonyatwork.com 
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resources  they  want  others  to  use  at  different  times  or 
in  different  circumstances,  and  the  buddy  list  identifies 
the  allowable  choices  for  those  looking  to  make  contact. 


OpenScape  also  helps  simplify  the  task  of  setting  up 
multimedia  conferencing  and  dramatically  decreases  the 
expense  of  having  to  use  conferencing  services.  Rather 
than  scheduling  an  audio  conference  bridge,  sending  the 
number  to  all  participants,  remembering  pass  codes,  emailing 
documents,  and  using  multiple  resources  — telephone,  email, 
and  Internet  —  OpenScape  users  can  launch  a  robust 
collaboration  session  simply  by  selecting  the  people  they 
need  from  their  buddy  list  and  clicking  on  "audio  conference' 
or  "multimedia  collaboration."  The  application  proactively 
contacts  all  users  by  their  preferred  device  at  any  given 
point  in  time,  and  gives  them  access  to  documents  via  the 
collaboration  portal,  saving  time  and  money  in  the  process. 

VOICE  AND  VIDEO  CONFERENCING 

Voice  conferencing  is  a  standard  feature  of  all  enterprise 
telephone  systems,  but  it  is  also  one  of  the  most  frustrating 
to  use.  The  most  common  conference -call  setup  experience 
might  well  be  frantically  speed -reading  the  telephone  user 
manual  or  asking  office-mates  for  help. 


eph*ny 


New  solutions  like  Mitel 
Networks'  5700  Voice  First 
Application  take  the  guess- 
work out  of  setting  up 
conferences.  Through  soft- 
ware controls  running  on  a 
PC,  launching  a  conference 
call  can  now  be  accom- 
plished by  dragging  and 
dropping  names  from  a 
contact  list  into  a  conference 
application  window  on  the 
screen.  The  system  does  the 
rest.  Users  can  hold  private 
conversations,  make  other 
calls,  or  add  new  people  to 
the  call  without  putting  the 
conference  on  hold. 
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>Mitel  Networks'  Your 
Assistant  communications 
application 


A  converged  IP  communications  infrastructure  is  also  ideal 
for  video  conferencing.  Because  the  video  runs  on  the  same 
IP  infrastructure  as  voice  and  data,  there  are  no  additional 
networking  costs.  With  Mitel's  video  conferencing  solution, 
setting  up  a  video  conference  is  as  easy  as  making  a  telephone 
call.  In  fact,  you  simply  telephone  any  colleague  equipped 
with  the  solution,  then  push  one  button  on  your  IP  phone 


for  instant  video  conferencing 
via  the  PC  screen.  You  can 
handle  a  video  call  just  like 
a  voice  call,  placing  it  on 
hold,  transferring,  and 
conferencing  in  additional 
participants.  "We  put  a 
lot  of  thought  into  the 

a  >Avaya  4630SW 

human  factors  when  we         Screenphone 

sat  down  to  develop  this 

technology,"  says  Mitel's  Smith.  "Most  people  know  how 

to  use  a  phone,  which  is  why  we  added  a  simple  'Video 

Conf '  button  to  our  phones." 


, 


WI-FI  TELEPHONY 

With  a  profusion  of  new  wireless  LAN,  or  Wi-Fi  network 
hotspots  popping  up  in  businesses  of  every  size,  momentu 
is  building  for  the  various  applications  that  take  advantage  o 
the  bandwidth  and  "anywhere,  anytime"  wireless  connectivi 
that  Wi-Fi  delivers.  While  wireless  corporate  email  and  Web 
access  are  still  the  big  market  drivers,  voice  communicatior 
is  another  "killer  app."  Wi-Fi  telephony  extends  the  reach 
of  the  IP  telephony  communications  infrastructure  to  give 
employees  uninterrupted  access  to  their  voice  communis 
tions,  regardless  of  where  they  are  in  the  office.  "As  W-Fi 
proliferates,  Wi-Fi  telephony  will  follow.  It's  a  natural  appl 
cation  that  fills  a  gaping  need,"  says  TMC's  Tehrani. 

Avaya  supports  Wi-Fi  telephony  with  its  IP  Softphone  for 
Pocket  PC.  It  is  currently  partnering  with  SpectraLink  for 
mobile  W-Fi-enabled  handsets  designed  for  both  corpor 
and  industrial  environments,  and  it  is  working  with  Motorolc 
and  Proxim  in  developing  a  converged  wireless  solution  usirl 
a  dual-mode  W-Fi  and  GSM  mobile  phone.  Avaya  envision;! 
providing  customers  with  the  ability  to  be  on  the  public  mobij 
network,  walk  into  an  office  building  and  be  picked  up  by  a 
W-Fi  network,  and  then  seamlessly  be  able  to  transfer  the  I 
call  from  one  network  to  the  other  without  any  interruption. 


IP  CONTACT  CENTER  SOLUTIONS 

IP  contact  center  solutions  enable  a  company  to  add  a  ho 
of  new  IP-based  communications  features  and  support  a 
geographically  dispersed  contact  center  workforce,  includir 
customer  service,  technical  support,  and  sales  staff.  Even 
home-based  agents  can  be  supported  and  managed  as 
if  they  were  working  out  of  a  centralized  location.  This  way, 
companies  can  take  advantage  of  greater  flexibility  in  mar 
aging  call  loads  and  the  routing  of  calls  to  agents  with  sped 
skill  sets.  Many  IP-PBXs  support  optional  contact  cent 
capabilities  and  a  number  of  service  providers  are  offeri 
solutions  on  a  hosted  basis. 
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CONTACT  CENTERS 


Reduce  your  business  communications  costs  with  converged 
IP  telephony  solutions  from  Mitel  Networks.  We  place  you  at 
the  heart  of  our  solutions,  delivering  real  improvements  to 
your  productivity  and  effectiveness  whether  your  staff  work 
at  home,  in  the  office  or  on  the  road. 

Communications  enable  YOUR  business. 

www.mitel.com 
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>Eli  Borodow, 
CEO  of  Telephony@Work 


Telephony@Work,  a  leading  IP  contact  center  system 
vendor  based  in  La  Jolla,  Calif.,  offers  its  highly  scalable 
and  flexible  CallCenter@nywhere  system  to  both  enterprise 
and  service  provider  customers.  MCI  uses  the  technology 
to  deliver  commercial,  hosted  contact  center  services. 
CallCenter@nywhere  supports  all  the  communications  and 
quality  assurance  technologies  required  by  today's  multi- 
media call  centers  and 
also  provides  new  Web- 
based  communications 
features,  such  as  Chat, 
Web  Callback,  Collabora- 
tion and  Form  sharing, 
and  "Click-to-Talk." 

One  key  advantage  of 
the  CallCenter@nywhere 
system,  according  to 
Telephony@Work's  CEO, 
Eli  Borodow,  "is  that  it 
can  act  as  an  overlay  for 
an  enterprise's  third-party 
legacy  and  IP-PBXs  —  or 

it  can  replace  them  entirely."  Why  would  a  company  look 
beyond  its  IP-PBX  vendor  for  the  added  value  of  contact 
center  technologies?  Says  Dr.  Jon  Anton  of  Purdue 
University's  Center  For  Customer-Driven  Quality:  'Telepho- 
ny@Work's  integration-by-design  approach  can  slash  the 
cost  of  implementing  and  maintaining  IP-based  multimedia 
contact  centers  by  up  to  90%.  This  often  results  in  opera- 
tional cost  savings  equal  to  or  greater  than  the  wage  sav- 
ings realized  by  relocating  call  center  operations  offshore 
to  countries  like  India." 

Mortgage  bank  ABN  AMRO  Mortgage  Group,  Inc. ,  a 
customer  of  Telephony@Work's  CallCenter@nywhere  solution, 
increased  productivity  by  30%  and  realized  a  100%  ROI 
in  the  first  year  after  migrating  to  the  system.  "It  has  become 
an  integral  component  in  our  customer  service  and  rela- 
tionship management  strategy,"  says  Dusty  Lashbrook, 
senior  vice  president. 

Integration-by-design  is  one  reason  for  the  software's 
success,  according  to  Telephony@Work's  Borodow,  and  a 
menuKJriven  approach  is  another.  CallCenter@nywhere 
ieverages  traditional  needs-analysis  questions  yet  it 
allows  managers  to  define  —  or  redefine  —  their  answers  via 
browser  menus  in  real  time  and  at  no  cost.  This  enables 
them  to  modify  contact  center  business  processes  on  the 
fly  in  order  to  increase  efficiency  on  any  communications 
channel  —  phone,  fax,  or  Internet. 
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NEW  IP  TELEPHONY  SERVICES 

Service  providers,  such  as  AT&T,  Level  3,  and  Sprint,  are 
starting  to  offer  a  number  of  new,  innovative  VoIP  services I 
to  both  business  and  residential  customers.  For  enterprise  j 
customers,  their  appeal  is  that  they  allow  a  company  to 
subscribe  to  next-generation  communications  services 
rather  than  buy  corporate-based  and  owned  equipment, 
thus  saving  on  capital  expenditures  and  the  ongoing  costs 
of  maintenance  and  operations. 

AT&T  recently  announced  aggressive  plans  to  roll  out  new, 
residential,  enhanced  VoIP  service  across  the  U.S.  this  yeaH 
Currently,  the  company  is  in  trial  with  a  service  that  employs 
subscriber's  DSL  or  cable  modem  connection  and  includes 
a  special  phone  adapter  that  enables  a  regular  phone  to  be 
used  to  make  and  take  calls.  Callers  get  unlimited  local  and 
long  distance  for  one  low  flat  rate.  They  can  also  take  their 
phone  number  along  when  traveling,  because  the  number  is 
associated  with  the  special  adapter.  The  adapter  can  be 
plugged  into  any  available  broadband  connection. 


AT&T  has  also  added  a  suite  of  enhanced,  Web-based  Interne 
telephony  call  management  features  that  lets  users  control 
their  communications  in  new  ways.  "Do  Not  Disturb"  lets 
calls  through  only  when  they're  wanted  and  sends  unwante 
calls  to  voice  mail,  while  at  the  same  time  allowing  emergenc 
calls  to  ring  in.  "Personal  Conferencing"  allows  a  user  to  se* 
up  a  group  conference  call  with  up  to  10  callers.  "Locate 
Me"  will  ring  five  other  numbers,  one  at  a  time  in  sequence, 
or  all  at  the  same  time.  "Call  Logs"  provides  information 

about  incoming  anc 


AT&T  Consumer  Digital  Solutions  * 

... 


outgoing  calls. 

AT&T  has  been  delrv 
ering  VoIP  services 
to  enterprises  since 
1 997.  The  company 
VoIP  solutions  rangt 
from  teleworker,  to 
small  office,  to  ente 
prise,  to  call  center 
"People's  lives  are 
blurring  between  the 
homes  and  offices, 
and  to  be  productive 
they  need  more  capabilities  in  their  own  environment  so  the 
can  be  better  at  what  they  do,"  says  Martine.  "In  our  current 
residential  trials,  we  have  investment  bankers  using  the  servic 
and  they  love  the  idea  that  they  can  travel  and  take  their 
number  with  them.  The  Locate  Me  feature  is  also  popular  witf 
business  people  If  you  need  to  be  found,  you  will  be  found. 


>AT&T's  Internet  telephony  call 
management  portal 
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The  path  to  IP  can  be  strewn  with  obstacles.  Or  not. 


Protect  your  investment  with  Sprint. 
Smoother  migration,  fewer  headaches 
with  one  company. 

•  Sprint  has  a  broader  portfolio  of  IP  VPN  services,  so  we  can  tailor 
migration  solutions  that  extend  the  life  of  your  existing  network  assets 
and  save  money. 

•  Sprint  offers  a  standard  SLA  on  jitter,  a  performance  measurement 
essential  for  supporting  voice  over  IP  and  video  over  IP  applications. 
AT&T  doesn't. 

•  With  our  integrated  wireless  and  wireline  services,  managed  as  one 
seamless  network,  you  can  run  VoIP  applications  to  more  people  in 
more  places. 

Get  the  facts  at  sprint.com/facts  or  call  866-700-0029 
for  a  Business  Representative. 


Sprint 


One  Sprint.  Many  Solutions:' 


Voice/Data        PCS  Wireless       Internet  Services       E-Business  Solutions      Managed  Services 


:  Sprint  Nationwide  PCS  Network  reaches  over  245  million  people.  Coverage  not  available  everywhere.  Coverage  claims  based  on  tr;e  Sprint  Nationwide  PCS  Network 
1  the  AT&T  Wireless  GPRS/EDGE  national  network  excluding  roaming  areas.  Competition  claims  based  on  the  portfolio  of  SprintlinkSM  IP  services  and  the  comparable 
tfolio  of  AT&T  IP  services.  Copyright  ©Sprint  2004.  All  rights  reserved.  Sprint  and  the  diamond  logo  are  trademarks  of  Sprint  Communications  Company  L  P. 
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Sprint  has  made  huge  strides  in  leveraging  its  wireless 
communications,  traditional  voice  and  data  long  distance 
and  local  telephone  provider  experience  into  new  and 
existing  applications  for  Internet  Protocol.  The  company 
has  made  significant  investments  in  upgrading  its  network 
to  enable  Voice  over  IP.  Today,  Sprint  offers  a  suite  of  appli- 
cations, including  wide-area  and  flexible  managed  network 
services  along  with  IP-PBXs  and  other  IP  telephony  gear  in 
conjunction  with  partners  Cisco  and  Nortel  Networks.  The 
company  is  also  focused  on  the  development  of  powerful 
IP  Centrex  services  that  offer  Web-based  features  along 
with  Hosted  IP-PBX  services.  Recently,  Sprint  announced 
that  it  is  working  with  Time  Warner  Cable  to  offer  VoIP 
service  to  Time  Warner  cable  subscribers. 

Sprint  is  also  developing  an  array  of  mobility  applications  that 
are  emerging  from  the  integration  of  its  wireless  PCS  and  IP 
telephony  services.  One  new  service  resulting  from  this  inte- 
gration, PCS  Ready  Link,  is  now  available  on  the  Sprint  PCS 
network.  PCS  Ready  Link  is  actually  a  VoIP  telephony  service 
under  the  hood  and  has  many  features  in  common  with  the 
other  "push  to  talk"  services  in  the  marketplace.  PCS  Ready 
Link  will  offer  a  quick  connection  with  other  PCS  users,  nation- 
wide coverage,  and  group  calling  with  up  to  five  other  users. 

Other  initiatives  in  the  works  include  integrated-campus 
wireless  networking,  where  Sprint  can  enable  a  seamless 
handoff  between  the  public  PCS  wireless  network  and  a 
corporate  CDMA  network.  In  the  future,  dual  mode  wireless 
phones  will  allow  handoff  between  the  PCS  CDMA  network 
and  corporate  Wi-Fi  network.  Both  services  allow  a  user  to 
have  one  number  for  both  their  mobile  and  landline  phone, 
and  one  voice  mail  system  on  campus  and  off.  Another 
application,  Wireless  VoIP  Integration,  promises  to  turn  a 
wireless  phone  into  an  extension  of  the  corporate  voice 
system.  Says  Sprint's  Cameron  Rejali,  "We  want  your  PCS 
mobile  phone  to  function  in  the  same  way,  with  the  same 
feature  command  structure,  as  your  phone  in  the  office." 

JUST  SCRATCHING  THE  SURFACE 

Based  on  the  applications  described  above,  it's  clear  that 
with  the  right  implementation  and  training,  companies  can 
significantly  boost  employee  productivity  and  gain  an  impres- 
sive ROI  on  their  IP  telephony  purchases.  Easy  savings  can 
come  from  reduced  networking  costs,  free  or  reduced  long 
distance  charges,  the  elimination  of  expensive  audio  and 
video  conferencing,  lower  real  estate  and  travel  costs,  and 
other  operational  efficiencies.  But  perhaps  the  greatest 
added  value  of  IP  telephony  is  its  use  as  a  strategic  business 
tool.  Mitel's  Smith  says:  "It's  not  just  about  the  technology, 
but  about  the  new  business  models  it  enables  and  the  ways 


it  enables  people  to  change  their  business  practices! 
and  drive  their  businesses  in  different  ways." 

It's  also  clear  that  communications  technology  has  only 
scratched  the  surface  of  whaf  s  possible.  As  new  open  stan- 
dards mature  that  allow  for  the  interoperability  of  any  compliail 
vendor's  equipment  and  software,  and  as  these  standards 
are  adopted  throughout  the  industry,  the  time  will  come  whe« 
we  can  buy  our  communications  equipment  and  software  | 
applications  from  multiple  vendors,  and  mix  and  match 
them,  just  as  we  buy  and  use  our  computer  technology. 


ABOUT  THE  AUTHOR 

Marc  Robins  is  an  internationally  known  authority  in  the  fiel  I 
of  IP  telephony  and  emerging  new  communications  tech-| 
nologies.  He  has  been  involved  in  the  telecommunicatior 
industry  as  a  researcher  and  analyst,  author  and  publish* 
and  marketing  executive  and  consultant  for  more  than  231 
years.  Marc  recently  served  for  five  years  as  vice  preside \ 
of  publications  and  trade  shows  and  group  editorial  directc 
at  TMC,  publisher  of  Internet  Telephony,  a  trade  magazine 
and  producer  of  the  Internet  Telephony  Conference  & 
EXPO  trade  shows,  for  which  he  also  served  as  conferencl 
co-chairman.  Most  recently,  Marc  launched  a  new  consultinj 
and  marketing  services  company  offering  an  array  of 
professional  services  to  the  growing  IP  telephony  industry, 
including  the  publication  of  a  number  of  new  information 
resources  for  prospective  buyers  of  the  technology.  For  mor  j 
information  about  Robins  Consulting  Group  services 
and  upcoming  publications,  call  718-548-7245  or  email 
robinsconsult@optonline.net. 


web  directory 

Avaya  Inc. 

http://www.avaya.com 

AT&T 

http://www.att.com 

Level  3 
Communications,  Inc. 

http://www.Level3.com 

Mitel  Networks 

http://www.mitel.com 


Siemens  Information  and 
Communication  Networks  ln« 

http://www.icn.siemens.com ' 

Sprint 

http://www.sprint.com 

Telephony@Work 

http://www.telephonyatwork.ccl 

TMC  (Internet  Telephony 
magazine,  Internet  Telephor| 
Conference  &  EXPO) 

http://www.tmcnet.com 


Produced  by  The  Custom  Publishing  Group,  www.custpub.c  | 

Design:  www.segalsavad.com 

For  information  about  Special  Advertising  Sections,  email 
Stacy  Sass-McAnulty,  director,  Worldwide  Special  Advertisl 
Sections,  at:  stacy_sass-mcanulty@businessweek.com 

Please  visit  www.businessweek.com/adsections 


__________ 


Why  do  the  world's  leading  voice  service  providers  expect  so  much  from  us? 
Because  their  customers  expect  so  much  from  them. 
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Today,  the  world's  leading  voice  service  providers  depend  on  Level  3  to  help  them  complete 
millions  of  connections.  They  count  on  the  world's  largest  Softswitch  network  -  which  carries 
more  than  24  billion  minutes  per  month  -  to  help  them  deliver  a  comprehensive  set  of  business 
and  residential  VoIP  services  to  their  customers.  All  with  carrier-grade  performance  and  reliability. 
iV   c.:0  '^o  voice  service  providers  rely  on  Level  3?  Because  their  customers  rely  on  them. 
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Coke:  Wooing 
The  TlVo  Generation 

[Tie  cola  giant5 s  quest  for  brand  loyalty  is 
ading  it  away  from  30-second  TV  spots 


m     mm     bhen  the  mar- 

'^A    m  A    mm  keters    at   Coca- 

B  m     A  —W  Cola  Co.  recently 

A^V^A^V  wanted   to   reach 

■  Wt     W  to  teens  like 

■  W  m       Lauren  Salapatek, 

■  V  ■  a  17-year-old  high 
hool  junior  in  suburban  Chicago,  they 
dn't  do  it  through  TV  ads  during  the 

'rammys  or  Super  Bowl.  Instead,  the 
iifda  giant  lured  her  to  the  Coke  Red 
,  Hinge,  a  gathering  area  for  mall  rats 
at  it  built  in  a  shopping  center  in  the 
ii  Mrthern  'burbs.  The  lounge,  which  offers 
elusive   music,   movies,   and   videos 
ped  in  via  sound  domes  and  a  plasma- 
reen  media  wall,  has  quickly  become  a 
gular  afternoon  and  evening  gathering 
ot  for  Salapatek  and  her  friends.  "It's 
ol,  it's  comfortable,  it's  in  the  middle  of 
mall,"    she   nods   approvingly   as 
Tnkin  Park's  Faint  blares  from  the  hood- 
speakers. 


Coke's  lounges,  created  with  the  help 
of  the  trendy  Rockwell  Group  design 
shop,  symbolize  the  sea  change  in  mar- 
keting that's  under  way  at  the  once-fabled 
marketing  icon.  For  decades,  Coke  was 
the  master  of  the  30-second  TV  spot:  Ad- 
vertising Age  ranked  Coke's  classic  "Hill- 
top" and  "Mean  Joe  Greene"  ads  as 
two  of  the  best  ever.  But  thanks  to  media 


GATHER  'ROUND      fragmentation  and  the 
Teens  use  the        growing  use  of  devices 
Coke  Lounge  in     \&e  TjVo  that  let  view- 
J1^^^3 ' '  ers  skip  ads  altogether, 

megamarketers  can 
now  hit  no  better  than  15%  of  the  popula- 
tion with  an  ad  in  prime  time— far  less 
than  the  40%  reached  as  recently  as  the 
mid-1980s.  Coke  signaled  the  shift  early 
last  year  when  President  Steven  J.  Heyer 
rattled  Madison  Avenue  with  a  speech 
warning  that  "the  days  of  mass,  homoge- 
nous marketing  are  behind  us." 

BONDING  EXERCISES 

IN  THE  PAST  YEAR,  Coke  has  accelerated 
its  shift  beyond  passive  TV  ads  toward  a 
so-called  experiential  approach  that  uses 
events  and  activities  to  build  a  closer 
bond  with  consumers.  So  far  it's  hard  to 
see  a  payoff  in  terms  of  more  Coke  sales. 
But  the  decision  of  such  a  hugely  influen- 
tial marketer  to  shift  big  dollars  away 
from  traditional  ads  is  making  ripples  far 
from  Coke's  Atlanta  headquarters. 

The  idea  is  that  instead  of  bombarding 
consumers  with  hard-sell  ads  that  they're 
going  to  tune  out  anyway,  the  brand  will 
do  better  if  it  subtly  infiltrates  their  daily 
routines.  While  management  won't  dis- 
cuss how  it  allocates  its  marketing  dol- 
lars, ad  tracker  TNS  Media  Intelli- 
gence/CMR  estimates  that  last  year 
through  October  Coke  spent  just  $188.7 
million  on  TV  advertising  in  the  U.S.,  a 
sharp  drop  from  $268.1  million  in  2001. 

Coke  has  diverted  money  into  new  ini- 
tiatives that  allow  it  to  embed  itself  into 
the  favorite  activities  of  its  target  audi- 
ence, everything  from  sports  to  music  to 
the  Internet.  In  Spain,  Coke  launched  a 
Web  site  where  the  large  share  of  twenty- 
somethings  who  still  live  at  home  can  de- 
sign their  own  "virtual  apartment,"  Sim- 
City-style.  In  Britain,  the  soda  giant 
created  a  Web  site,  myCokeMusic.com, 
that  lets  surfers  mix  their  own  tracks— 
and  then  submit  them  for  a  "thumbs  up" 
or  "thumbs  down"  review  by  peers. 

Coke  has  a  lot  riding  on  Meyer's  grand 


HaveaCokeanda..yideoGame? 


Here's  how 

Coca-Cola 

is  moving 

beyond 

traditional 

television 

advertising 


■  It's  esting  "teen  lounges"  in  Chicago  and  Los  Angeles  where  kids  can 
watch  music  videos,  listen  to  music,  play  video  games-and  buy  Coke 
drinks  from  a  see-through  vending  machine  

■  In  Britain,  it  has  launched  the  myCokeMusic.com  Web  site,  wheie 
surfers  can  legally  download  more  than  250,000  songs 

■  It  has  taken  a  prominent  role  in  Venezuela's  version  of  Who  Wants 
to  Be  a  Millionaire,  with  players  asked  Coke  trivia  questions  that  are 
integrated  into  the  content  of  the  show 
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asier  and  more  efficient  • 


Now  there  s  a  better  way 
to  manage  information, 
from  the   time   it's 
created  until  the 
moment   you  dispose 
of  it  -  information 
lifecycle  management. 
It's  a  process  that 
helps  you  reduce  cost 
and  complexity,   get 
the  most   out   of  your 
IT  assets,   and  meet 
regulatory  compliance 
requirements.    All 
while   it   keeps   your 
information   safer 
and  more  accessible. 
EMC    is    the    only 
company  that  has  the 
technologies,  services, 
and  solutions  to  bring 
information  lifecycle 
management  to  life. 
To  learn  more,  visit 
EMC.com/ilm  or  call 
(866)  796-6369. 


EMC 

where  information  lives 


2004  EMC  Corporation.  All  n 


experiment  because  its  marketing  has 
seriously  stumbled  in  recent  years.  For- 
mer CEO  M.  Douglas  Ivester  made  no 
secret  of  his  distrust  of  Madison  Av- 
enue, pumping  money  into  merchan- 
dising and  trade  promotion.  While  sales 
volume  soared,  Ivester's  heavy  reliance 
on  promotions  led  to  deep  discounting 
that  depressed  North  American  profits 
for  a  considerable  stretch. 

When  Douglas  N.  Daft  took  over  as 
CEO  in  2000,  he  vowed  to  return  Coke 
to  its  marketing  greatness.  But  at  a  time 
when  admakers'  "big  ideas"  have  a 
harder  time  resonating  with  a  splintered 
audience,  the  company  has  been  criti- 
cized for  its  erratic  efforts— one  oddball 
ad  featured  a  wheelchair-ridden  grand- 
mother going  ballistic  after  being  told 
there  was  no  Coke  at  a  party.  "Brand  al- 
legiances have  changed  so  drastically. 
You  are  no  longer  a  Chevy  family  or  a 
Coke  family,"  says  Tom  Pirko,  president 
of  New  York  consultants  BevMark  LLC. 
"They're  an  old  company  trying  to  be  a 
new  company— that's  going  to  take 
some  time." 

Some  believe  Heyer  is  a  leading  can- 
didate to  succeed  Daft— provided  his 
strategy  works.  Heyer  notes  that  "pur- 
chase intent"— the  likelihood  that  con- 
sumers will  buy  a  product— has  risen 
21%  for  the  flagship  Coke  Classic 
brand  under  the 

So  far,  the 


Elan  isn't 
oosting 
sales 


new  approach. 
However,  sales 
volume  in  North 
America,  which 
generates  a  quar- 
ter of  Coke's  sales 
and  profits,  re- 
mained flat  in 
2003,  thanks  to 
oversaturation  and  stiff  competition. 

Under  Heyer,  even  the  nature  of 
Coke's  TV  spending  has  changed.  Now, 
the  company  increasingly  wants  to  be 
part  of  the  show.  It  paid  $20  million- 
plus  to  get  red  Coke  cups  on  the  desks  of 
the  judges  of  Fox  Network's  American 
Idol  and  to  have  the  traditional  "green 
room"  guest  waiting  area  renamed— 
and  repainted— the  Coke  Red  Room. 

To  be  sure,  this  new  approach  isn't 
without  risks  of  its  own.  Paying  for 
product  placement  or  program  spon- 
sorships can  backfire  if  the  show 
gets  canceled.  But  with  consumers  in- 
creasingly tuning  out  TV  ads,  the  At- 
lanta soda  giant  may  have  no  choice 
but  to  find  ways  of  marketing  a  New 
Coke  to  consumers.  ■ 

-By  Dean  Foust  in  Atlanta, 
with  Brian  Grow  in  Chicago 
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Government  Election  '0 


Do  the  Democrats 
Need  Dixie? 

To  win  the  White  House,  the  party  maj 
focus  on  the  Midwest  and  Southwest 


RESIDENT  GEORGE  W. 
Bush  may  have  hit  a 
rough  patch,  but  there's 
one  part  of  the  country 
where  he  is  still  walking 
tall:  the  South.  Despite 
sliding  to  a  50%  job  ap- 
proval rating  in  a  Feb.  12-15  CBS  News 
Poll— down  from  60%  in  late  Decem- 
ber—Bush maintains  a  double-digit  lead 
in  the  South  in  matchups  with  his  top 
Democratic  rivals.  Combine  that  with  his 
sweep  of  11  Southern  states  in  2000,  and 
it's  not  hard  to  figure  out  why  Democrats 
are  contemplating  a  route  to  the  White 
House  that  doesn't  run  through  Dixie. 
"Al  Gore  proved  that  you  can  win  the 
election  without  a  single  Southern  state, 
if  he'd  only  won  New  Hampshire," 
Democratic  front-runner  John  Kerry  told 
supporters  in  San  Francisco  last  spring. 
The  Massachusetts  senator  has  since 
explained  that  he  was  talking  arithmetic, 
not  strategy.  But  Democratic  operatives 
say  the  party  may  have  no  choice  but  to 
bypass  the  South's  153  electoral  votes— 
57%  of  the  271  total  needed  to  win. 

So  party  strategists  are  looking  West 
—to  the  Midwest  or  Southwest,  that  is. 
They  are  focusing  on  the  industrial 
heartland,  where  manufacturing  jobs 
have  been  exported  by  the  millions,  and 
the  rapidly  growing  Southwest,  where 
Democrats  could  reap  benefits  from  fa- 
vorable demographic  trends.  Either 
gambit  will  require  the  party  to  hammer 
Bush  on  economics,  quiet  any  debate 
over  divisive  cultural  issues,  pick  the 
right  candidate  for  Veep— and  get  lucky. 
Still,  no  Democrat  has  ever  been  elect- 
ed without  winning  some  states  of  the 
old  Confederacy.  The  candidate  must 
hold  on  to  all  of  Gore's  "blue"  states— 
which  have  only  260  electoral  votes 
now,  down  from  267  in  2000  because  of 


post-census  reapportionment— an< 
states  with  10  more.  Without  the  So 
Democrat  will  have  to  carry  70 
the  rest  of  the  nation's  electoral  v< 
in  the  face  of  a  $200  million  GOP 
paign  to  portray  the  Democratic 
nee  as  an  out-of-the-mainstream 
"It's  mathematically  possible," 
Bush  pollster  Matthew 
Dowd,  "but  it's  like  draw- 
ing an  inside  straight." 

Democrats  are  careful 
not  to  write  off  the  South, 
insisting  that  they  can  be 
competitive  in  Florida, 
Arkansas,  and  Louisiana, 
three  states  that  Bill  Clin- 
ton carried  in  1996.  If 
North  Carolina  Senator 
John  Edwards  is  on  the 
ticket,  Dems  dream  of 
putting  his  economically 
battered  state  in  play,  too. 
But  some  analysts  say  it 
would  be  a  mistake  to 
pour  many  precious  dol- 
lars into  long-shot  con- 
tests in  Dixie.  "Democrats 
will  lose  the  war  if  they 
choose  to  fight  a  lot  of  bat- 
tles in  the  South,"  says 
political  scientist  Andrew 
Hernandez  of  St.  Mary's 
University  in  San  Antonio. 

By  Labor  Day,  the  Dems  will 
which  battles  are  worth  their  resoi 
But  they  already  are  concentra; 
these  two  theoretical  ways  of 
without  the  South: 

THE  HEARTLAND  STRATEGY.  This 
plan  would  focus  on  recapturing 
states  narrowly  won  by  Bush:  Wes 
ginia,  Ohio,  and  Missouri.  West  Yir  nj 
with  five  electoral  votes,  is  a  traditu  a , 
Democratic  state  where  Gore  didrii 
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Ohio 
has  lost 


jobs  under 
Bush 


about 
states 


*st  the  effort  to  overcome  a 
acklash  against  his  environ- 
lentalism.  It  has  been  ham- 
lered  by  the  economic  down-     _ 
lrn,  and   many  blue-collar    2iOyJ)\J\JU 
iters  who  favored  Bush  in 
300  are  angry  about  his  deci- 
on  to  end  steel  tariffs.  Mis- 
>uri  (11  electoral  votes)  is  one 
F  the  most  closely  contested 
ates  in  the  nation  and  has 
ten  slow  to  bounce  back  from  the  reces- 
on.  And  Bush  may  be  vulnerable  in 
hio  (20  electoral  votes),  which  has  lost 
30,000  manufacturing  jobs  since  he  be- 
ime  President.  "It's  very  hard  to  imagine 
ly  way  the  Republicans  win  without 
hio,"  says  Emory  University  political 
ientist  Merle  Black. 

Already,  the  export  of  factory  jobs  has 
mmed  Bush's  hopes  for  capturing  three 
g  industrial  states  he  has  targeted— 
.•nnsylvania,  Michigan,  and  Illinois, 
fhe  more  that  manufacturing  is  part  of 
!e  debate— and  cultural  issues  fail  to 
iminate— the  more  the  Democrats  ben- 
it,"  argues  G.  Terry  Madonna,  a  political 


liver  his  home  state.  Another 
possibility:  Iowa  Governor 
Tom  Vilsack,  a  rising  star  who 
earned  headlines  for  a  Feb.  13 
speech  at  Georgetown  Univer- 
sity blasting  the  President's 
economic  policies  as  "deeply 
ideological,  politically  cynical, 
and  deceptive." 

THE  SOUTHWEST  STRATEGY. 
Democrats  are  also  musing 
challenging  Bush  in  three  red 
-Arizona,  Colorado,  and  Nevada. 
In  this  high-growth  region,  with  a  cache 
of  24  electoral  votes,  swelling  numbers  of 
Latinos  and  migrants  from  California  and 
the  Northeast  have  watered  down  the  his- 
torical Republican  advantage.  Arizona 
and  New  Mexico  both  replaced  Republi- 
cans with  Democratic  governors  in  2002, 
and  Dems  are  convinced  that  they  can  be 
competitive  if  they  energize  Mexican- 
American  voters.  To  tip  the  balance,  they 
might  consider  a  Hispanic  Vice-Presiden- 
tial candidate  such  as  New  Mexico  Gov- 
ernor Bill  Richardson. 

Of  course,  Democrats  could  skip  the  re- 
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m  STATES  DEMS  WON  IN  2000 
HI  STATES  DEMS  WOULD  HAVE  TO  WIN 
Data:  Susmessttfee* 


dentist  at  Millersville  University  in 
11  nnsylvania.  But  Republicans  aren't 
n  ring  up  on  the  Midwest  without  a  fight, 
^deed,  Karl  Rove  &Co.  are  targeting 
ree  blue  states  where  Gore  eked  out  vic- 
*l  ies:  Iowa,  Minnesota,  and  Wisconsin, 
i  To  boost  Democratic  prospects  in  the 
5  artland,  the  nominee  could  choose  as 
ill  running  mate  Representative  Dick 
i°  phardt  of  St.  Louis,  a  longtime  ally  of 
In  ranized  labor  who  might  be  able  to  de- 


gional  game  and  just  try  to  pick  targets  of 
opportunity  as  they  develop.  Today,  the 
most  vulnerable  red  states  appear  to  be 
Nevada,  New  Hampshire,  and  West  Vir- 
ginia. The  list  could  grow  to  include  Flori- 
da and  Arkansas  if  the  nominee  can  con- 
nect with  swing  voters.  Mostly,  though, 
Democrats  are  not  counting  on  any 
Southern  comfort  in  2004-  ■ 

-By  Richard  S.  Dunham 
in  Washington 
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Social  Issues  Labor 


Will  Safeway's  CEO 
Get  Locked  Out? 

Analysts  say  that  when  grocery  employees 
finally  do  come  back,  Burd  may  have  to  go 


OR  FOUR  MONTHS  NOW, 
three  national  supermarket 
chains— Safeway,  Albertson's, 
and  Kroger— have  been 
locked  in  a  showdown  with 
71,000  unionized  workers  in 
southern  California.  But  as 
the  strike  that  began  on  Oct  11  went  before 
a  mediator,  it's  beginning  to  look  as  if  the 
industry's  aggressive  stance  could  backfire, 
maybe  even  leading  to  the  ouster  of  Safe- 
way CEO  Steven  A.  Burd,  who  has  led  the 
campaign  for  the  three  companies. 

Already,  the  dispute  has  inflicted  seri- 
ous damage  on  the  companies,  con- 
tributing heavily  to  a  $696  million  loss 
in  Safeway's  fiscal  fourth  quarter,  which 
ended  Jan.  3.  Equally  harmful,  Burd's 
bold  attack  has  enraged  employees, 
prompting  Wall  Street  concerns  that 
morale  woes  could  persist  long  past  the 
dispute's  resolution.  "There  are  people 
on  the  Street  who  want  a  change"  in 
management,  says  Stephen  C.  Chick,  an 
analyst  at  J.P.  Morgan  Securities,  which 
on  Feb.  2  downgraded  Safeway  shares  to 
a  sell.  Burd  declined  requests  for  an  in- 
terview. In  response  to  inquiries  from 
BusinessWeek,  Safeway  directors  said 
they  "fully  support  Burd  and  the  ap- 
proach he  and  his  management  team 
have  taken  with  the  labor  dispute." 

The  industry's  goal  is  to 
bring  its  health-care  costs 
more  in  line  with  those  of 
'nonunion  Wal-Mart  Stores 
Inc.  The  retail  giants  med- 
ical plan  covers  less  than 
half  of  its  workers,  and  its 
sales  clerks  earn  less,  on  av- 
erage, than  the  federal 
poverty  line.  To  match  that, 
Burd  and  his  counterparts 
want  to  shift  to  a  401(k)- 
style  health  plan  that  would 


Burd's  strike 
strategy  is 
only  one  in 
a  series  of 
costly 
missteps 


require  current  workers 
to  bear  part  of  the  bur- 
den of  future  medical  in- 
flation. They  also  want 
to  cut  contributions  for 
new  hires'  medical  cov- 
erage to  just  $1.35  per 
hour  worked,  the  union 
says,  vs.  $3.85  now  paid 
for  current  workers— a  65%  cut.  All  this 
has  infuriated  members  of  the  United 
Food  &  Commercial  Workers  (UFCW). 
"All  I  want  is  medical  insurance  to  take 
care  of  my  baby.  Is  that  so  much  to  ask?" 
says  Cynthia  Hernandez,  27,  a  Safeway 
striker  and  single  mother. 

The  irony  is  that  the  gro- 
cery workers  might  not 
have  dug  in  their  heels  so 
much— five  UFCW  locals 
have  exhausted  their  strike 
funds— if  Burd  had  been 
sawier  about  playing  them 
off  against  new  hires.  Since 
the  industry's  turnover  av- 
erages roughly  10%  a  year, 
its  new-hire  demand  could 
all  but  take  Safeway  off  the 


hook  for  health  coverage  for  up  to 
third  of  its  workforce  within  the  next 
years  by  attrition  alone.  If  Burd  ha 
cused  on  this  and  asked  less  of  cur 
workers,  they  probably  wouldn't 
fought  so  hard  for  employees  who 
yet  to  be  hired. 

BRIEF  PRAISE 

BURD'S  MISCALCULATION  comes 
top  of  several  others  in  recent  years, 
former  management  consultant,  53, 
accolades  when  he  took  over  12  years 
for  leveraged  buyout  firm  Kolhl 
Kravis  Roberts  &  Co.,  which  had  boi 
the  struggling  grocery  chain  in  1986 
went  public  again  in  1990,  and  today 
owns  no  shares,  although  four  KKR  d 
tors  still  sit  on  S 
way's  board  and 
lectively  own  3°/> 
the  stock.)  Burd 
slashed  costs  by  s 
ting  underperforn 
stores  and  intro 
ing  higher-ma 
private-label  item.- 

But   the    res 
turnaround     fait 
after  Burd  shelled 
$3.6  billion  in  the 
1990s  to  buy  tw 
gional     chains, 
minick's  Finer  F< 
Inc.     and     Rand 
Food    Markets 
Their  sales  plumm 
after    Safeway 
rowed  product 
tion  and  introdi 
private-label      g 
unfamiliar  to  lo 
Safeway  ended  up 
ing  more  than  $1. 
lion  in  writedo 
2002,  when  it  lost  $828  million  on 
enues  of  $32  billion.  Last  year,  the  lo 
lessened,  but  still  hit  $170  million.  Th 
news  cut  the  stock  price  nearly  in 
since  early  2002. 

Safeway  might  still  come  out  aheac 
can  settle  the  walkout  quickly.  Aftei 
talks  for  weeks,  the  two  sides  resumed 
gaining  on  Feb.  11,  so  a  resolution  a 
come  soon.  If  the  industry  gets  muc 
what  it  wants,  well-paying  grocery  jot 
the  U.S.  may  become  a  thing  of  the  ] 
Even  so,  Burd  might  have  to  go,  if  on 
restore  morale  among  a  resentful  w 
force,  says  Morningstar  Inc.  analyst  A 
Hugh  Sam.  In  that  case,  Burd  would  1 
won  the  perfect  Pyrrhic  victory.  ■ 
-By  Ronald  Graver  in  Los  Angeles 
Louise  Lee  in  San  Mateo,  C 


CALIFORNIA 

Workers  and 
their  families 
prepare  to 
march  toward 
the  home 
of  Safeway 
CEO  Burd 
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When  it  comes  to  negotiating  the  worlds  most 
formidable  real  estate,  the  GX  has  lew  peers.  With 
standard  technology  like  Downhill  Assist  Control 
and  Hill-start  Assist  Control,  those  outer  reaches 
of  civilization  can  take  on  a  less  daunting  air.  Such 
functional  prowess  is  enhanced,  however,  by  the 
kind  of  well-appointed  comfort  and  lush  quiet  you've 
come  to  expect  from  Lexus.  Name  your  location. 
The  welcome  mat  is  already  out.  THE   GX  470 
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As  jobs  in 
programming 
get  scarce,  he's 
more  cautious 
about  p[anning 
for  a  r 
tech  career 


nonanMH 


BY  STEPHEN  BAKER  AND  MANJEET  KRIPALANI 


Will 

Hurt  America's 

Supremacy? 


As  Indian 
technology 
comes  into  its 
own,  she  sees 
opportunity 
lossoming 
around  her 
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TEPHEN  HABERMAN  WAS  ONE  OF  A  HANDFUL 
of  folks  in  all  of  Chase  County,  Neb.,  who  knew 
how  to  program  a  computer.  In  the  spring  of 
1999,  at  the  height  of  the  Internet  boom,  the  17- 
year-old  whiz  wanted  to  strut  his  stuff  outside  of 
his  windswept  patch  of  prairie.  He  was  too 
young  for  a  nationwide  programming  competi- 
tion sponsored  by  Microsoft  Corp.,  so  an  older  friend  registered 
for  him.  Haberman  wowed  the  judges  with  a  flashy  Web  page 
design  and  finished  second  in  the  country.  Emboldened, 
Stephen  came  up  with  a  radical  idea:  Maybe  he  would  skip  col- 
lege altogether  and  mine  a  quick  fortune  in  dot-com  gold.  His 
mother,  Cindy,  put  the  kibosh  on  his  plan.  She  steered  him  to  a 
full  scholarship  at  the  University  of  Nebraska  at  Omaha. 

Haifa  world  away,  in  the  western  Indian  city  of  Nagpur,  a  19- 
year-old  named  Deepa  Paranjpe  was  having  an  argument  with 
her  father.  Sure,  computer  science  was  heating  up,  he  told  her. 
Western  companies  were  frantically  hiring  Indians  to  scour  mil- 
lions of  software  programs  and  eradicate  the  much-feared  mil- 
lennium bug.  But  this  craze  would  pass.  The  former  railroad 
employee  urged  his  daughter  to  pursue  traditional  engineering, 
a  much  safer  course.  Deepa  had  always  respected  her  father's 
opinions.  When  he  demanded  perfection  at  school,  she  deliv- 
ered nothing  less.  But  she  turned  a  deaf  ear  to  his  career  advice 


The  Software 


and  plunged  into  software.  After  all,  this  was  the  indt 
poised  to  change  the  world. 

As  Stephen  and  Deepa  emerge  this  summer  from  gradi 
school— one  in  Pittsburgh,  the  other  in  Bombay— they'll  find 
their  decisions  of  a  half-decade  ago  placed  their  dreams  on  a  | 
lision  course.  The  Internet  links  that  were  being  pieced  toge 
at  the  turn  of  the  century  now  provide  broadband  connec 
between  multinational  companies  and  brainy  programmer 
world  over.  For-Deepa  and  tens  of  thousands  of  other  Indian 
dents,  the  globalization  of  technology  offers  the  promise  of  j 
er  and  riches  in  a  blossoming  local  tech  industry.  But  for  Stej 
and  his  classmates  in  the  U.S.,  the  sudden  need  to  compete 
workers  across  the  world  ushers  in  an  era  of  uncertainty, 
good  jobs  be  waiting  for  them  when  they  graduate?  "I 
have  been  better  served  getting  an  MBA,"  Stephen  says. 

U.S.  software  programmers'  career  prospects,  once  da 
are  now  in  doubt.  Just  look  at  global  giants,  from  IBM  and  ] 
tronic  Data  Systems  to  Lehman  Brothers  and  Merrill  Ly 
They're  rushing  to  hire  tech  workers  offshore  while  liquida^ 
thousands  of  jobs  in  America.  In  the  past  three  years,  offsr 
programming  jobs  have  nearly  tripled,  from  27,000  to  an 
mated  80,000,  according  to  Forrester  Research  Inc.  And  Ga 
Inc.  figures  that  by  yearend,  1  of  every  10  jobs  in  U.S.  tech 
parties  will  move  to  emerging  markets.  In  other  words,  re 


Software  programming  is  the  iconic  job  of  the  Information  Age,  but  not  all  programmef 
are  created  equal.  Here's  the  breakdown  of  software  jobs  and  their  prospects: 


1  ARCHITECTS  A  few  thousand  tech  visionaries 
sketch  out  entire  systems  to  handle  complex 
jobs.  Adam  Bosworth,  for  example,  is  the  chief 
architect  at  BE  A  Systems. 


PAY  $150,000  to  $250,000. 
OUTLOOK  Outsourcing  is  a  nonissue. 


2  RESEARCHERS  They're  key  to  innovation,  which 
is  crucial  for  the  U.S.  But  there  are  only  about 
25,000  in  the  country,  many  in  academia, 
where  tenure  trumps  pay. 


PAY  $50,000  in  academia  to  $195,000  in  private  sector. 

OUTLOOK  Prospects  should  brighten  somewhat  with 
the  economy,  but  these  jobs  can  move  offshore,  too. 


3  CONSULTANTS  Business-savvy  consultants  advise 
corporations  about  their  technology  needs,  help 
them  install  new  software,  and  create  new 
applications  from  scratch. 


PAY  $72,000  to  $200,000. 

OUTLOOK  Still  bright  for  Americans.  U.S.  customers 
want  face  time  with  consultants. 


4  PROJECT  MANAGERS  Crucial  cogs  in  global  software 
factories.  They  coordinate  the  work  of  teams  in 
different  countries  and  time  zones  and  provide 
dependable  products  on  schedule. 


PAY  $96,000  to  $130,000. 

OUTLOOK  Good  managers  can  write  their  own  tickets.  Pay 
has  jumped  14.3%  in  the  past  two  years. 


5  BUSINESS  ANALYSTS  Go-betweens.  About  100,000 
analysts  figure  out  what  a  business  needs  and  turn  it 
into  a  spec  sheet  for  programmers.  It's  a  key  role  now 
since  the  company  and  its  programmers  are  often  apart. 


PAY  $52,000  to  $90,000. 

OUTLOOK  A  relatively  safe  haven  for  programmers-if  they 
have  communications  skills  and  a  grip  on  business. 


6  BASIC  PROGRAMMERS  The  foot  soldiers  in  the  information 
economy,  they  write  the  code  for  applications  and  update 
and  test  them.  Numbering  about  1  million,  they  are  one- 
third  of  all  U.S.  software  engineers  and  programmers. 


PAY  Has  tumbled  15%  since  2002.  Now  $52,000  to  $81,000. 

OUTLOOK  Watch  out.  Many  of  these  jobs  can  be  done  anywherl 
Forrester  predicts  18%  of  them  will  be  offshore  within  six  yearjb 
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jo  look  at  Stephen  will  also  consider  someone  like  Dee- 
— who's  willing  to  do  the  same  job  for  one-fifth  the  pay. 
S.  software  developers  "are  competing  with  everyone 
e  in  the  world  who  has  a  PC,"  says  Robert  R.  Bishop, 
ief  executive  of  computer  maker  Silicon  Graphics  Inc. 
For  many  of  America's  3  million  software  program- 
;rs,  it's  paradise  lost.  Just  a  few  years  back,  they  held 
;  keys  to  the  Information  Age.  Their  profession  not 
ly  lavished  many  with  stock  options  and  six-figure 
lanes  but  also  gave  them  the  means  to  start  companies 
it  could  change  the  world— the  next  Microsoft, 
'tscape,  or  Google.  Now,  these  veterans  of  Silicon  Val- 
•  and  Boston's  Route  128  exchange  heart-rending  job- 
s  stories  on  Web  sites  such  as  yourjobisgoingtoin- 
ixom.  Suddenly,  the  programmers  share  the  fate  of 
ilions  of  industrial  workers,  in  textiles,  autos,  and  steel, 
lose  jobs  have  marched  to  Mexico  and  China. 


■m 


Jxap  of  Faith55 

(IS  EXODUS  THROWS  THE  future  of  America's  tech 
Miomy  into  question.  For  decades,  the  U.S.  has  been  the 
grid's  technology  leader— thanks  in  large  part  to  its 
minance  of  software,  now  a  $200  billion-a-year  U.S.  in- 
stry.  Sure,  foreigners  have  made  their  share  of  the  ma- 
nes. But  the  U.S.  has  held  on  to  control  of  much  of  the 
lovative  brainwork  and  reaped  rich  dividends,  from  Mi- 
soft  to  the  entrepreneurial  hotbed  of  Silicon  Valley.  The 
■stion  now  is  whether  the  U.S.  can  continue  to  lead  the 
lustry  as  programming  spreads  around  the  globe  from 
lia  to  Bulgaria  (page  93).  Politicians  are  jumping  on  the 
ae  in  the  election  season.  And  it  will  probably  rage  on 
years,  affecting  everything  from  global  trade  to  ele- 
ntary-school  math  and  science  curriculums. 
Countering  the  doomsayers,  optimists  from  San  Jose, 
if.,  to  Bangalore  see  the  offshore  wave  as  a  godsend,  the 
st  productivity  miracle  of  the  Internet.  Companies  that 
-nage  it  well— no  easy  task— can  build  virtual  work- 
:es  spread  around  the  world,  not  only  soaking  up  low- 
t  talent  but  also  tapping  the  biggest  brains  on  earth  to 
aborate  on   complex  projects.   Marc  Andreessen, 
scape  Communications  Corp.'s  co-founder  and  now 
irman  of  Opsware  Inc.,  a  Sunnyvale  (Calif.)  startup, 
s  this  reshuffling  of  brainpower  leading  to  bold  new 
lications  and  sparking  growth  in  other  industries,  from 
engineering  to  energy.  This  could  mean  a  wealth  of 
d  new  jobs,  even  more  than  U.S.  companies  could  fill, 
requires  a  leap  of  faith,"  Andreessen  admits.  But  "in 
>  years  of  Western  history,  there  has  always  been  some- 
lg  new.  Always  always  always  always  always." 
'his  time,  though,  there's  no  guarantee  that  the  next  earth- 
king  innovations  will  pop  up  in  America.  Deepa,  for  exam- 
,  has  high-speed  Internet,  a  world-class  university,  and  a 
Iture-capital  industry  thaf  s  starting  to  take  shape  in  Bom- 
.  What's  more,  her  home  country  is  luring  back  entrepre- 
irs  and  technologists  who  lived  in  Silicon  Valley  during  the 
)ble  years.  Many  came  home  to  India  after  the  crash  and 
v  are  sowing  the  seeds  of  California's  startup  culture 
Dughout  the  subcontinent.  What's  to  stop  Deepa  from  mix- 
'  the  same  magic  that  Andreessen  conjured  a  decade  ago 
0  ?n  he  co-founded  Netscape?  It's  clear  that  in  a  networked 
*  Id,  U.S.  leadership  in  innovation  will  find  itself  under  siege. 
Tie  fallout  from  this  painful  process  could  be  toxic.  One 


Deepa 


AGE  24. 

BIRTHPLACE  Nagpur,  Maharashtra, 
India  (pop.  2.8  million). 

MARRIED  Not  yet.  Will  probably  have 
an  arranged  marriage-but  the  man 
must  support  her  career  goals. 

ACADEMICS  Finishing  a  master's 
at  the  Indian  Institute  of  Technology, 
Bombay. 


LANGUAGES  English,  Hindi,  and 
Marathi. 

COMPUTER  LANGUAGES  Nine, 
including  C++ and  Java. 

JOB  Starts  in  June  as  a  data-mining 
engineer  at  Veritas  Software's  facility 
in  Pune.  Pay:  $10,620  per  year. 

GOAL  To  "make  it  big"  as  an 
entrepreneur. 


danger  is  that  high-tech  horror  stories— the  pink  slips  and 
falling  wages— will  scare  the  coming  generation  of  American 
math  whizzes  away  from  software  careers,  starving  the  tech 
economy  of  brainpower.  While  the  number  of  students  in  com- 
puter-science programs  is  holding  steady— for  now— the  elite 
schools  have  seen  applications  fall  by  as  much  as  30%  in  two 
years.  If  that  trend  continues,  the  U.S.  will  be  relying  more  than 
ever  on  foreign-born  graduates  for  software  innovation.  And  as 
more  foreigners  decide  to  start  careers  and  companies  back  in 
their  home  countries,  the  U.S.  could  find  itself  lacking  a  vital 
resource.  Microsoft  CEO  Steven  A.  Ballmer  says  the  shortfall  of 
U.S.  tech  students  worries  him  more  than  any  other  issue. 
"The  U.S.  is  No.  3  now  in  the  world  and  falling  behind  quick- 
ly No.  1  [India]  and  No.  2  [China]  in  terms  of  computer-science 
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AGE:  22. 

BIRTHPLACE:  Chase  County, 
Neb.,  U.S.A.  (pop.  4,381). 

MARRIED:  Wife,  Amy,  also  a 
programmer,  couldn't  find  a  good 
tech  job  and  is  writing  a  Christian 
novei. 

ACADEMICS:  Finishing  a 
master's  in  software  engineering 
at  Carnegie  Mellon  University. 


LANGUAGE:  English. 

COMPUTER  LANGUAGES:  11. 

from  C"  to  Python. 

JOB:  None  yet.  He  hasn't 
interviewed  with  the  corporate 
recruiters  who  come  to  the 
Carnegie  Mellon  campus. 

GOAL  To  start  a  software- 
services  company  in  Omaha  and 
become  a  millionaire. 


graduates,"  he  said  in  late  2003  at  a  forum  in  New  York. 

Fear  in  the  industry  is  palpable.  Some  of  it  recalls  the  scares  of 
years  past:  OPEC  buying  up  the  world  in  the  '70s  and  Japan  Inc. 
taking  charge  a  decade  later.  The  lesson  from  those  episodes  is  to 
resist  quick  fixes  and  trust  in  the  long-term  adaptability  of  the 
U.S.  economy.  Job -protection  laws,  for  exam- 
ple, may  be  tempting.  But  they  could  hobble 
American  companies  in  the  global  market- 
place. Flexibility  is  precisely  what  has  allowed 
the  liS.  tech  industry  to  adapt  to  competition 
from  overseas.  In  1985,  under  pressure  from 
Japanese  rivals,  Intel  Corp.  exited  the  memo- 
ry-chip business  to  concentrate  all  its  resources  in  microproces- 
sors. The  result:  Intel  stands  unrivaled  in  the  business  today. 

While  the  departure  of  programming  jobs  is  a  major  concern, 
it's  not  a  national  crisis  yet.  Unemployment  in  the  industry  is 
7%.  So  far,  the  less-creative  software  jobs  are  the  ones  being 


moved  offshore:  bug-fixing,  updating  antiquated  code,  an  raj 
tine  programming  tasks  that  require  many  hands.  And  >n 
software  companies  are  demonstrating  that  they  can  co  pe 
against  lower-cost  rivals  with  improved  programming  me  oq 
more  automation,  and  innovative  business  models  (page  + 
For  the  rest  of  the  decade,  the  U.S.  will  probably  mair  i 
strong  hold  on  its  software  leadership,  even  as  comp. 
grows.  The  vast  U.S.  economy  remains  the  richest  marl : 
software  and-the  best  laboratory  for  new  ideas.  The  countn 
versities  are  packed  with  global  all-stars.  And  the  U.  S.  <bi 
markets  remain  second  to  none.  But  time  is  running  sh  i 
Americans  to  address  this  looming  challenge.  John  Park  si 
chief  technologist  at  Cap  Gemini  Ernst  &  Young,  estimate  tl| 
U.S.  companies,  students,  and  universities  have  five  years  tcra 
up  with  responses  to  global  shifts.  "Scenarios  start  to  looW 
and  wacky  after  2010,"  he  says.  And  within  a  decade,  "tbjnj 
consumer  base  in  India  and  China  will  be  moving  the  woi.i 


I 
1 

uf, 


People  Skills 


TO  THRIVE  IN  THAT  WACKY  WORLD,  programmer)  li 
Stephen  must  undergo  the  career  equivalent  of  an  exjei 
makeover.  Traditionally,  the  profession  has  attracted  bra 
troverts  who  are  content  to  code  away  in  isolation.  V  I 
much  of  that  work  going  overseas,  though,  the  most  succta 
American  programmers  will  be  those  who  master  peoplejcij 
The  industry  is  hungry  for  liaisons  between  customers  ; 
sic  programmers  and  for  managers  who  can  run  teams  <  pf 
grammers  scattered  around  the  world.  While  pay  for  baj  a 
plication  development  has  plummeted  175%  in  the  pa  q 
years,  according  to  Foote  Partners,  a  consultant  in  New  C   i 
Conn.,  U.S.  project  managers  have  seen  their  pay  rise  a 
age  of  14.3%.  since  2002. 

Finding  those  high-status  jobs  won't  be  easy.  Last  suiu 
34-year-old  Hal  Reed  was  so  hungry  for  a  programmi  i  j 
that  he  answered  an  ad  in  the  Boston  Globe  for  contract  v\  :| 
cMarkets,  a  Cambridge  (Mass.)  startup.  The  pay  was  $- 
—barely  more  than  an  outsourcing  company  charges  fo 
an  labor.  But  he  took  it.  Fortunately  for  him,  he  was  able  t 
vince  his  new  boss  quickly  that  he  was  much  more  than 
grammer.  He  could  lead  a  team.  Within  weeks,  his  boss 
doubled  Reed's  pay  and  made  him  the  chief  software  arcjt^ 
"He  had  great  strategic  thinking  skills,''  says  Jon  Carson, 
kets'  chief  executive.  "You  can't  outsource  that." 

To  prepare  students  for  the  hot  jobs,  universities  may  r^< 
revamp  their  computer-science  programs.  Carnegie  I1 
University,  where  Stephen  now  studies,  has  already  begv 
process.  His  one-year  master's  program  focuses  on  givir 
dents  the  skills  needed  to  manage  teams  and  to  play  the 
software  architect.  Such  workers  are  the  visionaries  who 
massive  projects  or  products  that  hundreds  or  even  thoi 

of  programmers  flesh 
The  key  players  in  tl 
ma,  including  thes 
master's  students,  St[» 
and  Deepa,  don't  ha 
luxury  to  wait  and  see 
turns  out.  Their  time  i 
Deepa  graduates  in  May  from  the  Bombay  campus  of  th 
an  Institute  of  Technology,  a  top  university  nestled  betwe 
lakes.  Stephen  emerges  three  months  later  from  the  Pitteju 
campus  of  CMU. 

The  options  they're  eyeing  illustrate  the  unfolding  ma  bl 


Stephen's  problem  is 
that  Indians  will  work 
for  one-fifth  the  pay 
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her  opportunities  are  limited  by  nothing  more  than  her 
nation.  She  is  thinking  not  only  about  the  next  job  but  aboul 
startup  that  she'll  found  after  that.  Stephen,  by  contrast,  is 
tious.  Even  at  22,  he's  attuned  to  the  risks  of  a  global  marke 
software  talent.  While  confident  he'll  make  a  good  living,  | 
plotting  out  a  career  that  sacrifices  opportunities  for  a  mes 
of  safety.  Self-protection,  an  afterthought  five  years  ago,  is 
lar  of  his  strategy. 


Florentin 


AGE:  27. 

BIRTHPLACE:  Bucharest, 
Romania  (pop.  2.3  million). 

ACADEMICS:  Bachelor's  in 
Computer  Science  at  Polytechnic 
University  of  Bucharest. 

JOB:  Day  job  designing  Web 


pages  for  an  American  tech 
company,  which  he  declines  to 
name.  Finds  freelance  work  on 
RentACoder.com.  Clears  $3,000 
per  month. 

GOAL  To  afford  a  bigger  house, 
a  better  car,  and  to  start  his  own 
software  company  in  Romania. 


industry  in  full  mutation.  A  software  career  is  no  refuge  for  the 
faint  of  heart.  Deepa,  for  example,  could  suffer  if  the  U.S.  gov- 
ernment moves  to  block  offshore  development  or  if  rocky  ex- 
periences in  foreign  lands  spark  an  industry  backlash.  And 
Stephen,  if  he  misplays  his  hand,  could  find  himself  competing 
with  lowballing  Filipinos  or  Uruguayans. 

For  now,  their  stories  reflect  the  moods  in  their  two  coun- 
tries—one with  lots  to  lose,  the  other  with  a  world  to  win.  Deepa 
is  brimming  with  optimism  about  the  future,  convinced  that 


The  Software 


Seeking  a  Niche 

IT'S  MIDDAY  IN  THE  WINDOWLESS  basement  labs  at  a 
Wean  Hall.  Stephen,  tall  and  lanky,  wearing  a  white  1 
tucked  into  jeans,  leans  back  in  his  chair  and  ponders 
ture.  He  signed  up  for  the  master's  program  at  CMU  on  tht 
vice  of  a  professor  in  Omaha  who  told  him  that  graduates 
an  MS  could  land  more  interesting  jobs  and  make  more  mc 
But  now  the  big  recruiters  coming  onto  the  snowy  Pittsbij 
campus— companies  such  as  Microsoft  and  Amazon.com  r 
—are  hiring  cheaper  undergrads,  he  says,  and  barely  giving 
masters  a  look.  Sure,  other  recruiters  come  knocking.  Bank 
says  with  a  grimace.  Insurance  companies.  But  the  idej 
working  in  a  finance-industry  tech  shop  leaves  him  cold, 
not  even  interviewing,"  he  says. 

The  17-year-old  hotshot  who  was  ready  to  skip  college 
make  a  mint  has  undergone  quite  a  change.  He's  married.] 
witnessed  the  bumps  in  the  world  of  software,  and  plans  tt 
tablish  "an  upper-middle-class  lifestyle,  and  maybe  more" ' 
businessman.  His  plan  is  to  carve  out  a  niche  for  himself  bad 
Omaha.  He'll  gather  three  or  four  colleagues  and  produce  cu>J 
software  for  businesses  in  town,  from  hospitals  and  steakho  I 
to  law  firms.  Omaha  is  plenty  big,  he  says,  for  a  good  busiil 
but  it's  remote  enough  to  insulate  his  startup  from  offshore  c| 
petition— and  even  from  the  bigger  competitors  in  Chicago 

Stephen  understands  the  threat  posed  by  smart  and  hu I 
programmers  in  distant  lands.  He  was  once  such  a  program 
himself.  From  his  senior  year  in  high  school  all  the  way  thrc 
college,  he  worked  as  a  freelancer  for  a  New  York  software 
velopment  company,  Beachead  Technologies  Inc.  Geoff  Br  j 
ins,  Beachead's  young  founder,  spotted  Stephen's  prize- 1 
ning  entry  in  the  1999  Microsoft  Web-site  design  contest 
called  Nebraska,  sent  Stephen  some  work,  and  was  blown  al 
"He  did  two  months  of  work  in  three  days,"  he  recalls.  Broo| 
quickly  signed  him  on  at  $15  an  hour,  ultimately  paying 
$45  an  hour.  Like  the  Indians,  Stephen  provided  a  low-cos. 


As  U.S  companies  move  software 
work  to  low-cost  countries... 


..salaries  in  vulnerable  U.S.  job 
segments  are  taking  hits... 


...discouraging 
tech  students 


THOUSANDS 


FALL  IN  AVERAGE  PAY  THE  PAST  TWO  YEARS 


05  PROJECTIONS  '10 


APPLICATION 
DEVELOPERS 

DATABASE 
ENGINEERS 

SYSTEM 
ADMINISTRATORS 


Data:  Foot?  Partners 


-17.5% 

-14.7% 

-5.4% 


Data  Computer  Research  Assn..  based  on  imdergfaduates 
m  PtiD-granting  unrversrbes 
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AGE  34. 

BIRTHPLACE  Outside 

Wilmore.Ky,  U.S.A.  (pop  4,200). 

ACADEMICS  Bachelor's  in 
math.  Wesleyan  University,  '91. 

JOB  Answered  an  ad  for 


entry-level  programming  work 
at  cMarket,  in  Cambridge, 
Mass.,  for  $45,000.  Quick 
promotion  to  software  architect 
nearly  doubled  his  pay. 

GOAL  To  help  cMarket  "take  off 
like  a  rocket." 


ternative  to  big-city  programmers— but  he  had  an  advantage 
because  he  spoke  American  English  and  was  only  one  time 
zone  away  from  New  York. 

The  job  let  Stephen  work  on  projects  that  normally  would 
have  been  far  beyond  the  reach  of  a  student.  One  was  to  create 
IBM's  Web  page  for  its  Linux  operating-system  technology— 
a  crucial  arm  of  Big  Blue's 
business.  "Stephen  was  lead 
engineer  on  that  project," 
Brookins  says.  The  student 
also  got  to  spend  much  of  the 
summer  of  2001  working  at 
Beachead's  office  ir>  New  York 
City.  It  was  a  fun  contrast  to  Nebraska,  he  recalls.  But  he  stopped 
working  for  Beachead  after  he  moved  to  Pittsburgh  last  summer. 

It  was  there  that  Stephen  got  a  strong  signal  that  the 
prospects  were  dimming  for  programmers.  When  his  wife, 
Amy,  a  fellow  computer-science  student  from  Nebraska,  began 
looking  for  programming  work,  she  came  back  to  their  subur- 


To  Deepa,  the  future  of 
technology  looks  like 
an  eight-lane  highway 


ban  apartment  disheartened.  The  only  available  jobs,  she| 
"would  have  paid  me  interns'  rates."  She  ditched  the  profe 
and  is  now  writing  a  Christian-themed  novel. 

Then,  Stephen's  old  boss  hammered  home  the  dangd 
coding  for  a  living  in  a  wired  world.  Beachead's  compej 
were  finding  cheaper  labor  offshore,  and  Brookins,  to ' 
tracts,  had  to  match  them.  Last  fall,  he  logged  on  to  a  Well 
RentACoder,  a  matchmaking  service  between  employer! 
some  30,000'programmers  around  the  world.  There,  Bro| 
found  a  27-year-old  Romanian  named  Florentin  Badea, 
from  Bucharest's  Polytechnic  University  and  the  llth-r;  | 
programmer  on  the  whole  site.  Badea  was  willing  to  cha 
$250  for  a  project  that  would  have  cost  $2,000,  Brool 
mates,  if  Stephen  had  done  it. 

Those  same  global  forces,  Stephen  admits,  could  even] 
hollow  out  his  business  in  Omaha.  Already,  Indian  tech-sl 
es  outfits  such  as  Infosys  and  Wipro  are  competing  he;| 
head  with  U.S.  companies  in  this  country.  But  Stephen 
ting  that  by  working  closely  with  customers,  he  can  whip  1 
firms  on  quality  and  service.  He  says  he'll  give  the  vent 
months  to  a  year  and  then  see  what  happens. 


Ultrafast  Track 

DEEPA  SEES  A  REVERSE  IMAGE  of  Stephen's  worldview.  \] 
the  prospects  for  U.S.  tech  grads  seem  to  narrow  as  th 
into  the  future,  she's  looking  down  an  eight-lane  highw; 
she  faces  her  own  set  of  challenges,  she  acknowledges, 
sipping  tea  with  her  classmates  in  a  breezy  open-air  cafet 
the  Indian  Institute  of  Technology's  Bombay  campus 
don't  want  to  be  cogs  in  a  software-programming  factor 
dia's  role  to  date.  Instead,  they  want  India  to  be  a  tech  p 
house  in  its  own  right  "Good  Indian  engineers  can  do  go 
sign  work,  but  we  need  a  venture  industry"  so  Indians  ca 
their  own  companies,  says  Deepa.  Her  pals  nod  in  agree 
Deepa  is  positioned  on  India's  ultrafast  track.  The  a 
pins  high  hopes  on  the  3,000  students  in  the  six  Institi 
Technology.  Their  alumni  are  stars  locally  and  worldwi 
eluding  Yogen  Dalai,  a  top  venture  capitalist  at  Mayfiel 
Desh  Deshpande,  founder  of  Sycamore  Networks  and  C 
Communications.  Within  this  elite,  Deepa  and  her  friend 
rarified  breed.  They  aced  the  grueling  national  exams, 
the  top  0.2%  and  winning  places  in  the  school  of  compu 
ence.  They're  known  as  "toppers."  The  challenge  for  D 
small  crowd  is  to  move  beyond  the  achievements  of  Dal 
Deshpande,  who  notched  their  successes  for  U.S.  comj 
and  to  make  their  mark  with  new  Indian  companies. 

That  means  bypassing  the  bread-and-butter  service  ; 
such  as  Tata,  Infosys,  and  Wipro,  that  dominate  the 
stage.  The  jobs  they  offer,  says  Deepa,  sound  boring, 
their  hands  on  exciting  research  anc 
creative  programming,  she  and  her 
are  banking  mostly  on  U.S.  companies 
dia,  including  Intel,  Texas  Instrumen 
Veritas.  This  summer,  when  Deepa 
ates,  she'll  be  a  software  engineer 
Pune  operations  of  Veritas  Software  C 
Silicon  Valley  storage-software  maker.  Her  pay  will  s 
$10,620  a  year— plenty  for  a  comfortable  middle-class  lif< 
dia.  "I'm  living  my  dream,"  she  says. 

And  thrilling  her  family.  Her  rather,  Arun  Paranjp 
grew  up  in  Mhow,  a  tiny  army-base  town  in  central 
could  afford  only  a  bachelor's  degree,  which  prepared  1 
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k  as  an  officer  in  India's  railways.  He  regretted  not  ad- 
:ing  further  and  along  with  Deepa's  homemaker  mother, 
mshed  his  two  daughters  toward  advanced  professional 
rees.  So  while  she  studied  Indian  classical  vocal  music  for 
!  years  and  escaped,  when  she  could,  to  the  cricket  field, 
pa  always  finished  at  the  top  of  her  class  in  mathematics, 
t  helped  her  land  a  plum  spot  in  the  computer-science  pro- 
n  at  Nagpur  University. 

ow  Deepa  is  ITT-Bombay's  star  in  search  technology— and 
s  hoping  that  this  specialty  will  be  her  ticket  to  a  rip-roaring 


career.  She  routinely  works  till  3  a.m.  in  the  department's  new 
20-pod  computer  lab,  doing  research  on  search  engines.  She  ad- 
mits the  work  at  Veritas,  at  least  initially,  will  involve  more  rou- 
tine database  tasks  than  the  cutting- edge  work  she's  hoping  for. 
But  if  Veritas  disappoints,  a  topper  like  Deepa  will  have  plenty  of 
other  options.  Both  the  search  giant  Google  Inc.  and  the  Web 
portal  Yahoo!  are  setting  up  research  and  development  centers  in 
India  this  year.  Deepa  hopes  to  manage  a  research  lab  some  day, 
and  ultimately,  she  says,  "I'd  like  to  be  an  entrepreneur." 

But  she's  an  entrepreneurial  revolutionary  and  family  tradi- 


Forget  India, 

Let's  Go  to  Bulgaria 


Where 


Peter  Kurpick  vividly  remembers 
his  first  trip  to  Bulgaria.  Traveling 
into  Sofia  from  the  airport  two 
years  ago,  the  executive  with 
German  software  giant  SAP 
eathed  air  thick  with  coal  smoke  and  saw 
undry  hanging  from  buildings  on  dirty, 
low-covered  streets.  Then  he  pulled  up  to 
e  gleaming  glass-and-marbie  tower  that 
xjses  SAP's  Bulgarian  research  lab.  It  was 
<e  "an  island  of  beauty,"  recalls  Kurpick, 
io  became  the  lab's  managing  director  in 
002.  Dedicated  that  year,  SAP's  facility  has 
10  engineers  who 
nte  vital  Java 
iftware  for  SAP's 
itting-edge  products 
ound  the  world. 
Wait-isn't  writing 
ftware  for  foreign 
vnpanies  India's 
jecialty?  By  the 
jmbers,  yes.  The 
jtsourcing  business 
ere  totaled  an 
.timated  $12  billion 
2003  out  of  $25 
llion  from  low-cost 
cales  worldwide.  But 
jlgaria,  Romania, 

id  other  locations  on  the  outskirts  of 
jrope  are  plying  a  new  twist  on  the  craze 
r  sending  technology  development 
fshore.  They're  pushing  what  pundits  call 
ear-shoring,"  or  shifting  work  to  countries 
at  cost  less  but  are  only  a  short  hop  away, 
inish  companies  farm  out  IT  work  to 
►tonia,  Germans  use  contractors  in  Poland, 
id  Italians  ship  projects  to  Serbia.  For  a  lot 
European  companies,  "India  seems  an 
/fully  long  way  away,"  says  information 


technology  services  analyst  Ian  Marriott  of 
researcher  Gartner  Inc. 

It  was  access  to  nearby  talent  that 
convinced  SAP  to  set  up  its  Bulgarian 
outpost,  which  has  turned  into  a  beacon  of 
hope  for  a  country  struggling  to  lift  itself  out 
of  communist-era  poverty.  But  it's  not  the 
only  one.  Scattered  around  the  capital  are 
hundreds  of  small  companies  doing  projects 
for  an  impressive  list  of  clients,  including 
Boeing,  BMW,  General  Motors,  and  Siemens. 
"There  is  an  exceptionally  high  level  of  talent 
in  Eastern  Europe,"  says  Kasper  Rorsted, 


associate  professor  at  American  University's 
Kogod  School  of  Business  in  Washington. 
French  companies  are  drawn  to  Romania, 
whose  Latinate  language  and  historic  links 
make  it  an  appealing  alternative  to 
Anglophone  locales.  German  companies  are 
likewise  lured  by  the  many  German  speakers 
in  Hungary  and  the  Czech  Republic.  "People 
want  to  be  able  to  pick  up  the  phone  and 
resolve  problems,"  Carmel  says. 

That's  boosting  places  like  Bucharest. 
Taking  advantage  of  ample  tech  talent  and 
engineering  wages  as  low  as  $6,500  a 
year-a  tenth  the  norm  in  Western  Europe- 
companies  including  IBM,  HP,  and  Alcatel 
have  set  up  shop  there.  On  Feb.  17,  software 
giant  Oracle  Corp.  announced  three  new 
centers  in  Bucharest  to  provide  European 
and  global  support  to  customers. 

As  in  the  U.S.,  growing  use  of  foreign 
workers  could  provoke  political  backlash.  So 
many  companies  keep  their  outsourcing 
plans  quiet-or  say  they're  merely  adding 


Doesn't  Rule 


European 
companies  are 
discovering 
nearby 
alternatives 
to  farming 
out  software 
programming 
to  India 


BULGARIA 

■  Hundreds  of  small 
software  companies  do 
contract  programming  for 
some  of  the  biggest 
customers  in  the  world, 
including  Boeing,  BMW,  and 
Nortel.  Other  giants,  such 
as  SAP  and  Computer 
Sciences,  have  local 
labs  in  Sofia. 


ROMANIA 

■  A  favorite  destination  for 
tech  facilities,  Bucharest 
hosts  support  centers  or 
software  labs  for  IBM,  HP, 
Oracle,  and  Alcatel, 
among  others.  Software 
exports  and  outsourced 
services  topped  $215  million 
in  2003.  Programmers  are 
also  busy  freelancers. 


managing  director  for  Europe,  Middle  East, 
and  Africa  at  Hewlett-Packard  Co. 

It's  not  just  distance  and  time  zones  that 
motivate  the  search  for  alternatives.  India 
struck  gold  with  U.S.  and  British  clients  in 
part  because  of  its  workers'  English  skills 
and  interpersonal  ties.  But  those  assets 
don't  hold  the  same  sway  for  French  or 
German  customers.  "Cultural,  linguistic,  and 
even  ethnic  connections  are  very  important 
in  near-shoring,"  says  Erran  Carmel,  an 


employees  elsewhere,  not  laying  them  off  at 
home.  What's  more,  the  cost  advantages  of 
some  countries— especially  those  slated  to 
join  the  European  Union  on  May  1 — will  likely 
diminish  as  their  living  standards  rise.  But 
for  now,  Europe's  poorest  countries  are 
looking  to  technology  for  an  economic  lift.  If 
near-shoring  keeps  growing,  many  of  them 
could  soon  sport  software  palaces  as 
symbolic  as  Sofia's. 

-By  Andy  Reinhardt  in  Paris 
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SPECIAL  REPORT 


tionalist  at  the  same  time.  If  s  part  of  her  balancing  act.  Con- 
sider her  eventual  marriage.  As  an  attractive,  professional 
woman,  she'll  make  a  prize  catch  in  India's  conservative 
marriage  market.  Deepa  expects  she  will  have  an  arranged 
marriage:  Her  parents  will  chose  a  suitable  husband  for  her 
from  within  her  own  caste.  But  she  is  firm:  Her  husband 
would  have  to  be  an  entrepreneur,  or  a  tech  whiz,  and  prefer- 
ably in  the  same  field,  "so  we  can  have  a  common  platform 
and  he  can  understand  my  work,"  she  says. 

Maybe  one  day  the  couple  will  be  able  to  raise  venture 
money  together.  While  venture-capital  investing  didn't  exist 
in  India  until  a  few  years  ago,  the  industry  is  starting  to  take 
root.  In  2003,  India's  85  venture-capital  firms  invested  about 
$162  million  in  tech  companies,  according  to  estimates  from 
the  India  trade  group  National  Association  of  Software  &  Ser- 
vices Cos.  That's  up  from  zero  in  1998.  Still,  if  s  miles  short  of 
the  financial  support  available  to  Stephen  and  his  classmates. 
The  700  U.S.  venture  firms  poured  $9.2  billion  into  tech  start- 
ups last  year,  according  to  market  researcher  VentureOne. 

Multicultural  Edge 

DIVERSITY  IS  ANOTHER  advantage  the  U.S.  has  over  India. 
Take  a  stroll  with  Deepa  through  the  leafy  ITT  campus,  and 
practically  everyone  is  Indian.  Stephen's  scene  at  CMU,  by 
contrast,  feels  like  the  U.N.  Classmates  joke  in  Asian  and  Eu- 
ropean languages,  and  a  strong  smell  of  microwaved  curry 
floats  in  the  air.  This  atmosphere  extends  to  American  tech 
companies.  With  their  diverse  workforces,  American  com- 
panies can  field  teams  that  speak  Mandarin,  Hindi,  French, 
Russian— you  name  it.  As  global  software  projects  take 
shape,  with  development  ceaselessly  following  the  path  of 
daylight  around  the  globe,  multicultural  teams  have  a  big 
edge.  Who  better  than  U.S. -based  workers  to  stitch  together 
these  projects  and  manage  them?  "These  people  can  act  as 
bridges  to  the  global  economy,''  says  Amar  Gupta,  a  tech- 
nology professor  at  Massachusetts  Institute  of  Technology's 
Sloan  School  of  Management. 

The  question  is  whether  the  technology  industry  can  re- 
spond quickly  enough  to  a  revolution  thaf  s  racing  ahead  on 
Internet  time.  Stephen's  former  boss,  Brookins,  frets  that  the 
pace  could  overwhelm  the  coming  generation  of  U.S.  pro- 
grammers, including  his  former  Nebraska  star.  "He's  a  ge- 
nius. He's  the  future  of  the  country.  [But]  if  the  question  is 
whether  there's  going  to  be  a  happy  ending  for  Stephen, 
there's  a  big  question  mark  there,"  Brookins  says.  Stephen  is 
betting  that  quality  and  customer  service  will  offset  the  cost 
advantage  of  having  computer  programmers  10  time  zones 
away.  He  still  sees  software  in  the  U.  S.  as  a  path  to  wealth— 
"though  I  won't  really  know  until  I  get  out  there,"  he  says. 

While  Stephen  is  busy  mounting  his  defenses,  Deepa  is 
setting  out  on  the  hard  climb  to  build  Silicon  India.  Much 
like  their  two  countries,  the  leader  is  looking  cautiously 
over  his  shoulder  while  the  challenger  is  chugging  single- 
mindedly  ahead.  No  matter  which  way  they  may  zig  or  zag, 
both  of  them  are  prepared  to  encounter  rough  competition 
from  every  corner  of  the  globe.  There's  no  such  thing  as  a 
safe  distance  in  software  anymore.  ■ 

-  With  Robert  D.  Hofandjim  Kerstetter  in  San  Mateo,  Calif. 


_  For  a  Q&A  with  Opsware  CEO  Marc 
Andreesen  and  a  story  about  American  startups  tapping  foreign 
programmers,  go  to  www.businessweek.com/extra.htm 
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Now  More  Than 
Ever,  Innovation 
Is  the  Answer 

Jobs  will  arise  from  the  creation  of 
new  products,  processes,  and  mark 
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AS  TECHNOLOGY  jobs  boon 
Asia   and   employment 
guishes  here,  it's  easy  to 
give  American  tech  wort1 
for   casting   an   angry 
across  the  Pacific.  To  find  the  real 
thieves,  though,  they  needn't  look  so  f; 
a  mirror  will  do.  Without  the  technolo^  l 
that  U.S.  techies  produced  during   m 
1990s  boom,  offshore  outsourcing  ne  * 

would  have  happened.  Global  high-speed  networks,    ptk 
cheaper  computers,  and  ubiquitous  run-your-business  soft 
made  it  possible  to  have  operations  anywhere  from  Bang  i 
Bangalore.  Pity  the  poor  tech  workers:  Who  else  in  bus  A) 
must  keep  creating  the  very  innovations  that  may  som  INIE 
obliterate  their  own  jobs?  e  _ 

Yet  now  more  than  ever,  they  have  no  choice.  Continuij  i  n 
innovate  is  the  one  way  tech  workers  and  their  companie:  Iter 
survive  the  latest  disruption.  They  must  keep  creating  leac  pj 
edge  technologies  that  make  their  companies  more  produ 
—and  especially,  innovations  that  spark  entirely  new  mai  A 
After  all,  the  same  tech  boom  that  spawned  offshoring  alsc 
ated  mulubillion- dollar  Internet  markets  and  blockbuster 
cesses  from  Amazon.com  to  eBay  to  Google— creating  t| 
sands  of  new  jobs,  largely  in  the  U.S. 

It's  not  just  a  matter  of  creating  the  next  hot  product  or 
ice,  though  that  certainly  will  help.  Companies  need  to  ke 
novating  in  all  of  their  operations— seeking  out  and  cred 
cutting-edge  technologies  and  then  applying  them  to  trans  [ 
outdated,  inefficient  business  processes.  Says  indeper 
business  consultant  John  Hagel  III:  "At  the  end  of  the  day| 
puts  a  big  innovation  challenge  on  the  table." 

First,  it's  especially  important  that  corporations  keep  ij 
vating  in  software  development.  One  technique  that  was 
in  the  late  1990s  is  called  extreme  programming.  In  thif| 
proach,  programmers  work  directly  with  businessj 
breaking  projects  into  pieces  that  can  be  written  and  tested] 
Pairs  of  programmers  literally  write  code  together  simi 


94  I  BusinessWeek  i  March  1.  200* 


—creating  real-time 
s  and  quashing 
as  they  go  along, 
echnique  is  not  yet 
y  employed,  but  it 
d  be.  By  using  ex- 
e  programming, 
et  Inc.,  a  transporta- 
nanagement  soft- 
company  in  Dallas, 
ible  to  cut  produc- 
ime  on  its  projects  in 
Says  Oregon  soft- 
development  con- 
it  and  extreme-pro- 
ming  pioneer  Kent 
"It's  possible  to  get 
1  good  results  at 
;  comparable  to  the 
urcers." 

lers  are  trying  to 
?  even  more  funda- 
al  software  innova- 
I  Intentional  Soft- 
iCorp.  in  Bellevue, 
[,  aims  to  automate 
imbersome  process  of  communication  between  product 
lers  or  businesspeople  and  the  programmers  they  work 
Founder  Charles  Simonyi,  a  longtime  Microsoft  Corp. 
d  who  managed  the  teams  that  created  Word  and  other 
•ograms,  says  the  traditional  process  leads  to  errors  and 
levelopment  times.  He's  creating  tools  that  he  says  will 
it  much  simpler  for  product  designers  or  businesspeople 
;ctly  convey  their  intentions  for  the  software  into  a  form 
in  be  more  accurately  transformed  into  usable  code.  Says 
iyi,  who  expects  to  have  a  product  ready  within  two  years: 
mation  can  create  jobs  that  are  much  more  rewarding." 

:kyard  Alternatives 

ANIES  ALSO  MUST  KEEP  abreast  of  innovative  tech- 
ies  that  can  cut  costs  even  more  than  going  offshore. 
|all,  cellular  carrier  Liberty  Wireless  outsourced  some 
enter  jobs  to  the  Philippines.  But  at  the  same  time,  it 
(led  a  voice-activated  service  from  Mountain  View 
,)  startup  BeVocal  Inc.  that  guides  people  to  answers 
%\v  menus  instead  of  routing  them  to  a  live  operator.  Be- 


SIMONYI:  "Automation  can  create  jobs  that  are  much  more  rewarding" 


Vocal  estimates  that  its 
service  costs  less  than 
10  <t  a  minute,  vs.  at  least 
25<t  for  a  live  call  center 
in  India  or  the  Philip- 
pines. "We  hope  to  use 
less  offshore  labor  and 
more  automation,"  says 
Liberty  President  Donald 
Charlton,  who  expects 
the  BeVocal  system  to 
handle  50%  of  Liberty's 
calls  eventually,  up  from 
25%  today. 

Finally,  companies 
should  never  stop  looking 
in  their  own  backyard  for 
alternatives  to  offshoring. 
Many  of  them  are  fighting 
outsourcers  by  applying 
technology  to  forge  new, 
more  competitive  busi- 
ness models.  Last  year, 
for  instance,  Real-Time 
Technology  Solutions 
Inc.,  a  New  York  soft- 
ware-testing company,  created  a  remote  service  using  net- 
working technologies  and  Web  software.  Because  its  U.S.- 
based  engineers  can  get  more  done  working  remotely,  says 
William  Hayduk,  president  and  director  of  professional  serv- 
ices, RTTS's  rates  now  approach  those  of  the  outsourcers.  Re- 
sult: That  business  has  grown  to  be  20%  of  RTTS's  sales. 

These  prescriptions  won't  stop  the  economic  forces  that  are 
pushing  jobs  offshore.  But  coupling  innovative  approaches 
with  offshoring  could  pay  off  for  everyone.  Consider  the  case  of 
NetScaler  Inc.,  a  Silicon  Valley  maker  of  network  switches  that 
speed  online  applications  such  as  Google  searches.  It  had  to  cut 
its  100-person  staff  to  55  in  2002  after  the  September  11  attacks 
dried  up  sales.  To  survive,  it  launched  an  operation  in  Banga- 
lore. Round-the-clock  work  in  the  U.S.  and  India  helped  it  pack 
leading-edge  data-compression  and  security  features  into  its 
latest  product.  Now,  with  sales  jumping  more  than  tenfold,  to 
well  above  $10  million  last  year,  it  has  boosted  its  U.S.  staff  to 
105,  even  larger  than  before.  "Saving  money  is  important,"  says 
CEO  B.V.  Jagadeesh.  "But  keeping  the  technology  edge  is  even 
more  important."  That's  something  America's  tech  companies 
should  never  forget.  ■ 


eeping  the  U.S.  Software  Industry        1 1 


inology,  which  has  made  offshore  outsourcing  possible,  is  also  the  key  to  saving  the  U.S.  software 
jstry  and  its  workers  from  decline.  Here's  how: 


tOVE  PROGRAMMING  A  new  method 
tware  development  called  extreme 
amming  sets  rigorous  business  goals  for 
:ts,  devises  tests  to  catch  bugs  faster,  and 
s  the  projects  into  pieces  that  can  be  done 
ly  by  small  teams.  Transportation-software 
p  Nextjet.  in  Dallas,  used  the  method  to  cut 
i  production  times  in  half. 


INNOVATE  NEW  BUSINESS  MODELS  An 

onsite  software-testing  service  offered  by 
New  York's  Real-Time  Technology  Solutions 
(RTTS)  couldn't  compete  with  offshore 
outsourcers.  But  by  using  networking  and 
Web  software  to  launch  a  new  remote  service 
staffed  by  U.S.  engineers,  it  can  now  offer 
rates  comparable  to  those  of  outsourcers. 


AUTOMATE  Even  as  cellular  carrier  Liberty 
Wireless  outsourced  customer  call 
centers  to  the  Philippines  last  fall,  it  also 
began  using  an  automated  service  from 
BeVocal.  Already,  the  automated  system 
handles  25%  of  Liberty's  calls,  which  cost  less 
than  100  per  minute,  vs.  at  least  25<2  for  a  live 
operator  overseas. 
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Finance  Corporate  Finance 


Dividends  Are 
Simply  Divine 

Profits  are  up,  taxes  are  down,  and 
more  companies  are  making  big  payouts 


AFTER  TAKING  OVER  AS 
chief  executive  last  year, 
James  R.  Cantalupo 
wanted  to  show  that  the 
turnaround  at  McDon- 
ald's Corp.— and  its  new 
commitment  not  to 
waste  money— was  real.  So  in  September, 
he  announced  a  70%  hike  in  the  annual 
dividend,  the  burger  giant' s  biggest  in- 
crease in  25  years.  The  move  committed 
McDonald's  to  passing  out  an  extra  $200 
million  a  year  to  shareholders,  cash  that 
otherwise  might  have  gone  toward  ill- 
conceived  expansion  schemes.  "It  was," 
says  Chief  Financial  Officer  Matthew  H. 
Paull,  "a  way  of  putting  our  money 
where  our  mouth  is." 

Moves  like  McDonald's  have 
out  in  scores  of  board- 
rooms over  the  past 
year.  Ifs  all  part  of  a 
huge  shift  in  corporate 
finance  that  began  in 
December,  2002,  when 
the  Bush  Administra- 
tion began  sounding 
out  ways  to  cut  taxes  on 
dividends.  Some  370 
companies  in  the  Stan- 
dard &  Poor's  500- 
stock  index  are  now 
paying  dividends,  19 
more  than  in  2002.  And 
last  year  these  companies  paid  out  $161 
billion-  up  8.8%  from  the  year  before. 
This  year,  S&P  expects  payouts  to  rise  by 
an  additional  10.7%,  the  biggest  increase 
since  1989.  Among  the  first-timers  joining 
the  dividend  bandwagon:  Best  Buy,  Clear 
Channel  Communications,  Reebok  Inter- 
national, and  Microsoft.  "Dividends  are 
now    back    in    play,"    says    Howard 
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BACK  IN  FASHION 


Companies  are 
boosting  dividends 

PERCENT 


DEC.  31,  '89 

Data:  S'indard  &  Poor's 


Silverblatt,  equity  market  analyst  at  S&P. 
The  switch  marks  a  sharp  turning 
point  after  two  decades  in  which  compa- 
nies handed  out  less  and  less  of  their  prof- 
its directly  to  shareholders.  But  that  peri- 
od may  have  been  an  aberration,  says 
Jeremy  J.  Siegel,  professor  of  finance  at 
the  Wharton  School  of  the  University  of 
Pennsylvania.  Over  most  of  the  past  cen- 
tury "it  was  considered  essential  to  pay 
dividends,"  he  says.  They  enhance  the 
credibility  of  reported  earnings  and  make 
executives  think  twice  about  how  they  use 
shareholders'  money.  This  year's  jump  in 
payouts  shows  that  corporations  not  only 
are  making  more  money  but  also  they're 
more  confident  they  can  keep  the  cash 
flowing,  he  says. 

So  why  are  dividends  back  in  fashion? 
The  biggest  reason  may 
simply  be  the  surge  in 
corporate  profits  at  the 
end  of  last  year.  So  far, 
fourth-quarter  earnings 
from  continuing  opera- 
tions at  S&P  500  com- 
panies have  leaped 
28%,  compared  with 
the  year-earlier  period. 
And  the  dividend-tax 
cut  last  year  probably 
encouraged  companies 
to  share  more  of  those 
profits.  The  cut  reduced 
government's  slice  of  dividend  payments 
to  15%  from  the  35%  maximum  federal 
rate  on  ordinary  income.  It  also  put  divi- 
dend taxes  on  a  par  with  those  for  capital 
gains,  removing  the  disadvantage  of  div- 
idends for  individual  investors.  What's 
more,  companies  hoping  to  woo  skeptical 
investors  back  to  the  market  after  several 
years  of  earnings  games  and  financial 


BMBHBl 


scandals  may  have  used  dividends 
suage  doubts  about  corporate  accoi 
"There  are  very  few  ways  a  firm 
it,  year  in  and  year  out,  when  they'r 
ing  good  dividends,"  says  Siegel. 

SPECIAL  GIFTS 

MORE  EVIDENCE  THAT  chief  fina 
officers  are  changing  their  minds  i 
idends  piles  up  every  day.  On  Feb. 
raised  its  quarterly  payouts  9%, 
than  $1.1  billion  a  year.  The  mone 
come  from  the  company's  ample 
flow,  which,  thanks  to  cost-cut 
strengthening  demand,  jumped 
billion  to  $3.8  billion  in  2003. 
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,  the  Chicago-based  power  compa- 
nounced  its  third  hike  in  12  months 
27,  raising  its  dividend  by  25% 
a  year  ago.  Marketing  giant  Omni- 
roup  Inc.  joined  the  parade  by  lift- 
3  quarterly  dividend  12.5%,  to  22.5<t 
re,  on  Feb.  17,  the  same  day  that 
:al-devices  maker  Guidant  Corp. 
ated  a  25%  raise  in  its  quarterly 
t,  boosting  it  to  10<J:.  Already,  65 
anies  in  the  S&P  500  have  raised 
dividends  this  year  through  mid- 
ary,  nine  more  than  in  January  and 
February  last  year. 
?  biggest  payers  are  banks,  insur- 
companies,   and   other   financial 


houses.  They  are  paying  out 
34%  more  than  last  year,  reflect- 
ing the  rebound  in  the  markets 
and  the  economy.  Goldman 
Sachs  Group  and  Citigroup 
raised  their  dividends  by  108% 
and  94%,  respectively,  last  year. 
Lehman  Brothers  has  raised  its 
dividend  by  33%  twice  in  the 
past  14  months. 

Some  companies  are  endear- 
ing themselves  to  shareholders 
even  more  with  special  cash  div- 
idends. So  far  this  year,  58  com- 
panies, most  outside  the  S&P 
500,  have  declared  such  payouts. 
For  instance,  on  Mar.  1,  Renais- 
sance Learning  Inc.  will  make  a 
one-time  cash  payment  of  $2.15 
a  share,  plus  a  new  quarterly  div- 
idend of  4$  a  share.  The  compa- 
ny, which  produces  reading  and 
math  products  for  K-12  students, 
figures  it  can  set  aside  some  of  its 
strong  cash  flow  without  tying  its 
hands  in  the  future. 

THINKING  TWICE 

SO  WHICH  STOCKS  perform 
better,  those  that  pay  dividends 
or  those  that  don't?  Dividend 
stocks  generally  beat  broad  mar- 
ket indexes  from  2000  through 
2002.  In  fact,  with  share  prices 
plunging  those  years,  dividends 
were  essentially  the  only  return 
investors  got.  The  pattern  re- 
versed in  2003,  with  the  come- 
back of  tech  stocks,  few  of  which 
pay  dividends.  Dividend  payers 
in  the  S&P  500  climbed  23% 
while  nonpayers  rose  54%,  ac- 
cording to  International  Invest- 
ment &  Strategy  Group  Inc.,  a 
New  York  institutional  broker. 
But,  says  finance  professor 
Siegel,  dividend-paying  stocks 
have  produced  better  returns 
over  the  long  run. 

Either  way,  the  renewed  interest  in  div- 
idends has  one  big  payoff  that's  less  easi- 
ly measured:  making  executives  and  in- 
vestors think  again  about  how  best  to  use 
corporate  cash.  Says  Jason  Trennert,  chief 
investment  strategist  at  ISI  Group:  "The 
fact  that  you  can  provide  some  return  in 
the  form  of  a  dividend  might  give  some 
companies  a  break  from  pursuing  growth 
at  any  cost." 

So  why  haven't  tech  companies 
jumped  on  the  bandwagon?  Of  the  83 
info-tech  companies  in  the  S&P  500, 
fewer  than  a  third  pay  dividends.  Most 
use  any  extra  cash  to  buy  back  stock.  In 
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Sharing  the  Bounty 

SECTOR 

ANNUAL 
DIVIDEND' 
(BILLIONS) 

INCREASE 

Financials 

$51 

34% 

Consumer  Staples 

21 

16 

Health  Care 

20 

6 

Industrials 

20 

12 

Energy 

14 

6 

Telecom  Services 

12 

11 

Consumer  Discretionary 

11 

5 

Utilities 

11 

3 

Information  Technology 

7 

95 

Materials 

6 

7 

*  For  2004.  based  on  current  dividend  rates. 
Increase  is  over  2003  starting  rates. 

fact,  while  the  sector  accounts  for  18%  of 
the  market  value  of  the  index,  its  divi- 
dends amount  to  just  4%  of  S&P  500 
payouts.  And  that's  after  tech  outfits 
doubled  their  payouts  last  year.  "We're 
just  not  seeing  the  demand  out  there" 
from  investors,  argues  Intuit  Inc.  CFO 
Robert  R.  "Brad"  Henske. 

Young  tech  outfits,  in  particular,  insist 
that  their  investors  are  more  interested  in 
growth— and  the  stock  appreciation  that 
comes  with  it— than  in  dividends.  Such 
companies  say  they  attract  investors  who 
want  them  to  find  smart  places  to  put 
their  money.  "We  believe  we  should  use 
our  cash  to  invest  in  our  own  or  new  busi- 
nesses first,  since  that' s  the  greatest  op- 
portunity for  growth,"  says  Barry  Diller, 
CEO  of  InterActiveCorp,  parent  of  Expe- 
dia,  Hotels.com,  and  Home  Shopping 
Network.  "Dividends  will  come  when 
we've  reached  some  level  of  maturity." 

Even  Microsoft's  highly  publicized  de- 
cision to  start  paying  a  dividend  is  pro- 
ducing only  a  token  payment  of  l6<t  a 
share— for  a  0.6%  yield.  And  its  $1.7  bil- 
lion in  annual  dividend  payments  is  tiny 
compared  with  its  $53  billion  cash  hoard 
and  the  roughly  $16  billion  it  pockets  in 
annual  cash  flow.  Microsoft  executives 
have  said  it  is  prudent  for  them  to  keep  a 
lot  of  cash  as  insurance  against  a  pending 
private  antitrust  lawsuit  and  an  investi- 
gation by  European  authorities.  If  the 
company  overcomes  these  hurdles,  in- 
vestors have  a  suggestion  on  how  it  can 
celebrate:  Raise  its  dividend!  ■ 

-By  Joseph  Weber  in  Chicago  and 

David  Henry  in  New  York,  with  Michael 

Arndt  in  Chicago,  Timothy  J.  Mullaney  in 

New  York,  and  Jay  Greene  in  Seattle 
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Finance  Wall  Street 


Is  the  Bull  Ready  to 
Catch  Its  Breath? 

Valuations  aren't  really  out  of  whack— and 
a  correction  may  be  a  buying  opportunity 


THESE  DAYS,  MARKET 
soothsayers  are  fond  of 
saying,  "Stocks  have  got- 
ten ahead  of  them- 
selves"—and  perhaps  for 
good  reason.  Stocks  have 
been  on  a  tear  since  they 
bottomed  out  last  March.  The  Standard  & 
Poor's  500-stock  index  is  up  44%,  the 
Dow  Jones  industrial  average  has  ad- 
vanced 42%,  and  the  NASDAQ  Composite 
Index  has  risen  an  astonishing  64%. 
That's  leading  to  gloomy  talk  that  a  pull- 
back  might  be  in  store.  All  the  same,  few 
equity  strategists  consider  the  market 
overvalued— even  at  today's  lofty  heights. 
A  pullback,  say  experts,  is  just  what  the 
market  needs  right  now  to  temper  in- 
vestor giddiness,  bring  highfliers  down  to 
earth,  and  set  the  stage  for  some  smart 
buys  before  the  rise  resumes.  Even  now, 
valuations  aren't  completely  out  of  whack, 
although  some  pockets  of  the  market  look 
overheated.  The  S&P  500  is  trading 
around  20  times  estimated  earnings  over 
the  next  12  months.  True,  that  compares 
with  a  long-term  average  of  about  15.  But 
it  means  that  price-earnings  ratios  are 


back  to  the  levels  of  five  years  ago,  before 
the  marker's  end-of-the-century  bubble. 
Also,  with  interest  rates  at  45 -year  lows, 
low  inflation,  and  rock-bottom  bond 
yields,  somewhat  higher  valuations  are 
justified.  Says  Jack  Caffrey,  private  client 
equity  strategist  at  J.P.  Morgan  Private 
Bank:  "Though  stocks  aren't  as  robust  as 
they  were  a  year  ago,  they  remain  the  pre- 
ferred asset  class."  Indeed,  some  models 
show  that  with  rates  so  low,  average  price- 
earnings  ratios  could  rise  as  high  as  25  be- 
fore the  market  is  fully  valued. 


RATIONAL  EXUBERANCE 


Stocks  are  soaring but  valuations  stay  in  line 

25 
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BULL  RUN  Even  theme 
optimistic  analysts  se 
profits  decelerating 

That     doesn't     n 
some  sectors  aren't  ri 
priced,    especially    t 
The  100  largest  NASI 
companies  are  tradin 
35  times  this  year's 
pected  earnings.  And 
stocks  are  red-hot  ag 
According  to  a  Smith  1 
ney  study  of  the  50  lar 
actively  managed  U.S 
uity  funds,  tech  was 
most  highly  represe 
sector,  with  holding: 
creasing  44%  since 
June.  "Investors  have  already  load 
the  tech  wagon,"  says  Tobias  M. 
kovich,  chief  U.S.  equity  strategis| 
Smith  Barney. 

Small-cap  companies  also  fall  int 
heady  category.  Indeed,  many  small 
panies  with  scant  or  no  earnings—' 
er-quality  stocks,"  in  Wall  Street 
ance— have  been  the  top  performers 
the  past  year.  Meantime,  solid  blue  c 
with  consistent  earnings  and  divi 
payouts  have  lagged— making  them 
tential  buys.  The  Russell  2000,  a  sr 
company  index,  is  trading  at  arounn 
times  expected  earnings.  But  as  Ion 
the  economy  continues  to  improve 
interest  rates  stay  near  today's  le 
strategists  wager  that  any  market  cb 
tion  would  give  way  to  a  rebound. 

PULLBACK  TO  BOUNCEBACK 

THE  COMING  months  could  be  bv 
Several  factors  support  a  pullback.  Aj 
ther  rise  in  corporate  earnings  has 
priced  into  today's  quotes,  so  stronj 
suits  from  here  on  aren't  likely  to  pro 
much  extra  lift.  Bullish  sentimer  ^" 
high,  another  sign  that  stocks  ma  s* 
ahead  of  themselves.  And  the  ms  ty 
hasn't  had  a  significant  retreat  in  ah  « : 
a  year.  Says  Levko^  r. 
"Our  view  is,  we're  it 
a  pullback."  He  fig 
the  market  could  re 
as  much  as  15%  by 
summer. 

Since  last  Ma 
trough,  the  market  ro 
ed  ahead  on  rising  * 
ings,  but  profit  grow 
likely  to  slow.  Industr 
alysts  polled  by  Thor 
First  Call  project  S&P 
profits  will  be  up  a  he 
12%  in  2004  over  last 
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Finance  Bankruptcies 


although  that's  less  than  an  18%  rise  in 
2003  over  2002.  One  big  reason:  As  the 
year  progresses,  it'll  be  harder  to  top  last 
year's  big  profits.  Says  Richard  Bernstein, 
"chief  U.S.  strategist  at  Merrill  Lynch  & 
Co:  "Everybody,  even  the  biggest  of 
bulls,  is  forecasting  that  profits  will  de- 
celerate in  2004" 

Investors  have  also  become  more  ex- 
uberant. That  worries  some  analysts. 
The  UBS/Gallup  Index  of  Investor  Op- 
timism reported  on  Jan.  24  that  in- 
vestors were  more  confident  about  the 
market  now  than  they  had  been  in  the 
past  22  months.  Says  Yale  University 
economics  professor  Robert  J.  Shiller, 
who  foreshadowed  the  2000  tech  bust 
in  his  book  Irrational  Exuberance:  "A 
really  prominent  feature  is  that  people 
don't  see  much  downside  risk 
right  now." 

RATE  JITTERS 

LONGER-TERM,  THERE'S  also  the 
specter  of  rising  interest  rates.  Although 
most  strategists  and  economists  don't 
expect  the  Federal  Reserve  to  boost  rates 
until  late  spring  or  early  summer,  or 
even  later  in  the  year,  investors  already 
feel  jittery  about  the  prospects.  Since 
rates  are  coming  off  such  low  levels, 
they  could  have  less  impact  on  the  mar- 
ket than  some  anticipate  when  they  do 
rise.  Still,  according  to  RiskMetrics 
Group  Inc.,  a  New  York-based  risk 
management  firm,  certain  interest-rate- 
sensitive  sectors  such  as  financials  and 
materials  could  take  a  big  hit  from 
rising  rates. 

If  the  market  does  stage  a  pullback— 
especially  in  the  double  digits— there's  a 
silver  lining:  It  would  improve  valua- 
tions and  diminish  investor  giddiness.  It 
may  also  spur  a  shift  into  some  of  those 
less  risky  large-cap  stocks  with  steadier 
earnings.  "Investors  have  already  made 
the  quick  bucks,"  says  Woody  Dorsey,  a 
behavioral  market  strategist  and  presi- 
dent of  Market  Semiotics  in  Castleton, 
Vt.  "They're  going  to  be  thinking,  Til 
settle  down  and  get  serious  and  get  into 
some  safer  stocks.' " 

After  that,  it  would  be  much  easier  for 
•  stocks  to  resume  their  upward  course.  A 
10%  or  so  annual  gain— the  average 
over  the  long  haul— is  the  more  likely 
scenario  for  this  year.  That  means  the 
market  could  see  "a  return  to  normal- 
ization"—an  aphorism  that,  like  "stocks 
have  gotten  ahead  of  themselves,"  often 
turns  out  to  be  true.  ■ 

-ByMarcia  Vickers,  with 

David  Henry  in  New  York  and 

Rich  Miller  in  Washington 
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The  Small-Biz  Jol 
Machine  Sputters 

Bankruptcies  are  disproportionately 
hitting  a  key  source  of  new  employme] 


»* 


IT'S  THE  BIGGEST  QUESTION 
mark  hanging  over  the  economy: 
If  the  recovery  is  so  great,  why  is 
job  growth  so  sluggish?  High  pro- 
ductivity, imports  from  China, 
and  outsourcing  of  jobs  to  India 
may  all  be  part  of  the  answer,  but 
some  bankruptcy  experts  also  point  to 
the  troubles  plaguing  small  businesses. 
They  usually  create  most  of  the  new  jobs 
in  the  initial  stages  of  a  rebound.  But  this 
time,  they're  increasingly  going  belly-up 
and  extinguishing  jobs  instead.  In  fact, 
for  the  first  time  since  1990,  more  busi- 
nesses with  more  than  one  and  fewer 
than  500  employees  shut  down  in  2001 
and  2002  than  were  created,  according 
to  the  Small  Business  Administration's 
most  recent  data.  And  there's  no  sign  of 
improvement  yet.  "You're  not  seeing  an 
economic  recovery  for  smaller  compa- 


■M 


nies,"  says  Michael 
Sharkey,  president  of 
LaSalle  Business 
Credit  LLC  in  Chica- 
go, which  lends  to 
smaller  companies. 

Life  has  become  a  lot  roug 
small  fry:  More  than  ever,  their 
for  error  is  slim,  and  their  cloutl 
banks  and  suppliers  is  weak.  They'll 
ting  hit  with  fast-rising  health-car-f 
terial,  and  energy  costs  that  biggeij 
parties  can  more  easily  absorb  or 
prices  to  cover.  At  the  same  time, 
small  companies  can  no  longer  fel 
bankers  and  investors  who  have  gh I 
waiting  for  their  cash-strapped  <| 
tions  to  turn  around  and  are  startl 
pull  the  plug  on  them.  Others  are  f 
under  after  losing  big  customer 
have  gone  bankrupt.  Professor  Edvl 


Middleware  is  Everywhere. 


Can  you  see  it? 
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Middleware 

Key 

MIDDLEWARE  IS  IBM  SOFTWARE.  Powerful  software 
like  Tivolif  DB2*  and  WebSphere8  Open,  behind-the-glass 
technology  that  can  automate  it  all  -  IBM,  Microsoft?  Oracle, 
Sun.  Problems  are  foreseen  and  solved  before  they  occur. 
IT  resources  are  directed  to  core  business  needs.  Costs  are 
significantly  reduced.  It's  automation.  On  demand.  And  it's 
what  keeps  companies  and  customers  happy.  Very  happy. 
(©business  on  demand  "at  ibm.com/software/automate 

1.  Automatic  overview  of  operation. 

2.  Automatic  shipping  of  sale. 

3.  Automatic  identity  verification. 

4.  Automatic  updating  of  inventory. 

5.  Automatic  tracking  of  delivery. 

IBM  i)H? 


.go  and  e  b 
ui  in  thi  i  ounlries  M* 

Other  company,  prod  marks  of  olhei  I  IBM  Corporator).  AH  i 
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Altman  at  New  York  University's  Leonard 
N.  Stern  School  of  Business  expects  pub- 
lic companies  that  owe  creditors  less  than 
$100  million  to  account  for  over  half  of  all 
corporate  bankruptcy  filings  this  year,  up 
from  21%  in  1999.  He  figures  the  average 
total  debt  in  bankruptcy  filings  for  public 
companies  with  $100  million  or  more  in 
liabilities  will  also  shrink,  after  falling 
from  $277  million  in  2002  to  $110  million 
last  year. 

DOUBLE  STANDARD 

ALL  THIS  IS  HAPPENING  just  as  much 
economic  data  seem  to  show  that  small 
businesses  are  getting  more  upbeat.  More 
applied  for  loans  in  2003's  last  quarter 
than  in  the  previous  quarter,  according  to 
January's  Federal  Reserve  survey  of  senior 
loan  officers.  And  the  National  Federation 
of  Independent  Business  Index  of  small- 
business  optimism  hit  the  fourth-highest 
quarterly  reading  in  the  survey's  30-year 
history  in  January. 

still,  the  specter  of  bankruptcy  looms 
large  for  the  throngs  of  companies  that 
compete  with  Wal-Mart  Stores  Inc.  and 
other  discounters.  Several  companies 
that  filed  for  Chapter  11  protection  in  re- 
cent months— including  Tower  Records, 
toy  retailer  FAO,  Factory  2-U  Stores,  and 
One  Price  Clothing  Stores— had  earlier 
specifically  cited  cutthroat  competition 
with  the  discounters  as 
major  risks  to  their  busi- 
nesses in  Securities  & 
Exchange  Commission 
filings.  Wal-Mart  de- 
clined to  comment.  Says 
Gary  M.  Kulp,  president 
of  the  retail  division  of 
Boston-based  restruc- 
turing advisory  and  in- 
vestment firm  Gordon 
Brothers  Group  LLC: 
"Retailers  are  now  faced 
with  a  changing  con- 
sumer dynamic  that  is  so 
fast  that  if  a  public  com- 
pany misses  a  beat,  it 
gets  slammed." 

What  makes  matters 
worse  is  that  bankers 
and  investors  are  less 
willing  to  toss  a  lifeline 
to  a  troubled  small  com- 
pany.'Unlike  past  recov- 
eries, when  even  small 
fry  could  raise  cash 
quickly  by  issuing  a  junk 
bond,  investors  aren't  in- 
terested in  issues  of  less 
than  $150  million  be- 
cause they  can't  easily  be 


The  Big 
Squeeze 
On  Small 

Companies 

The  economy  is  picking 
up,  yet  large  numbers 
of  small  businesses  are 
going  bust.  Here's  why: 

PRICING  PRESSURE 

Competition  from  imports  and 
resistance  from  savvy  buyers 
make  it  hard  to  raise  prices. 

RISING  COSTS  Higher  fuel, 

transportation,  and  material 
costs  are  cutting  into  already 
narrow  margins. 


TRICKLE  DOWN  Bankrupt 
large  companies  were  major 
customers  of  smaller  outfits. 

IMPATIENT  BACKERS  B  a  n  ke  rs 

are  pulling  the  plug  on  smaller 
companies  faster  than  before 
while  cutting  larger  ones  slack, 


traded.  "The  smaller  issuer  trying 
to  raise  $25  million  has  many  few- 
er sources  than  one  trying  to  raise 
a  larger  amount,"  says  Jeffrey 
Bloomberg,  a  vice-chairman  at 
Gordon  Brothers.  "This  is  one  area  where 
size  matters:  Liquidity  is  available  to  the 
larger  weak  companies  but  not  to  the 
smaller  weak  ones." 

In  the  wake  of  a  string  of  business  fail- 
ures, boards  are  increasingly  leery  of  giv- 
ing failing  companies  more  than  one  shot 
at  recovery  if  their  business  models  seem 
flawed.  Archibald  Candy  Corp.'s  Fanny 
Farmer  and  Fannie  May  stores  were  once 
ubiquitous  on  downtown  corners  across 
the  Northeast  and  Midwest.  But  when  no 
one  came  to  its  rescue,  it 
was  forced  in  January  by 
its  board  to  file  for 
bankruptcy  for  the  sec- 
ond time.  The  same 
happened  to  FAO, 
which  catered  to  a  high- 
end  clientele  with  its 
FAO  Schwarz  and  Zany 
Brainy  toy  stores,  after 
its  board  decided  in  De- 
cember that  it  had  no 
choice.  Says  Carter  Pate, 
vice-chairman  for  client 
services  at  Pricewater- 
houseCoopers:  "When 
many  smaller  compa- 
nies' orders  didn't  pick 
up,  the  model  they  put 
forth  to  the  investing 
public  was  busted." 

Some  companies  are 
getting  dragged  down 
by  their  customers.  On 
Jan.  28,  Perryville  Ener- 
gy Partners  LLC,  a  unit 
of  electric  utility  Cleco 
Corp.  in  Pineville,  La., 
filed  for  bankruptcy.  In 
July,  it  had  gone  into  au- 
tomatic  default   on    a 


FROZEN  OUT  Companies 
that  compete  with 
Wal-Mart  are  especially 
vulnerable 


Data:         :iessWeek 


$133  million  lo;| 
ter  its  main  cust 
Mirant    Corp., 
for  bankruptcy.| 
ryville's     loan 
good  only  if  its  | 
client  stayed  i 

Soon,  more  i| 
tries    and    otht 
gions    may   fee 
crunch.  Last  yea  I 
ifornia,NewYorj 
Texas  were  espd 
hard  hit  becav 
their  large  coned 
tions    of    high  I 
energy-related, 
financial-ser3 
businesses.   Pril 
terhouseCooper| 
pects  drugrm 
computer  manufacturers,  and  ac 
trative-support  companies  to  be  th  | 
big  casualties.  Many  construction  i 
estate  companies  could  also  hit  thl 
when  interest  rates  inch  up,  poteif 
puncturing  the  recent  refinancing 

MOUNTAINS  OF  JUNK 

EVEN  BIG  COMPANIES  could  be  l 
ble  again  if  bankers  and  investor! 
denly  become  more  risk-averse.  O  f 
4,  Standard  &  Poor's  warned  that  a  i 
share  of  lower-rated  bonds,  esp'i 
from  consumer-products  and  tej 
companies,  could  result  in  "renew  | 
fault  pressure"  in  the  next  two  yea 
day,  23%  of  all  American  corporate  I 
rated  junk,  up  from  17%  just  two  [ 
ago,  according  to  the  team  that  fd 
global  bond  indexes  for  Merrill  Ly 
Co.  Many  big  corporations  could 
dire  straits  if  they  are  held  to  the  | 
strict  standards  as  smaller  ones. 

For  now,  bigger  remains  better. " 
seem  to  be  giving  more  waivers  to 
companies,  and  bondholders  are  alll 
them  to  put  their  problems  off,'| 
Christopher  Stuttard,  editor  of  Ban! 
cyData.com.  That  could  be  one  i| 
why  the  total  number  of  public  comjl 
filing  for  bankruptcy  may  decline  b}| 
to  about  100  this  year,  according  to  f 
waterhouseCoopers  estimates. 

That's  little  comfort  to  businessj 
Chicago's  Archibald.  Faced  with  a  c| 
combination  of  rising  operating  cos 
sluggish  sales,  the  84-year-old  prcl 
of  Fannie  May  and  Fanny  Farmer  c;| 
closed  its  main  factory  in  January! 
it's  shutting  the  last  three  of  its  mor  I 
200  stores— and  letting  go  of  thouj 
of  people  who  worked  there. 

-By  Emily  Thornton  in  Ne 
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MIDDLEWARE  IS  IBM  SOFTWARE.  Software  like  IBM 
DB2  Content  Manager.  A  complete  and  open  solution  that 
easily  manages  and  leverages  information  from  almost 
anywhere.  Even  content  like  video  and  scanned  images  is 
easily  and  securely  accessed.  It's  how  responsiveness 
increases,  productivity  soars  and  knowledge  becomes  power. 
@  business  on  demand"  Go  to  ibm.com/db2/middleware 

1.  Verifies  insurance  on  the  spot. 

2.  Files  digital  claim  in  an  instant. 

3.  Approves  estimate  at  the  site. 

4.  Orders  new  bumper  at  the  scene. 
I       5.  Receives  settlement  in  a  snap. 

,„M.  DB2.  the  e-business  logo  and  e-business  on  demand  are  registered  trademarks  or  trademarks  of  International  Business  Machines  Corporation  in  the 
United  States  and  or  other  countries.  ©2003  IBM  Corporation  All  rights  reserved 
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FEW  GRANTS 

Olian  points 
to  a  lack 
of  financial 
support 
for  PhD 
programs 

Is  There  a  Doctor 
In  the  B-School? 

Universities  are  searching  for  ways 
to  generate  more  business  PhDs 


HE  BUSINESS  PHD  IS  AN 
endangered  species.  In 
2002,  a  mere  1,095  people 
earned  the  degree— vs. 
more  than  6,600  PhDs  in 
social  sciences  and  5,300  in 
humanities.  And  since  some 
40%  of  all  business  PhDs  head  direcdy 
from  B-school  to  Corporate  America,  that 
leaves  only  about  650  to  fill  faculty  slots  at 
B-schools.  The  schools  have  been  coping, 
but  some  500  spots  for  doctorate-holding 
faculty  went  vacant  in  2003— more  than 
double  the  number  two  years  earlier. 

The  short  supply  of  PhDs— and  the 
stepped-up  use  of  former  and  practic- 
ing executives  to  help  fill  the  gap— has 
sparked  a  debate  over  who  ought  to  be 
teaching  the  business  leaders  of  tomorrow. 
Some  educators  say  that  quality  will  suffer 
if  schools  lean  too  heavily  on  "clinical"  fac- 
ulty, the  practicing  managers  who  give  lec- 
tures to  MBA  students  and  undergraduates 
but  generally  offer  little  in  the  way  of  aca- 
demic rigor.  Critics  charge  that  the  practice 


could  dilute  the  value  of  a  business  degree 
by  weakening  the  academic  core,  essen- 
tially creating  two  classes  of  faculty— those 
who  research  and  those  who  teach.  Ulti- 
mately, it  could  attract  the  ire  of  Corporate 
America.  "Short-term  strategies  are  not 
the  way  to  go,"  says  Robert  Magee,  associ- 
ate dean  at  Northwestern  University's 
Kellogg  School  of  Management. 

Others  in  the  B-school  environment  are 
not  as  worried.  So  far,  they  say,  most 
schools  have  used  clinical  faculty  sparing- 
ly. The  Association  to  Advance  Collegiate 


WANTED:  B-SCHOOL  PROFS 


ER  OF  FACULTY 


02 

Data:  AACSB 


Schools  of  Business  (AACSB),  the  maj 
school  accrediting  body,  endorsed  th 
ployment  of  untrained  execs  for  schoc 
by  faculty  shortages,  even  as  it  point 
the  need  for  a  fuller  PhD  pipeline. 

Signs  of  a  worsening  faculty  sho 
have  been  cropping  up  for  a  decade. 
PhD  degrees  enjoyed  popularity  ii 
1960s  and  1970s,  the  number  of  yci 
sters  applying  for  them  dropped  in 
fields,  but  perhaps  none  as  dramat 
as  those  in  business.  No  arena  is 
fected,  from  finance  and  accounti 
strategy  and   information   techn 
Lured  by  big-bucks  careers  in  Co 
America,  qualified  applicants  have 
died  despite  the  fact  that  B-school  f; 
positions  often  carry  salaries  of  $10< 
or  more,  plus  consulting  opportuni 

To  limit  the  resource  crunch 
schools  have  cut  back  on  their  do< 
programs,  contributing  to  the  PhD  s 
ages.  "If  s  a  unique  situation  when 
institution  feels  it's  solving  its  own 
et  problem  by  cutting  back  PhD  pro; 
but  the  industry  as  a  whole  suffers, 
Bernard  J.  Milano,  president  of  the 
Foundation  and  a  member  of  the  A 
group  formed  to  study  the  doctoral 

PRICEY  PROGRAMS 

B-SCHOOLS  SAY  THEY  have  little  C  J 
since  doctoral  programs  are  expensl 
run,  with  schools  handing  out  stipe?! 
up  to  $25,000  a  year  along  with  fu| 
tion  for  PhD  candidates.  Although 
schools  funnel  profits  from  lucrativej 
utive  programs  into  PhD  support,  tha 
ten  not  enough.  In  other  disci; 
grants  from  organizations  such  as  I 
tional  Science  Foundation  help  pay  I 
ucate  graduate  students.  But  "of  tht| 
billion  funded  to  PhD  programs 
NSF,  only  $10  million  goes  to  busi 
laments  Judy  Olian,  dean  of  the  Smefi 
lege  of  Business  at  Pennsylvania  Stat* 
versity  and  chair  of  the  AACSB  comn 
Schools  also  could  get  more  ere 
Kellogg's   Magee   and   others   su 
inviting  nonbusiness  PhDs  from 
such  as  psychology  and  sociology  t( 
vert  themselves  into  B-school  pn 
strategy,  organizational  behavior,  ai 
like.  Many  schools  have  done  tha 
deans  caution  that  overuse  of  croj   ' 
faculty  can  add  to  the  brain  drain.  C 
have  suggested  the  use  of  PhD  cc 
tiums,  with  several  schools  shari 
the  cost— and  the  teaching  load, 
schools  are  more  accustomed  to  co 
ing  against  one  another  than  coopei| 
But  after  all,  solving  tough 
problems  is  what  it's  all  about. 
-By  Jennifer  Merritt  in . 
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PURSUE  A  BETTER  RETURN  ON  YOUR 
OUTSOURCING  DECISION." 


FIDELITY 

[VORKPLACE 

SERVICES* 


Defined  Benefit 
Health  &  Welfare 
Defined  Contribution 
Human  Resources 
Stock  Plans 
Payroll 


Your  HR/benefits  outsourcing  decision  should  be  measured  against  two  critical 
benchmarks  -  exceptional  employee  service  and  an  improved  bottom  line. 
So  selecting  a  provider  who  understands  performance  is  essential.  For  solutions 
based  on  state-of-the-art  technology,  superior  service  and  financial  expertise, 
visit  us  today  at  fidelity.com/workplace  or  call  Joe  Dattilo  at  866.733.1033. 


lOMPREHENSIVE   HR/BENEFITS  OUTSOURCING 
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COMMENTARY 


BY  LOUIS  LAVELLE 


Options:  A  Modest  Proposal 

Why  not  expense  part  of  the  cost  at  grant  and  the  rest  at  expiration? 


LIKE  HEAVYWEIGHT  boxers  at 
the  end  of  a  round,  the  warring 
sides  in  the  debate  over  expens- 
ing employee  stock  options  have 
retreated  to  their  respective  cor- 
ners. In  this  corner:  the  supporters,  who 
say  options  are  an  expense  like  any  other 
and  should  be  treated  as  such  on  the  fi- 
nancial statement.  In  the  far  corner  are 
those  who  claim  that  doing  so  would  crip- 

ple  technology  companies  that  make  generous  option  grants  to 
the  rank  and  file,  and  that  it  would  kill  innovation  by  making  it 
impossible  for  new  companies  to  recruit  high-priced  talent. 
Ultimately,  they  say,  expensing  options  would  make  the  U.S. 
economy  less  competitive. 

While  the  positions  seem  well-entrenched,  there  is  a  solu- 
tion—and a  fairly  simple  one,  at  that.  The  elements  are  not 
new  to  anyone  who  has  followed  the  expensing  debate;  cred- 
it goes  to  legislators,  accounting  experts,  and  partisans  in  the 
expensing  war.  But  com- 
bining them  in  a  novel  way 
creates  something  that  has 
so  far  eluded  policymakers: 
a  workable  plan.  The  Fi- 
nancial Accounting  Stan- 
dards Board  (FASB)  should 
consider  it  as  part  of  its  re- 
view of  proposed  expens- 
ing rules  to  be  released 
in  March. 

To  answer  the  complaint 
of  techies  that  FASB  would 
force  them  to  take  a  larger 
expense  than  they  need  to, 
companies  should  be  al- 
lowed to  reduce  the  upfront 
expenses  listed  on  the  in- 
come statement  by  as  much 
as  half  when  options  are 
granted.  Then  all  compa- 
nies—those that  choose  to 
make  a  reduction  and  those 
that  don't— should  be  re- 
quired to  adjust  the  expens- 
es when  the  options  expire, 
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so  that  ultimately  they  reflect  an  amount  equal  to  the  vah 
ceived  by  employees. 

The  result:  The  true  value  of  every  option  granted  wo 
reported  on  the  income  statement,  yet  companies  would  ) 
the  flexibility  to  minimize  the  upfront  impact  on  earnings 
a  reasonable  approach,"  says  Charles  W.  Calomiris,  a  fn 
and  economics  professor  at  Columbia  University.  "It's  cei 
ly  an  improvement  over  [current  expensing]  proposals 


Beyond  Black-Scholes 

ONE  OF  THE  BIGGEST  DRAWBACKS  to  the  present  FASB 
tion  is  its  reliance  on  the  Black-Scholes  option-pricing  for  Jrr: 
Developed  in  the  1970s  to  price  publicly  traded  options, 
become  the  primary  means  for  valuing  employee  stock  op 
even  though  it  routinely  underestimates  their  value  in 
market  and  overestimates  their  value  in  a  bear  market.  ( 
nents  of  expensing  rightly  claim  that  using  Black-Schok 
little  like  using  a  wheel  of  fortune  to  figure  your  taxes;  yoi 
get  it  right,  but  you  may  end  up  overpaying  Uncle  Sam 

The  solution  is  simple.  After  calculating  the  Black- Sc 
value  of  the  options  they  grant,  companies  should  be  pern 
either  to  expense  that  amount  as  the  options  vest,  as 

would  have  it,  or  reduc 
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amount  they  expense 
to  half,  depending  01 
company's  view  of  its 
stock  performance  ant 
er  factors  like  volatility 
affect  option  values 
the  options  expire  yeaifc-; 
er,  companies  should  1  r 
quired  to  tally  up  the 
received  by  employees  •- 
ing  into  account  op 
that  never  vested  bet  r 
employees  quit,  those 
expired  underwater, 
those  that  were  exercis* 
gains  that  far  exceeded  b 
Black-Scholes  value-  t 
adjust  expenses  accord 
Under  such  a  recon 
tion,  companies  with 
cal  businesses  or  h 
volatile  stocks  woulc 
pay  dearly,  as  they 
under  the  FASB  proj 
for  millions  of  option: 
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re  underwater.  Says  Jim  J.  Guil- 
:,  director  of  accounting  at  Cum- 
j  Inc.:  "You  won't  over-expense 
earnings  in  the  years  when  you 
rded  the  options.  You'd  get  higher- 
ity  earnings." 

a  expensing  plan  is  perfect,  of 
,e.  In  this  case,  companies  that  re- 
upfront  option  expenses  would  be 
ig  a  huge  risk.  A  runup  in  the  stock 
i  result  in  a  massive  hit  to  earnings 
1  the  road  as  the  value  of  the  options 
xi.  That  risk  could  be  mediated  by 
/ing  companies  to  take  an  addition- 
arge  to  earnings  before  the  options 
fc.  That's  not  enough  for  the  purists, 
say  that  the  process  of  matching  the 
hse  of  options  with  their  ultimate 
■—called  "truing  up"— muddies 
jrate  financial  statements.  They 
at  options  as  payment  for  services 
ered  during  the  vesting  period,  and 
hat  subsequent  changes  in  value 
no  place  on  the  income  statement. 
,ially,  there  is  a  practical  considera- 
Will  companies  that  choose  to  re- 
upfront  option  costs  send  a  signal  to 
larkets  that  their  stock  price  might 
aded  for  a  fall,  triggering  a  rush  to 
kits?  Under  the  FASB  method,  that's 
i  problem.  Says  Phil  Ameen,  the 
troller  at  General  Electric  Co., 
which  began  ex- 
pensing in  2002: 
"I  personally  think 
the  best  method  is 
the  one  we  have 
right  now." 

But  the  fact  is, 
companies  do  this 
sort  of  reconcilia- 
tion all  the  time- 
in  accounting  for 
pension-fund  re- 
goodwill,  and  private  equity,  for 
r  ice— and  with  FASB's  blessing.  It 
t  s  eminent  sense  for  options,  where 
oie  value  cannot  be  known  until 
s  after  they've  been  issued.  Even 
j  who  oppose  option  expensing 
K  such  a  system  could  work,  al- 
e;h  they  say  financial  statements 
1  still  reflect  unrealistic  Black- 
it  es  values  until  the  adjustments  are 
d .  Says  Jeffrey  Peck,  the  lead  lobby- 
:- :  tech  companies  that  oppose  ex- 
Jjng:  "It  still  doesn't  begin  to  ad- 
n  the  pollution  of  the  financial 
ii  nent  that  occurs  at  grant  date." 
h  ybe  so.  But  the  pollution  that  oc- 
Id  low-the  omission  of  option  costs 
« the  financial  statements  entirely— 
0f  svorse.  A  compromise  that  corrects 
Dl  I  well  worth  considering.   ■ 
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FOLLOW  ME 

A  tagged 
Holstein,  like 
the  one  that 
fell  ill  in 
December 


A  High-Tech  Race 
To  Corral  Mad  Cow 

Radio  chips  and  retinal  scans  vie  for  the 
job  of  tracking  cattle  from  birth  to  butcher 


A  COW'S  EYES  CAN  BE 
the  window  to  her  en- 
tire life  story.  At  least, 
that's  the  theory  of  for- 
mer farm  manager  Bri- 
an Bolton.  His  compa- 
ny, Optibrand  Ltd.  of 
Fort  Collins,  Colo.,  invented  a  device  that 
farmers  can  use  to  scan  their  cows'  reti- 
nas so  they  can  track  them  reliably 
through  every  step  of  the  beef  produc- 
tion process.  The  pattern  of  veins  in  each 
cow's  retina  is  unique.  And  the  same 
goes  for  sheep— even  cloned  ones,  as 
Optibrand  proved  last  year,  when  inven- 
tors there  scanned  the  retinas  of  cloned 
twins  of  the  late  Dolly  the  sheep. 

Optibrand  is  one  of  many  companies 
angling  in  on  an  industry  that  is  sudden- 
ly obsessed  with  tracking  cows.  Ever  since 
the  discovery  of  a  single,  Canada-bred 
mad  cow  in  December,  U.S.  Agriculture 


Dept.  Secretary  Ann  M.  Veneman  has 
made  livestock  identification  a  national 
priority.  The  mission  grew  more  urgent 
this  month,  when  scientists  in  Italy  pre- 
sented evidence  that  there  may  be  more 
than  one  variant  of  mad  cow  disease. 

The  USDA's  plan  calls  for  perfecting 
technology  to  trace  the  source  of  any  dis- 
ease—be it  mad  cow  or  Foot-and-Mouth 
disease— within  two  days  of  an  outbreak. 
The  agency  is  recommending  that  all 
livestock  in  the  U.S.  be  tagged  with  radio 
frequency  identification  devices  (RFID) 
so  they  can  be  tracked  as  they  move  from 
farm  to  farm  and  ultimately  to  slaugh- 
terhouses. Information  on  each  animal's 
origin  and  location  would  be  stored  in  a 
national  database.  RFID  is  the  technolo- 
gy of  choice.  But  since  the  tags  are  sub- 
ject to  damage  and  tampering,  retinal 
scanning,  implantable  computer  chips, 
and  rapid  DNA  matching  may  also  prove 
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necessary  as  backups.  "We  think  there's 
room  for  all  these  technologies,"  says 
John  F.  Wiemers,  the  USDA's  director  of 
national  animal  identification. 

WHERE'S  THE  BEEF? 

THE  DISTURBING  fallout  from  the  lone 
mad  cow  in  the  U.S.  illustrates  just  how 
desperately  an  ID  plan  and  rapid  testing 
are  needed  (box).  When  the  USDA  closed 
its  mad-cow  investigation  on  Feb.  9,  offi- 
cials there  admitted  they  could  not  find  11 
cows  that  probably  ate  the  same  feed  con- 
sumed by  the  infected  cow.  Their  inabili- 
ty to  prove  that  this  animal  was  an  isolat- 
ed case  could  cost  the  industry  $4  billion 
in  lost  sales  this  year  due  to  export  bans 
and  plummeting  beef  prices,  estimates 
Chris  Hurt,  an  agricultural  economist  at 
Purdue  University. 

For  tech  innovators,  this  disaster  may 
be  an  opportunity  to  get  a  foot  in  the 
barn  door.  Among  the  companies  lead- 
ing the  effort  to  track  cows  is  Texas  In- 
struments Inc.,  which  makes  RFID  tech- 
nology for  livestock  in  partnership  with 
Dallas-based  Allflex  USA  Inc.  The  system 
consists  of  a  tag,  about  the  size  of  a  quar- 
ter, that's  stapled  to  the  base  of  the  ani- 
mal's ear.  Each  cow  gets  a  numeric  code 
that's  programmed  into  the  tag  and  then 
scanned  with  a  handheld  or  stationary 
device  every  time  the  cow  arrives  at  a 
new  spot  in  the  production  chain. 
"It's  like  an  electronic  license  plate," 
says  Glenn  Fischer,  senior  vice-presi- 


POLICY 


IN  A  COWS  EYE 

Retinal  scanners 
can  identify  cows 
by  their  unique 
vasculature 


dent  for  Allflex. 
Another  option 
would  be  to  encode 
identification  data 
into  microchips 
that  are  implanted 
in  the  cows'  ears  or  under  their  skin. 
Like  RFID  tags,  these  chips  could  be  read 
by  handheld  scanners.  And  some  day 
they  might  provide  other  benefits.  St. 
Paul  (Minn.)-based  Digital  Angel  Corp. 
sells  implantable  chips  for  livestock,  as 
well  as  for  pet  cats  and  dogs.  Now,  its  re- 
searchers are  working  on  a  chip  that 
constantly  monitors  the  animal's  tem- 
perature to  warn  of  disease. 

One  concern  is  that  these  chips  might 
put  an  extra  burden  on  slaughterhouses, 
which  will  have  to  make  sure  they  don't 


Now  Is  Not  the  Time  to 
Drag  Our  Heels  on  Testing 


Two  months  after  the  Agriculture 
Dept.  announced  the  first  case 
of  mad  cow  in  the  U.S.,  dozens 
of  countries,  including  Mexico 
and  Japan,  continue  to  ban 
American  meat.  The  USDA  has  worked  hard 
to  earn  back  their  trust-and  billions  of 
dollars— with  a  series  of  new  rules  covering 
everything  from  how  animals  are 
slaughtered  to  what  they're  fed.  But  despite 
pressure  from  trade  partners,  consumer 
groups,  members  of  Congress,  and  its  own 
handpicked  panel  of  international  experts, 
the  agency  is  dragging  its  heels  on 
approving  rapid  tests. 
This  is  hard  to  fathom,  given  that  the 


USDA  can  run  only  a  few  hundred  of  its 
immunohistochemistry  (IHC)  tests  per  day 
at  its  lab  in  Ames,  Iowa.  Rapid  tests  would 
increase  that  through-put.  Widely  used  in 
Europe,  they  deliver  results  in  hours  instead 
of  weeks,  saving  time,  lab  costs,  and  the 
expense  of  storing  carcasses.  And  some 
tests  are  actually  more  sensitive  than  IHC 
tests,  which  are  the  USDA's  "gold  standard." 

The  agency  should  heed 
the  experts  because,  at 
present,  there  is  no  way  to 
gauge  infection  in  U.S. 
herds.  NAFTA  effectively 
blurred  the  boundaries 
between  the  American  and 


GRAY  MATTER  The  USDA  hasn't 
adopted  an  available,  fast  test 


migrate  into  the  meat, 
need  is  one  chip  in  som 
burger  and  you've  got  a  prol 
says  Brian  Bolton,  vice-pra 
of  marketing  for  Optibrand. 
retinal  scanning,  he  note 
tracking  technology  is  contai 
the  handheld  reader.  It  takes 
picture  of  a  cow's  retina  an< 
links  it  to  that  animal's  com 
ized  record.  The  scanners, 
can  also  read  RFID  tags, 
global  positioning  receivers 
into  them  so  they  can  autom; 
ly  stamp  each  scan  with  a  kx 
record.  In  December,  the  na 
third-largest  beef  processor, 
&  Co.,  adopted  Optibrand's  system 
The  future  of  farming  will  com 
great  expense.  A  national  ID  prq 
could  cost  $600  million  over  five 
yet  Washington's  proposed  2005  b 
allocates  only  $33  million.  Tr; 
technology  will  cost  the  average  p 
er  between  $5  and  $20  per  head 
tie,  depending  on  which  system 
choose.  Still,  "this  is  a  cost  our  inc 
needs  to  undertake,"  says  Ken  Co 
owner  of  GeneNet  LLC,  an  alliar  : 
beef  producers,  many  of  whom  a 
ready  using  RFID.  As  more  bad 
wafts  out  of  America's  pastures,  tec  : 
ogy  may  be  the  best  hope  for  rest 
safety  and  confidence.  ■ 

-ByArlene  Weintraub  in  LosAi 
with  Janet  Ginsburg  in  CI 


Canadian  livestock  and  feed  markets 
Although  the  American  mad  cow  was  likei\ 
infected  in  Canada,  where  she  spent  her  e, 
years,  tainted  feed  may  also  have  circulate 
south  of  the  border.  Given  her  age  at  death 
6'/>  years-and  the  average  4-to-5-year 
incubation  period  of  the  disease,  she  coul 
have  picked  up  a  lethal  dose  almost  any  tir 
in  her  first  years.  If  she  had  been  slaughter 
just  a  month  earlier,  she  would  have  passe< 
untested  into  the  food  chain. 

The  USDA  won't  explain  its  hesitation  or 
rapid  testing.  Perhaps  it  is  frightened  by  wt 
it  might  find.  But  precious  time  is  being 
wasted.  With  each  passing  month,  more  of 
the  older  cattle— the  ones  most  likely  to  ha 
eaten  contaminated  feed— will  be 
slaughtered.  If  we  don't  take  a  quick  anima 
snapshot,  we  won't 
the  extent  of  the  probl 
until  the  next  animals 
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the  cow  food  chain- 
humans-get  sick. 
-By  Janet  Gins 
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Global  Sourcing: 
The  New  Paradigm 


Software/IP  Piracy: 
A  New  Target  for  Growth 


rprise  buyers  view  the 
ielivery  of  services  (combi- 
of  onsite,  nearshore  and 
:  teams)  as  a  mainstream 
As  we  begin  2004,  it's  a 
;of  achieving  competitive 


Focused  experimentation  and 
investment  by  an  increasingly 
diverse  range  of  enterprises  and 
ESPs  will  lead  to  a  better  under- 
standing of  the  applicability, 
risks  and  benefits  of  the  global 
delivery  model.   Enterprises  will 


■  Karamouzis   from  f 
,  believes  that  this 
p   global   sourcing 
K>m  nearshore  and 
:  locations   is   an 

Ible  trend,  rather 
cyclic  movement 
eventually  reverse 
n.  As  we  begin 
artner  believes  that 
Durcing  (nearshore 
lore)  of  IT  services 
ome  a  staple  pur- 
pattern  (see  chatt) 
prise  buyers  (that 
prises  have  some 
■.ent  of  their  IT 
that   are    global 

ar  end  2004,  more  than 
ht  of  U.S.  executive  board- 
ill  have  discussed  offshore 
2nd  more  than  40  percent  of 
•rprises  will  have  completed 
z  of  pilot  or  will  be  sourcing 
ts  through  a  global  delivery 
ch  as  nearshore  and  offshore. 


I  cing  Offshore  Goes  Mainstream 


*5>  Birlasoft 

A  QE  Equity  Strategic  Investment 

Birlasoft  offers  IT  services  worldwide  from  devel- 
opment centers  in  US,  India  and  Australia.  The 
company  develops  and  supports  software  appli- 
cations, offers  software  testing  and  implementa- 
tions of  CRM  and  ERP  solutions  on  a  number  of 
platforms.  Birlasoft' s  key  strengths  as  an 
Offshore  Outsourcing  Partner  are  in  its  matured 
Global  Delivery  Model  that  includes  proven  6- 
Sigma  practices  for  building  and  deploying 
strategic  enterprise  solutions  with  optimized  ROI. 

Insight  Provided  By  Fran  Karamouzis, 
Research  Director,  Gartner  Group 

www.birlasoft.com 


.-c"  offshore  BPO 
Celiac:  Canaan 
Outsourcing  via 


jh  2007,  vendors  from 
countries  will  race  to 
le  global  delivery  model, 
in  a  large  and  diverse 
loices  for  both  US  and 
'  enterprises. 


be  able  to  choose  between  a  wide 
range  of  global  delivery  options 
from  a  stable  vendor  landscape 
with  mature  offerings. 

In  time,  the  real-world  benefits 
of  the  global  delivery  model  will 
be  achieved  and  accepted.  Once 
this  is  achieved,  there  will  be  a 
new  reality  and  a 
steady-state  condi- 
tion in  which  people 
tend  to  forget  about 
the  trials  and  tribula- 
tions of  getting  there 
and  assume  it  was 
essentially  "always 
that  way." 

The  ebbs  and  flows 
and  the  ultimate 
course  will  also  be 
significantly  impact- 
ed by  the  geopolitical  uncertainty 
that  ranges  across  many  regions 
of  the  world  including  the 
current  debate  within  the  United 
States  regarding  the  'response 
to  offshore" 


Global  Delivery 
(onsite/nearshore/ 

offshore)  of 

Application  Related 

Services 


Companies  of  all  types  are 
converting  billions  of  dollars  of 
potential  losses  into  fresh,  new 
profits  by  identifying  and  shutting 
down  software  and  intellectual 
property  (IP)  piracy  as  well 
as  ensuring  controlled  use  of 
their  products.  This  trend 
encompasses  a  wide  range 
of  industries — including 
both  "non-traditional" 
and  "traditional"  software 
companies — with  a  combi- 
nation of  old  and  new 
security  tools  that  reinvigo- 
rate  business  models  and 
reduce  losses  to  piracy. 

Reinvigorated  Approaches 
to  Protect  IP  and  Secure 
Revenue  Streams 

Arcade  games,  cash 
registers,  ultrasound  ma- 
chines . . .  today  virtually 
all  appliances  contain 
software  that  controls/ 
drives  their  competitive  dif-  ^^^ 
ferentiation.  Companies  recognize 
that  piracy,  reverse  engineering, 
and  alteration  of  intellectual 
property  threaten  revenue  and 
profitability.  To  protect  their 
valuable,  embedded  assets,  these 
"non-traditional"  software  com- 
panies turn  to  anti-piracy  and 
property-protection  solutions 
used  by  their  "traditional"  coun- 
terparts for  nearly  twenty  years. 
USB  security  keys,  or  dongles, 
are  now  appearing  in  more 
software-driven  environments. 

An  impressive  example  of  newly 
applied  protection  is  a  major 
digital  printer  manufacturer. 
Although  it  sells  leading  high-end 
digital  printers,  the  manufacturer 
makes  significant  revenue  from 
wide  printer  ink  cartridges. 
Cartridges  are  the  razor  blades 
to  their  razor.  To  prevent  loss 
of  the  cartridge  revenue  stream, 
the  manufacturer  connects  a 
small  dongle  to  each  printer. 
The  dongle  silently  communicates 


with  the  manufacturers  ink  car- 
tridges and  provides  the  printer 
with  a  'green  light'  to  print  only 
with  their  cartridges.  No  signal, 
no  printing.  The  result  for 
the  company?  A  stable  revenue 
stream  from  ink  cartridges. 


Since  1985,  Aladdin  Knowledge  Systems 
(NASDAQ:  ALDN)  has  been  at  the  forefront 
of  the  digital  security  field.  Aladdin's  global 
reputation  is  built  upon  a  comprehensive 
line  of  products  fulfilling  the  security  needs 
of  businesses  operating  in  a  world  where 
quick  and  easy  information  accessibility  is 
not  only  an  asset,  but  also  a  potential  risk. 
These  products  include  HASP®  and  Privilege™ 
software  commerce  solutions,  and  eSafe®  and 
eToken™  Internet  security  solutions. 

www.eAladdin.com 


Safely     Leveraging     the     Full 
Potential  of  Trialware 

Protecting  the  distribution  of 
software  is  a  real  challenge  in 
the  ubiquitous,  always-on,  In- 
ternet age.  With  a  click  of  the 
mouse,  anyone  can  turn  a  CD 
into  downloadable  files  shared 
around  the  world.  Software 
vendors  are  turning  to  flexible 
licensing  and  activation  technolo- 
gy (FLAT)  to  ensure  legitimate 
use  and  transform  unauthorized 
copies  into  secured,  safe,  eval- 
uation versions.  By  protecting 
software  once,  regardless  of  dis- 
tribution method,  the  best  FLAT 
systems  cut  costs  and  maximize 
sales  opportunities.  A  software 
vendor  can  ship  a  title  on  CD 
or  the  Internet  with  limited  or 
full  features,  as  trialware,  or 
under  perpetual  or  rental  terms  - 
all  controlled  by  a  secure  license 
and  activation. 
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An  ERP  for  SMB 


Currently  available  account- 
ing/ERP  packages  for  SMB  do 
not  do  what  they  are  supposed  to 
do  -  give  business  owners  mana- 
gerial control  of  the  business  at  a 
cost  they  can  afford.  That  simple 
fact  goes  a  long  way  to  explaining 
why  accounting/mini-ERP  > 
systems  are  the  number 
one  software  need  for  SMB 
and  why  no  company  has 
yet  successfully  penetrated 
this  market.  Recently, 
Microsoft  decided  to  scrap 
its  contenders  for  the  SMB 
market  (Great  Plains  and 
Navision)  and  assign  1000 
programmers  to  build  a 
better  package  (USA- 
TODAY:  12/11/2003  "Big 
Giants  Think  Small"). 

Managerial  control 
means  being  able  to  take 
action  on  business  prof- 
itability drivers  in  real  time. 
That  means  access  to  up-to- 
the-moment  actual  revenues  and 
costs  on  sales  reps,  locations,  prod- 
ucts, jobs/projects,  customers,  and 
internal  activities.  It  also  means 
real  time  information  about  the 
company's  working  capital  posi- 
tion. And,  for  SMB  owners,  it 
means  access  to  this  information 
without  significant  time  and  effort 
in  manual  processes  or  customiza- 
tion of  reporting  and  business 
intelligence  tools. 

"...the  SMB  market 

needs  an  accounting/ERP 

package  designed  by 

busmess  owners  for 

business  owners. 

Today's  commercially  available 
packages  are  designed  for  financial, 
as  opposed  to  managerial,  re- 
porting and  for  managers  and 


accountants,  not  business  owners. 
As  noted  by  Robert  Kaplan, 
Harvard  Business  School  Professor 
and  co-author  of  Relevance  Lost 
-  The  Rise  and  Fall  of  Managerial 
Accounting,  managerial  or  cost 
accounting  came  into  being  in  the 


v  b  s 


visual  business  suite 


VBS  Software  is  the 
provider    of    Visual 
Business  Suite  (VBS),  a 
mini-ERP  package  for 
Value  Added  Resellers 
as  well  as  the  broader  SMB  market.  VBS's 
unique,  built-in  business  intelligence  cap- 
ability gives  business  owners   immediate 
access  to  up-to-the  minute  information  on  the 
profitability  drivers  of  their  business,  avoiding 
the  need  for  customizing  third  party  business 
intelligence  and  reporting  tools. 


Lexington,  KY  •  859-977-4797 
www.vbssoftware.com 


late  1800s  because  "....  owners 
desired  closer  control  over  increasing- 
ly complex  and  specialized  manufac- 
turing tasks"  but  that  the  emphasis 
on  managerial  accounting  was  lost 
over  time.  "Gradually,  accountants 
and  managers  came  to  define  the 
purpose  oj  cost  accounting  in  terms 
of  valuing  cost  of  goods  sold  and 
inventories  for  financial  reports,  not 
for  managerial  decisions  or  control." 

The  next  generation  of  account- 
mg/ERP  packages  will  take  as 
their  primary  design  guideline  an 
emphasis  on  managerial  account- 
ing first  and  financial  reporting 
second.  Niche  specific  applications 
are  already  appearing  in  the  mar- 
ketplace and  some  appear  to  have 
the  legs  to  serve  broad  segments 
of  the  SMB  market. 

Whether  Microsoft  will  succeed 
in  its  efforts  is  unknown.  What 
is  clear  is  that  the  SMB  market 
needs  an  accounting/ERP  package 
designed  by  business  owners  for 
business  owners. 


Technology  Must  Be  As 
Simple  As:  "It's  On" 


on- 


Even  as  businesses  demand 
more  from  their  technology, 
they  want  it  to  be  as  simple  as: 
"it's  on. 

They  want  to  significantly 
reduce  technology  acquisition 
and  maintenance  costs,  while 
significantly  increasing 
the-job  productivity  and 
flexibility  They  want  to 
eliminate  all  the  costly 
technology-related  dis- 
tractions that  frustrate 
workers  and  that  steal 
focus  from  critical  busi- 
ness tasks.  And  of  course 
they  want  speed  and 
dependability. 

In  2004  and  beyond, 
businesses  will  adopt 
client  management  solu- 
tions that  both  enhance 
their  profitability  and 
that  move  them  toward 
technology  transparency. 
"How's  the  system  today?" 
It's  on  V 

Clearly,  the  meaning  of  "it's 
on"  varies  by  industry  and  by 
situation.  Deep  understanding  of 
each  business'  needs  is  essential 
in  order  to  locate  and  eliminate 
pain. 

It's  on  and  secure.  Researchers 
working  on  national  security 
projects  are  constantly  distracted 
by  computer  security  matters 
that  take  focus  away  from  their 
post-9/11  priorities.  Government 
agencies  want  solutions  that 
will  enable  them  to  maintain 
highly  secure  systems,  but  that 
will  eliminate  distracting  tasks 
like  signing  computer  disks  in 
and  out  every  time  someone 
comes  or  goes.  And  government 
agencies  want  to  stop  the  produc- 
tivity losses  and  embarassments 
caused  by  investigations  of 
misplaced  or  lost  computer  disks. 

It's  on  at  a  better  cost  and 
with  more  flexibility  With  the 
increase   in   high-stakes   testing 


and  with  the  passage 
No  Child  Left  Behin 
schools  are  under  pre- 
improve  student  perfo 
School  budgets  are  und 
sure  too. 

Schools  need  all-in-one 
ogy  solutions  that  cut  ao 


ventwcom 

Your  vision,  our  software 

Product  excellence  and  customer  focus  are 
of  every  client  management  solution.  1 
VenturCom's  defining  characteristics  -  inc 
the  power  of  solutions  that  improve  the  j 
ance.  dependability  and  flexibility  of  fT  systt 
devices  while  offering  increased  managen* 
trols  and  security  in  the  education,  retail  a 
emment  markets.  VenturCom's  software, 
tools,  operating  platforms,  and  services 
always-on  reliability  plus  cost-effective  opi 
system  management,  configuration,  and 
that  enhance  security  and  productivity.  F 
information,  contact:  Matt  Cicciari,  Senior 
Manager.  781-693-6219. 

www.VenturCom.com 
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and    maintenance    cos 
matically,   make   more 
use  of  existing  equipm 
give   teachers   more 
in  using  technology  to 
performance. 

It's  on  and  efficient.  C 
weekend  when  lines  are 
a  national  video  store 
make   no  sense   for  a 
spend  20  minutes  deal 
a  frozen  screen.   Retail; 
solutions  that  are  as  s 
turning  the   computer 
then   back   on   again. 
And  chain  retailers  war 
the  inefficiency  and  ex 
sending  technicians  out 
software    upgrade    and 
patch. 

Client  management  c 
who  are  listening  to  theii 
ers  get  the  message.  Te 
must  be  more  efficient,  p 
and  flexible.  And  it  mi 
simple  as  -  "it's  on 
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Reduce  the  Risks  of 
Sourced  Project  Portfolios 


Reducing  Offshore  Risk  with 
Visual  Software  Simulation 


managers  find  themselves 
er  precarious  situation:  the 
re  getting  higher  and  the 
re  increasingly  stacked 
nem.  For  instance,  76%  of 
jjects  in  2002  had  budgets 
million  while  a  ^^™ 
ig  84%   of  them 

Eer  cancelled,  late, 
Iget  or  failed  to 
he  promised  func- 
(Standish  Group). 
,e   growing   trend 


visibility  and  instant  reporting  into 
the  status  of  their  co-sourced 
projects  regardless  of  the  physical 
location  of  their  teams.  In  a  globally 
distributed  environment,  team 
members  require  a  central  system 


Cyber  Alliances 


CyberAlliances  Inc.  provides  superlative  co-sourc- 
ing  management  solutions  that  small  and  medium 
sized  companies  can  afford.  Its  flagship  web- 
based  service,  CyberAlliances®,  enables  customers 
to  automate  the  management  of  co-sourced  project 
portfolios  with  distributed,  virtual  teams.  The 
company  uses  this  technology  as  an  integral  part 
of  its  offshore  application  development  services. 
CyberAlliances  Inc.  has  in-depth  experience  in 
co-sourcing  e-Business,  e-Learning  and  e-Gaming 
application  development  projects.  AllianceGuru®, 
another  complementary  web-based  service, 
enables  companies  to  source  global  suppliers 
efficiently  and  lower  its  overall  procurement  costs. 

Mountain  View,  CA  •  650-386-5880 
v  www.cyberalliances.com 
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to  store  project  documents,  collab- 
orate on  tasks  and  meetings  and 
track  action  items  and  issues. 
Moreover,  team  members  want 
streamlined,  repeatable  workflows 
that  can  be  easily  duplicated  and 
standardized  across  their  own 
organizations  and  those  of  their 
sourcing  partners. 

Sophisticated  techniques  such  as 
Earned  Value  Management  (EVM) 
and  Project  Portfolio  Management 
(PPM)  need  to  be  used  to  manage 
co-sourced  projects  successfully. 
EVM  has  the  advantage  of  integrat- 
ing scope  with  budget  and  schedule 
while  enabling  final  budget  esti- 
mates based  on  the  actual  initial 
efforts  of  the  team.  PPM  enables 
senior  management  to  quickly 
evaluate  how  each  co-sourced 
project  is  contnbuting  to  their  port- 
folios overall  risk  and  value. 

Web-based  solutions  that  inte- 
grate the  above  tools  and  techniques 
seamlessly  are  crucial  for  managing 
the  risks  inherent  in  co-sourced 
projects  successfully. 


The  benefits  of  simulation 
technology  are  well  known  in 
industrial  manufacturing  and 
other  sectors.  Given  the  long 
development  cycles  and  high- 
stakes  business  bets  of  today's 
complex  products  and  services, 
simulation  is  an  effective  means  of 
validating  ideas,  concepts  f 
and  details.  Simulation  is 


the  clarity  and  completeness  of 
specifications  -  particularly  if  a 
language  barrier  exists. 

Within  an  outsourced  environ- 
ment, having  a  stable  develop- 
ment blueprint  is  more  important 
than  ever.  For  organizations 
that  have  been  considering  going 


even  more  compelling 
for  software  development, 
whose  construction  is 
labor  intensive  and  intrin- 
sically error  prone. 

In  software,  a  visual 
simulation  process  creates 
a  vital  link  between  busi- 
ness users  and  developers, 
allowing  an  accurate,  func- 
tionally rich  and  interactive 
"test  drive"  of  the  applica- 
tion that  can  be  modified 
on  the  fly  during  review 
sessions  involving  cus- 
tomers, business  and  IT. 

That's  more  important  ^a 
than  ever  today,  given  the  new, 
distributed  dynamic  within  IT. 
For  most  of  the  Fortune  1000,  IT 
offshore  outsourcing  is  an  active 
topic,  if  not  an  active  process. 
Driven  by  the  need  to  save 
money,  increase  productivity  and 

"...its  possible  to  give 

anyone,  anywhere  a 

precise,  functionally  rich 

simulation  of  the  final 

application  -  before  any 

code  is  written" 

align  IT  with  business  goals,  out- 
sourcing carries  with  it  a  degree 
of  risk  and  the  potential  for  a  loss 
of  control.  Handing  off  require- 
ments to  developers  who  are 
working  remotely  and  less  avail- 
able for  real-time  communication 
demands    increased    focus    on 


i  R  i  s  e 

iRise  is  dedicated  to  bridging  the  communication 
gap  between  business  and  IT  by  improving  the 
process  of  defining  business  applications.  Using 
iRise  Application  Simulator™,  the  first  Application 
Definition  platform,  business  users  can  create 
visually  accurate,  functionally  rich  simulations  of 
web  applications  prior  to  development.  The  sim- 
ulation provides  a  visual  communication  medium 
allowing  a  distributed  team  -  users,  business 
analysts  and  developers  -  to  resolve  requirements 
issues  by  "test  driving"  the  application.  iRise 
increases  the  value  and  lifespan  of  business  appli- 
cations while  reducing  development  cost  and  risk. 

www.irise.com 


offshore,  or  already  have  offshore 
initiatives  in  place,  the  need 
for  -  and  value  of  -  simulation 
capability  is  clear.  By  serving  as 
a  common  communications 
medium  at  the  earliest  stages 
of  the  process,  visual  software 
simulation  acts  as  an  enabling 
technology  for  offshore  engage- 
ments, bridging  gaps  in  language, 
time  zones,  and  cultures  -  ensur- 
ing against  the  risks  in  offshore 
development  and  making  the  the- 
oretical gains  of  outsourcing  real. 
With  software  simulation  capa- 
bility, it's  possible  to  give  anyone, 
anywhere  a  precise,  functionally 
rich  simulation  of  the  final 
application  -  before  any  code 
is  written.  Organizations  usually 
expect  to  encounter  problems  in 
getting  applications  built  offshore 
and  consider  that  as  part  of  the 
cost  of  doing  business,  but  it  need 
not  be  that  way.  They  can  now 
build  it  right  the  first  time. 
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Technological  Innovations  Lay 
Groundwork  for  Mobile  Enterprise 


Business  professionals  are  spend- 
ing more  of  the  workday  away 
from  their  desks:  salespeople  are 
constantly  on  the  road;  executives 
run  from  meeting  to  meeting;  and 
professional  and  field  services 
spend  their  time  onsite  with 
customers.  Wireless  handsets  for 
voice  and  data  have  become  an 
increasingly  critical  busi-  ^^_ 
ness  tool.  This  "revolution" 
has  been  evolving  rapidly 
over  the  past  few  years  on 
four  major  fronts:  corporate 
application  and  data  access, 
network  speed,  device  avail- 
ability and  mobile  enter- 
prise software  solutions. 


from  behind  the  corporate  firewall. 
IT  departments  face  a  host  of  new 
challenges  associated  with  fleet 
management,  data  encryption,  and 
security  in  the  event  that  a  device  is 
lost  or  stolen.  Enterprises  must  rely 
on  mobile  infrastructure  to  support 
their  needs  and  answer  these 
challenges  securely  and  reliably. 


Corporate  applications 
and  data  access:  Email,  the 
first  wireless  "killer  app," 
has  provided  a  test  bed 
for  use  of  wireless  data  in 
the  enterprise.  Calendaring, 
contact  management,  and 
other  basic  Personal 
Information  Management 
(P1M)  applications  soon  ^^^™ 
followed.  Wireless  technology  con- 
tinues to  penetrate  the  enterprise 
with  additional  applications:  mobile 
office;  sales  force  automation, 
enterprise  resource  planning,  and 
professional  billing  software. 

Network  speed:  The  new  CDMA 
lxRTT  and  GPRS  networks  offer 
wide  band  widths,  broad  access, 
and  data  speeds  of  up  to  256  kbps. 
Coupled  with  cradle-free,  over 
the  air  synchronization,  real  time 
access  to  corporate  information  is 
now  a  reality 

Device  availability:  Converged 
voice  and  data  devices  are  now 
available  -in  the  marketplace. 
Todays  devices  are  smaller,  cheaper, 
more  efficient  and  incorporate 
enterprise  adopted  industry  stan- 
dards, like  Palm  OS  or  Pocket  PC. 

Mobile  enterprise  software 
solutions:  Software  technology 
now  enables  data  to  be  transported 


Good  Technology,  is  the  leader  in  industry 
standards-based  enterprise  systems  for  wire- 
less corporate  messaging  and  corporate  data 
access.  The  company's  GoodLink  product 
enables  cradle-free,  real-time,  synchronized 
access  to  Microsoft  Exchange  and  other 
enterprise  data  systems.  The  Good  product 
suite  includes  the  GoodLink  software  and 
service  that  runs  on  a  variety  of  devices, 
networks  and  platforms,  freeing  customers 
from  vendor  lock-in  with  maximum  flexibility. 


Sunnyvale,  CA  •  408-400-4800 
www.Good.com 


The  next  evolution  in  mobile 
technology  will  include  migration 
to  industry  standards,  a  choice  of 
devices,  platforms,  and  carriers 
without  sacrificing  functionality, 
and  a  system  that  includes  fleet 
management,  service  and  support. 
All  of  the  above  will  be  require- 
ments for  all  large  deployments. 
Mobile  enterprise  systems  will 
leverage  existing  investments  and 
business  processes,  and  not  require 
employees  to  leam  another  appli- 
cation. Mobile  users  will  benefit 
from  having  familiar  desktop 
experiences  on  hand,  anytime, 
anywhere,  and  IT  will  benefit  from 
having  provided  that  capability, 
securely  via  the  ultimate  "thin 
client'-enabling  enabling  tool. 
2004  will  mark  the  year  that 
mobile  professionals  are  trnly 
freed  from  the  tether  of  laptops 
with  the  ability  to  leverage  the 
wireless  devices  they  depend  on. 


Succeed  with  RtPM  -  Achim 
Real-time  Business  Excellefc 


In  the  quest  for  competitive 
advantage,  industrial  enterprises 
have  invested  in  technology  that 
promises  to  improve  everything 
from  manufacturing  processes  to 
fiscal  management  and  reporting. 
The  result  is  expensive  silos  of 
technology  with  limited  collective 
benefit;  employees  who  "feel  over- 
worked; Key  Performance  ^^_ 
Indicators  and  fiscal 
reports  published  long 
after  there  is  any  opportu- 
nity fix  problems;  and 
business  users  disengaged 
from  day-to-day  opera- 
tions. 


RtPM,  businesses  can 
problem  into  an  opport 
better  results  than  plann 
helps  businesses  to: 

•  Collect,  aggregate  and 
data  securely  from  any 
data  source 

•  Frame  data  within  a  ro 
business  context 


# 


I  OSIsoft 


Real-time    Performance 
Management 

Every  few  years,  tech- 
nology emerges  that 
promises  to  transform  all 
business  processes,  from 
the  tactical  to  the  strategic. 
Two  of  these  technologies, 
real-time  event  manage- 
ment and  portals,  have 
been  joined  to  form  Real-  ^"^ 
time  Performance  Management. 
RtPM  empower  enterprises  to 
reduce  costs,  improve  individual 
and  overall  performance,  and 
potentially  impact  the  economic 
model  for  entire  business  sectors. 

From  Problems  to  Breakthroughs 

If  everything  went  according 
to  plan,  businesses  would  not 
fail.  It  is  the  time  it  takes  to 
respond  to  problems  that  de- 
termines the  degree  of  success 
or  failure.  Traditional  business 
intelligence  and  performance 
management  systems  only  report 
on  results  —  they  don't  identify 
problems  are  waiting  to  happen. 

RtPM  treats  every  business 
problem  like  any  other  event  —  it 
triggers  the  collection  of  relevant 
data  and  presents  actionable 
information  to  information 
workers  at  all  levels  in  the  organ- 
ization  in   real-time.   But   with 


OSIsoft  delivers  the  world's  leading  Real-timj 
mance  Management  (RtPM)  software  si 
platform  crosses  enterprise  boundaries  to  inc 
and  visually  display  customized,  real-time  ev   l 
fueling  the  business  decision  cycle  to  drfv»  : 
oration  and  intelligent  actions.  More  than 
customers  worldwide  use  RtPM  as  the  foun 
continuously  improve  the  performance  of 
ganization  and  unlock  hidden  value  of  data, 
commitment  to  customer  satisfaction  is  unp  I 
in  the  industry.  For  more  than  20  years,  ci 
have  trusted  OSIsoft's  breakthrough  p 
including  the  PI  system,  to  harness  real-tim 


San  Leandro,  CA  •  510-297-f 
www.osisoft.com/bw04 


•  Apply  pre-defined  or  a 
business  analytics 

•  Distribute  this  knowiei 
throughout  the  extend 
organization 

•  Deliver  role-based  visu 
tions  to  help  individua 
intelligent,  timely  actio 

From  Efficiency  to  Exec 

RtPM  leverages  the  twe 
hidden  assets  of  any  er 
its  people  and  its  dat 
livers  critical  role-based 
tion   to   individuals   ar, 
in  time  for  them  to  ill 
business   decisions   that 
the  current  business  cy 
result   is   operational 
ency   from   the   shop 
the  executive  board  rot 
a     platform     for     cod 
improvement     for    in«l 
employees,  departments,! 
entire  enterprise. 


Special  Advertising  Section 


For  In-Depth  Reports  on  These  and  Other  Software  Topics  Visit 
w  Ww^Tebti  n  o  I  ogy- R  ejao  rts .  c  o  m 


mpeting  for  National  Accounts 
ith  Supply  Chain  Integration 
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ill  customer  include  single- 
purchasing,    total    cost 
on,  level  pricing,  process 
ement,  and  overall  inven- 
eduction.     While    many 
ses  are  ready  to   deliver 
needs  both  contractually 
berationally  they  lack  the 
technological   backbone. 
v  does  a  single,  local  busi- 
leet  the  demands  of  the 
customers  in  the  supply 
while  keeping  their  own 
stration   and   transaction 
a  minimum? 

answer  to  the  national 
ts  dilemma  is  supply  chain 
:ion.  Bringing  numerous 
ses  together  to  collectively 
national  customers  requires 
ology   solution   capable 


of  integrating  many  disparate 
back-office  solutions.  Every  relat- 
ed business  needs  to  function 
as  efficiently  and  as  coordinated 
as  a  single  national  company. 
Becoming  the  single  source  sourc- 
ing  solution  for  your  customers 


NxTrend, 

www.nxtrend.com 

"NxTrend  clearly  supplied  us  with  the  most 
complete  solution  for  private  trading  exchanges 
and  national  accounts  strategies  in  the 
industry."  -  David  Pratt,  President  and  CEO, 
Vanguard  National  Alliance 

With  NxTrend,  you  have  a  trusted  partner  with 
experience  leading  national  companies  to  greater 
efficiencies  and  competitive  advantages  necessary 
to  win  the  largest  customers.  NxTrend  offers 
software  and  tools  to  manage  both  the  information 
and  business  rules  associated  with  connecting  two 
or  more  disparate  systems  into  an  eCommunity. 

Colo  Springs,  CO  •  800-404-8009  x4507 
v  www.nxtrend.com/bwintegratiorv1itm 


requires  you  to  efficiently  handle 
both  the  orders  and  transaction 
invoices  from  the  customer,  along 
with  the  orders  and  invoices  from 
the  participating  distributors.  It 
requires  the  free  flow  of  informa- 
tion among  cooperating  members 
of  the  supply  chain  using  'any 
to  any'  transaction  capabilities 
that  allow  disparate  systems  to 
communicate  using  a  variety 
of  transaction  processing  tech- 
niques, such  as  e-mail,  fax,  EDI, 
ASCII  files  and  XML. 

Integration  can  give  a  company 
the  competitive  edge  it  needs 
to  survive  in  today's  economy 
by  providing  visibility  of  excess 
inventory,  the  ability  to  offer 
national  online  catalogs,  improved 
communication  with  distributors, 
dealers  and  franchisees,  real-time 
analysis  of  product  movement, 
location  performance,  demand 
forecasting  and  comparable  key 
point  indicators. 


Order-to-Pay  Automation:  The 
Next  Wave  of  Procurement  ROI 


Savvy  enterprises  have  auto- 
mated their  procure-to-pay 
business  processes  to  reduce 
purchasing  costs  and  control 
rogue  spend.  The  focus  to  date  has 
been  on  strategic  sourcing 
of  direct  materials  and 
on  catalog-based  procure- 
ment of  indirect  goods. 

Attention  has  now 
turned  to  the  other  half  of 
the  procure-to-pay  pro- 
cess: the  order  to  payment 
cycle.  By  streamlining 
order-to-pay  processes, 
finance  and  procurement 
executives  can  slash  their 
transaction  costs  by  more 
than  50  percent.  Equally 
important,  order-to-pay 
automation  makes  it 
possible  to  capture  early 
payment  discounts  across 
virtually  all  corporate 
spend. 

The  earnings  opportunity  from 
capturing  discounts  across  an 
organization's  direct  and  indirect 
spend  is  substantial.  (See  chart.) 
Few  organizations,  however,  can 
shuffle  paper  invoices  fast  enough 
to  meet  the  favorable  discount 


processing  and  payment.  It 
compresses  the  order-to-payment 
cycle  to  a  few  days  and  frees  up 
valuable  working  capital  for  both 
trading  partners.   The   result  is 
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Based  on  2%  discount  across  15%  of  spend; 
from  interviews  with  over  35  Fortune  1000 
companies. 

terms.  Order-to-pay  automation 
solves  this  problem  by  auto- 
mating order   delivery,   invoice 


Xign's  flagship  offering,  the  Xign  Payment  Services 
Network,  is  an  enterprise-class,  order-to-pay 
automation  service.  World-class  companies  such 
as  Sprint,  Pacific  Gas  &  Electric,  Armstrong  World 
Industries,  Bristol-Myers  Squibb,  Memorial  Sloan- 
Kettering  Cancer  Center,  T-Mobile,  and  Payless 
ShoeSource  collaborate  with  thousands  of  organi- 
zations through  the  Xign  service  to  lower  their 
transaction  costs,  capture  more  early  payment 
discounts,  strengthen  trading  relationships,  and 
better  manage  cash.  Xign  business  partners 
include  industry  leaders  JPMorgan  Chase, 
MasterCard  International,  and  The  Pantellos  Group. 
Pleasanton,  CA  •  925-469-9446 
i  www.xign.com 

lower  prices  lor  buyers  and 
reduced  days  sales  outstanding 
(DSO)  for  suppliers 

Low  risk,  fast  payback 

The  payback  from  operational 

savings  alone  of  an  order-to-pay 

solution  is  less  than  one  year. 

When  you  factor  in  the  discount 

capture  potential,  the  total 

return  on  investment  from 

order-to-pay    automation 

is     something    that     few 

enterprise   initiatives   can 

match. 

Organizations  looking 
for  business  process  im- 
provements that  deliver 
an  immediate  positive 
impact  on  the  bottom  line 
should  look  closely  at 
how  they  process  orders, 
invoices  and  payments. 
Order-to-pay  automation 
for  managing  B2B  transac- 
tions has  arrived.  It  allows 
organizations  to  drive  addi- 
tional efficiency  and  costs  savings 
in  the  procure-to-pay  process. 


$2.5B 
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What  Will  Relieve  ERP 
Customer  Frustration? 


A  recent  study  by  the  Yankee 
Group  cites  an  alarming  level 
of  customer  dissatisfaction  with 
their  Enterprise  Resource  Planning 
(ERP)  software  providers.  When 
customers  were  asked  if  they  would 
recommend  the  ERP  software  they 
had  purchased  and  implemented, 
only  32%  gave  the  highest  rated 
vendor  a  positive  endorsement. 
The  ERP  software  companies 
included  the  likes  of  SAP,  ^^_ 
PeopleSoft  and  Oracle  (SAP, 
the  largest  enterprise  soft- 
ware company,  received 
only  a  26%  endorsement). 
A  50%  endorsement  level 
is  considered  the  minimum 
to  expect  for  a  healthy 
customer  relationship.  How 
did  this  happen? 

As  traditional  enterprise 
software  companies  extend- 
ed their  product  modules 
into  vast  application  suites, 
integration  became  the  ven- 
dors' highest  priority.  This 
integration  effort,  however, 
often  involves  hundreds  of 
application  interfaces  from 
disparate  engineering  teams  and  dif- 
ferent architectures.  Customization 
and  industry  best  practices  have 
taken  a  back  seat  to  integration. 

Business-technology  managers, 
though,  require  solutions  that  pro- 
vide rapid  return  on  investment, 
quick  implementation,  and  excel- 
lent service  and  support.  It  appears 
that  traditional  ERP  software 
vendors  do  not  share  the  same 
priorities.  What  is  the  alternative? 
Composite  Applications  with 
Component  Code  Base 

Composite  Applications  are 
integrated  seluuons  that  provide 
complete  business  process  flows, 
like  'procure  to  pay',  which  were 
historically  independent  compo- 
nent applications  such  as  purchase 
order  management,  invoice  man- 
agement or  supplier  self  service. 
The  primary  benefits  of  a  composite 


application  are:  rapid  imple- 
mentation; easy  integration  with 
existing  systems  and  infrastruc- 
ture; and  low  cost  deployment. 

Contrast  a  Composite  Application 
with  traditional  ERP  projects  where: 

•  Implementation  times  often 
stretch  well  beyond  original  proj- 
ect schedules 

•  Project  delays  and  cost  over- 
runs  often   force   re-scoping  of 


Apptricity 

Highly  Adaptable  ERP  Solutions 

Apptricity  provides  highly  adaptable  ERP  appli- 
cations that  drive  permanent  operating  cost 
reductions  at  l/8,h  the  total  cost  of  ownership 
of  established  enterprise  applications.  With  its 
Advanced  Information  Framework,  Apptricity  is 
the  first,  and  currently  only,  enterprise  software 
company  to  virtually  eliminate  the  pain  and 
cost  associated  with  customization  and  version 
migration.  Apptricity's  Composite  Applications 
drive  business  transactions  in  the  areas  of 
logistics,  spend,  and  workforce  management. 

Irving,  TX  •  214-596-0601 
www.apptricity.com 


deliverables  below  basic  function- 
ality initially  deemed  essential  for 
project  approval. 

•  Upgrades  and  future  enhance- 
ments are  deferred  to  avoid  high 
cost  and  operating  disruptions 

Characteristics  of  Composite 
Applications: 

•  Rapid  implementation 

•  Easy  integration  with  existing 
operating  system,  database  and 
applications  infrastructure 

•  Lower  cost  to  customize,  deploy 
and  maintain  throughout  lifecycle. 

Little  wonder  that  dissatisfaction 
runs  so  high  amongst  customers 
of  traditional  ERP  software  compa- 
nies. With  Composite  Applications, 
customers  do  not  have  to  wait 
longer  and  pay  more  for  capabilities 
significandy  less  than  they  expected 
and  deserved. 


Utility  Billing:  Winning  the  | 
Customer  Satisfaction  Gai 


Most  of  us  receive  a  utility 
bill  in  the  mail  each  month. 
Whether  it  is  electric,  gas  or 
phone,  the  bill  often  serves  as 
the  only  communication  that  the 
utility  service  provider  has  with 
its  customers.  However,  the  bill 
and  accompanying  mar-  ^^h 
keting  inserts  are  rarely  ' 
read  in  their  entirety  and 
are  generally  mass-mar- 
keted to  all  of  their  cus- 
tomers. There  is  no  magi- 
cal "touch  point"  with 
the  individual  customer. 
There  is  no  opportunity 
to  increase  satisfaction 
or  help  ensure  customer 
retention. 

In  this  age  of  automa- 
tion, customers  expect  a 
cornucopia  of  solutions 
from  their  utilities:  the 
ability  to  access  general 
utility  information,  bill 
presentment     and     pay- 


consider  the  following  lov| 
high-return  solutions: 

•  Electronic      Billing 
Payment  -  Providing  this  si 
using  an  existing  banking 
tionship,  is  simple  and  low! 


HANSEN' 

People.  Government.  Solutions. 
For  over  20  years,  Hansen  has  been  the  wil 
leading  provider  of  Enterprise  Resource  Plarl 
(ERP)  applications  that  manage  the 
operations  of  government.  Hansen's  interi 
suite  of  software  includes  CIS/utility  billing,  ™ 
cials,  permits,  licensing,  code  enforcement,  prrjl 
tax,  asset  management,  Citizen  Relation] 
Management  (CRM),  work  management, 
works,  transportation,  HR  and  payroll,  Web  | 
GIS.  mobile  solutions  and  business  intelligJ 
Customers  include  15  of  the  25  largest  citw 
the  United  States.  Headquartered  in  Sacran 
CA,  Hansen  has  offices  in  Auckland,  LoiJ 
Melbourne,  and  Mississauga. 

www.hansen.com 


ment,  value-added  products  and 
services,  and  information  on  their 
own  consumption  patterns.  The 
solution  must  be  capable  of 
evolving  and  be  as  customizable 
as  possible  so  that  customers  feel 
like  it  was  made  for  them. 

The  ability  to  provide  customer 
self-care  is  very  achievable.  The 
answer  lies  in  moving  customers 
closer  to  the  business  through 
Internet-based  solutions.  A 
dynamic  Web  portal  connecting 
utility  customers  to  services 
rhrough  the  utility's  Web  site 
provides  customers  with  the 
ability  to  communicate  and  do 
business  more  effectively  with 
the  utility  company,  while  pro- 
viding the  ability  to  profile  cus- 
tomers, target  their  needs  more 
effectively  and  offer  additional 
services. 

The  utilities  sector  is  under 
extreme  pressure  to  reduce  costs 
while  improving  its  customer 
service.  To  accomplish  this  goal, 


I"   : 
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•  Credit  Card  Payment  - 

the    environment    and    le 
customer  decide  which  n  | 
to  pay 

•  Consumption    Review 

Analysis  -  Create  an  er  y. 
ment  for  a  "stare  and  cor  [ 
of  prior  monthly/yearly 
sumption  data.  Provide  ana  i 
tools  that  rationalize  the  inl  I 
tion  and  offer  additional  se 

•  Self-Care  and  Managen 

Allow  the  customer  to  cr 
profile,  change  current  ' 
information,  issue  s< 
requests,  and  indicate  hov 
want  to  be  contacted  (bill,  < 
phone,  etc.) 

These  solutions  can  p 
improved  customer  satisf; 
a  more  efficient  business  p: 
and  smarter  marketing 
higher  returns. 


SciTech  Developments  to  Watch 


JOHN  CAREY 


e  American  Association  for  the  Advancement  of  Science 
d  its  annual  meeting  in  Seattle  Feb.  12  to  16.  Topics 
iged  from  atoms  to  economics.  Here  are  some  highlights: 


NOVATIONS 


cohol's  effects 
d bugs  that  turn 
iste  into  power 

Doctors  are  getting  a 
irer  picture  of  how  alcohol 
damage  the  brains  of 
orn  babies.  Dr.  John  W. 
ay  of  Washington 
/ersity  School  of  Medicine 
L  Louis  has  shown  that 
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rammed  to  die.  Because 
rent  parts  of  the  brain 
i  links  at  different  times, 
•sure  to  alcohol  can 
uce  a  range  of  defects, 
learning  difficulties  to 
motor  skills. 

ome  species  of  microbes 
ive  in  oxygen-free 
onments  are  proving  to 
izards  at  cleaning  up 
ium-contaminated 
ndwater  and  other 
tion.  And  by  attaching 
ugs  to  electrodes, 
itists  have  been  able  to 
e  biological  fuel  cells 
red  by  organic  waste. 


ONCOLOGY 

TINY 'SMART 
BOMBS' 
VS.  CANCER? 

NANOTECHNOLOGY  promises 
everything  from  faster  com- 
puters to  better  cosmetics. 
But  one  of  the  first  fruits  of 
this  ultra-tiny  frontier  may  be 
in  medical  imaging.  At  Emory 
University,  a  team  led  by 
Shuming  Nie  has  created 
semiconductor  specks, 
dubbed  quantum  dots,  that 
fluoresce  when  lit  by  a  lamp. 

Injected  into  the  body, 
these  minuscule  dots  are  just 
the  right  size  to  pass  through 


the  leaky  blood  vessels  found 
around  cancer  cells  and  lodge 
near  them.  The  researchers 
have  also  boosted  the  dots' 
tumor-finding  ability  by 
attaching  antibodies  that 
seek  out  cancer  cells. 

In  mice,  the  researchers 
showed  that  the  technique 
can  spot  tiny  clumps  of 
cancer  missed  by  existing 
methods.  Toxicity  issues  must 
be  worked  out,  but  in  theory, 
quantum  dots  could  provide 
earlier  detection  of  cancer, 
says  Nie.  And  scientists  are 
already  thinking  about 
adding  drugs  to  the  quantum 
dots  to  create  "smart  bombs" 
that  can  be  tracked  as  they 
target  cancer  cells. 


MARINE  LIFE 


'DAMAGED  BEYOND  REPAIR': 
WHY  CORAL  REEFS  ARE  DYING 


CORAL  REEFS  are  the  most 
diverse  marine  habitats 
known.  And  25%  of  these 
ocean  oases  are  "damaged 
beyond  repair,"  says  Joan  A 
Kleypas  of  the  U.S.  National 
Center  for  Atmospheric 
Research.  Kleypas  and  her 
colleagues  have  published  a 
report  for  the  Pew  Center  on 
Global  Climate  Change 
detailing  the  threats  to  reefs. 
The  scientists  found  that 
some  landborne  pathogens 
have  been  able  to  adapt  to  life 


in  the  sea,  killing  coral 
and/or  the  symbiotic 
microalgae  that  live  inside 
them.  Meanwhile,  silt, 
pesticides,  and  other 
pollutants  are  washing  into 
the  oceans,  harming  reefs. 
The  final  insult:  Rising  global 
temperatures  cause  the  coral 
creatures  to  cough  out  their 
algal  partners.  The 
researchers  strongly  urged 
nations  to  curb  fishing, 
reduce  pollution,  and  take 
steps  to  slow  global  warming. 


REAL  ESTATE 

ECO-LAWS 
BOOST 
LAND  VALUES 


ENVIRONMENTAL  protection 
and  economic  development 
are  usually  seen  as  being  at 
loggerheads.  Putting 
restrictions  on,  say,  a  pristine 
wilderness  lake  is  often 
assumed  to  reduce  property 
values,  since  the  lakeshore 
can't  be  as  fully  developed. 
But  it  doesn't  have  to  be 
that  way,  according  to  a 
study  by  environmental 
economist  R.  William 
Provencher  at  the  University 
of  Wisconsin  at  Madison. 

He  looked  at  what 
happened  in  Vilas  County, 
Wis.,  after  residents  became 
concerned  about  the 
environmental  health  of  their 
lakes.  In  1999,  the  county 
passed  an  ordinance  limiting 
development  near  certain 
ecologically  sensitive  North 
Woods  lakes.  Using  data  on 
property  sales,  Provencher 
found  that  the  value  of 
shoreline  property  increased 
substantially  following  the 
restrictions— by  as  much  as 
24%  at  one  lake. 

The  results,  Provencher 
suggests,  show  that 
environmental  preservation 
bestows  considerable  market 
value— enough  to  entice 
people  to  give  up 
development  rights  in 
exchange  for  a  more  pristine, 
and  desirable,  environment. 
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The  Corporation  Strategies 


Ford  Learns  the 
Lessons  of  Luxury 

Its  deluxe  brands  have  made  strides. 
But  buyers  are  a  demanding  lot 


ARK  FIELDS  HAS 
the  ebullience  of  a 
guy  who's  on  a  roll. 
Last  year,  Fields 
pulled  off  a  nearly  $1 
billion  profit  swing 
at  Ford  Motor  Co.'s 
collection  of  prestige  auto  brands. 
Thanks  to  a  couple  of  hot  new  products- 
Jaguar's  new  flagship  XJ  sedans  and  Vol- 
vo's XC90  SUV'— the  Premier  Automotive 
Group  (PAG),  which  also  includes  Land 
Rover  and  Aston  Martin,  turned  a  2002 
operating  loss  of  $897  million  into  a  slim 
2003  operating  profit  of  $164  million 
and  rang  up  a  17%  gain  in  global  sales. 
Thanks  in  large  part  to  PAG,  Fields's  boss, 
Ford  Chief  Executive  William  C.  Ford  Jr., 
is  now  able  to  boast  that  he  sells  more 
luxury  cars  in  the  U.S.  than  anyone  else. 
But  Fields,  43,  isn't  letting  this  go  to  his 


head.  "A little  success  is  fine,"  he  quips,  "as 
long  as  you  don't  inhale."  And  he  has  plen- 
ty of  reason  to  be  realistic.  His  boss  is 
counting  on  him  to  to  squeeze  a  lot  more 
out  of  Ford's  luxury  brands  to  make  good 
on  the  CEO's  turnaround 
plan.  Yet  since  arriving  two 
years  ago  from  Ford's  Mazda 
unit,  Fields  has  had  to  undo 
mistakes  made  by  his  prede- 
cessors in  the  heady  early 
days  after  Ford  combined  its 
luxury  makes  into  PAG.  In 
the  process,  Fields  has 
learned  a  valuable  lesson- 
that  mass-market  luxury  is  an  oxymoron. 
Fields  had  to  change  course  from  early 
plans  to  enrich  revenues  with  big  volume 
increases  and  to  boost  profits  by  sharing 
car  chassis  with  some  of  Ford's  more 
mundane  mass-market  models.  Instead, 


Jaguar's 
customers 
want  Jaguar 
platforms 


he  is  leveraging  car  platforms  within 
luxury  family  and  saving  through  c 
mon  electronics  and  safety-  equipn 
Now  Fields  will  find  it  much  tough* 
meet  PAG's  mid-decade  profit  goai 
kick  in  one-third,  or  $2.3  billion,  of  F< 
promised  $7  billion  annual  pretax  p 
He  still  insists  he  can  get  there,  an 
expectation  within  Ford  this  year  is 
PAG  will  generate  operating  earnin 
$550  million.  Even  with  the  cha 
Fields  is  making,  says  Standard  &  P 
auto  analyst  Scott  Sprinzen,  "they 
have  pretty  ambitious  goals." 

Fields  had  little  choice  but  to 
PAG.  The  unit  was  created  in  1999  by 
mer  Ford  CEO  Jacques  A.  Nasser 
Wolfgang  Reitzle,  the  ex-BMW  exec  Jj  I 
er  recruited  to  forge  Ford's  various  fi  [ 
pean  car-company  acquisitions  into 
herent,  profitable  unit.  They  wante 
create  a  money  machine  by  pumpin 
sales  volumes  of  PAG's  high-profit 
while    slashing    costs    by    introdu 
economies  of  scale.  Unfi  | 
nately,  neither  plan  woi 
Cranking  out  too  many 
of  an  elite  brand  sue 
Jaguar  damaged  the 
sive    image.    That's 
Fields  ratcheted  down  I 
unrealistic  goal  of  boo  J 
global  sales  by  almost ! 
in  five  years,  to  more  tlC 
million  cars  by  2006.  Last  year,  PAG  p 
only  701,500  vehicles,  and  Fieldi 
longer  divulges  sales  targets. 

PAG's  initial  platform-sharing 
also  went  awry  While  sharing  the  II 
structure  of  a  car  or  truck  can  gen|fe.  \ 


in- 


Stylish 

Moves 

Ford's  Premier 
Automotive 
Group  is  taking 
these  steps  to 
boost  earnings 


cma 


PLATFORM  SHARING      FEWER  ENGINES 


JAGUAR'S  X-Type  shares  its 
chassis  with  the  Ford  Mondeo 
oblem,  since  luxury 
soften  shun  cars  based 
^  a  rket  models. 
Eventuc-.sy.  each  brand  will 

□latformsof 
vn  and  rare1/ will  share 
then  with  other 


Engines,  while  also  costly,  can  be 
shared  among  luxury  brands. 
Therefore,  PAG  plans  to  develop 
fewer  engines  and  share  them. 
Jaguar  and  LAND  ROVER  will 
go  from  a  combined  six  engines 
to  two.  The  same  goes  for 
technology  such  as  navigation 
systems  and  safety  innovations. 


FLEXIBLE  FACTORI 

Emulating  VOLVO'S  highly 
flexible  Swedish  plants,  PAG 
wants  some  of  its  British 
factories  to  be  able  to 
build  vastly  different  vehick 
side  by  side.  Jaguar's  Hale 
(England)  plant  is  slated  to  i 
production  of  a  Land  Rover 
model  by  2006. 

Data: 


h 
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avings  for  most  models,  Ford  dis- 
d  that  it  just  won't  wash  in  the  luxu- 
rket.  Most  car  buyers  have  no  idea 
platform  even  is.  But  word  quickly 
ound  when  a  new  model  shares  its 
arriage  with  more  plebeian  cars, 
turns  out  that  someone  paying 
30  for  the  luxury  cachet  of  his  first 
cares  a  great  deal  that  the  car's  guts 
ng  shared  with  something  that  may 
lly  $20,000  or  so. 

SHED  IMAGE 

EARNED  THAT  lesson  the  hard 
lthough  Ford  execs  had  debated  for 
the  merits  of  sharing  platforms  in 
uxury  group,  the  results  became 
men  they  tried  it  with  the  Jaguar  X- 
edan.  Introduced  in  2002,  it  of- 

Jag  loyalists  who  knew  from  car 
s  and  press  reports  that  the  "Baby 
as  based  on  the  humble  Ford  Mon- 
hat,  plus  initial  quality  woes,  seri- 
arnished  the  car's  image  and  led 
ivy  discounting.  Says  Jim  Bulin, 
f  Bulin  Group,  a  Northville  (Mich.) 

nsultant:  "This  is  a  prostitution 


J 
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SMALL  STEPS 

Fields  knows 
Ford  needs  to 
squeeze  more 
profits  from  his 
luxury  division 
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of  something  customers  hold  sacred." 
Ford  isn't  alone  in  its  platform-sharing 
dilemma.  Audi  is  losing  European  sales 
as  savvy  consumers  figure  they  can  get  a 
similar  but  cheaper  car  from  Volkswagen. 
And  much  of  the  $4-3  billion  General  Mo- 
tors Corp.  invested  recently  in  Cadillac 
went  for  building  a  plant,  chassis,  and  en- 
gines that  will  be  exclusive  to  Cadillac 
models.  In  Ford's  case,  the  lesson  is  cal- 
culated in  profits  and  prestige:  In  the  U.S., 
where  Jaguar  X-type  sales  fell  19%  last 
year,  Ford  has  lopped  $3,000  off  the  X- 
Type's  $36,000  base  price.  The  car  had 
similar  problems  in  Europe.  A  diesel  ver- 
sion introduced  there  last  fall  has  caught 
on,  but  industry  insiders  say  Ford  may 
phase  out  the  car  by  decade's  end. 

Now,  in  most  cases,  each  of  PAG's  divi- 
sions will  have  its  own  exclusive  under- 
carriage. That  is  a  costly  choice,  since  a 
unique  one  costs  $1  billion  or  more.  "In 
general,  in  the  auto  industry,  the  Holy 
Grail  is  fewer  [platforms],"  Fields  says. 
"But  the  customer's  perception  is  what 
counts."  Fields  is  pushing  each  PAG 
brand  to  derive  as  many  vehicles  as  pos- 


sible from  each  exclusive  plat- 
form. Jaguar,  for  instance,  may 
base  its  next  S-Type  on  the  new 
Xj's  underpinnings  instead  of  a 
Lincoln  platform,  as  it  does 
now.  Land  Rover,  with  an  as- 
sortment of  platforms,  will  take 
longer  to  consolidate.  The  six- 
figure  Aston  Martin  will  get  its 
own  chassis,  instead  of  borrow- 
ing from  Jaguar.  Volvo,  PAG's 
not-quite-luxury  brand,  will  still 
share  some  platforms.  Its 
entry-level  S40  and  S50  sedans 
share  with  Mazda  and  Ford  of 
Europe,  saving  Volvo  10%  to 
20%  on  product-development 
costs,  Fields  says. 

To  ensure  that  the  luxury 
brands'  images  are  protected, 
Fields  will  look  for  other  kinds  of 
cost  sharing  that  he  believes  cus- 
tomers won't  detect— or  won't 
mind.  He  is  planning  to  share 
technology  among  PAG  units, 
reasoning  that  few  customers 
will  care  if  a  Jaguar  and  a  Land 
Rover  have  identical  navigation 
and  sound  systems,  or  even  if 
they  use  state-of-the-art  Volvo 
safety  gear.  The  sharing  also  ex- 
tends to  costly  engine  develop- 
ment. Fields  aims  to  reduce  the 
number  of  engines  at  Jaguar  and 
Land  Rover  from  six  to  two.  PAG 
divisions  will  also  joindy  develop 
a  six-speed  transmission. 
Beyond  that,  PAG  can  choose  unseen 
nuts-and-bolts  items— brake  pads,  win- 
dow-lift motors,  or  fasteners— from  Ford's 
global  parts  bin  to  take  advantage  of 
bulk-purchase  savings.  PAG  is  also  saving 
money  by  pooling  the  individual  brands' 
resources  for  logistics,  information  tech- 
nology, and  other  back-office  expenses. 
Fields  figures  he  can  also  cut  costs— after  a 
heavy  initial  investment— by  bringing 
PAG's  British  factories  up  to  snuff  with 
greater  quality  and  productivity,  and  by  in- 
corporating modern,  flexible  manufactur- 
ing equipment  to  allow  side-by-side  pro- 
duction of  multiple  models.  Such  moves 
would  likely  eliminate  the  need  for  one  of 
Jag's  three  British  plants.  Ford  executives 
decline  to  comment  on  that  possibility. 

Will  all  this  save  enough  money  to 
make  up  for  abandoning  platform  shar- 
ing and  settling  for  slower  sales  growth? 
Fields  hasn't  given  up  on  the  idea  that 
building  better  Jags  and  Volvos  can  boost 
sales  and  profits  substantially.  For  the 
sake  of  Bill  Ford's  turnaround  plans  and 
shareholders,  he  had  better  be  right.  ■ 
-By  Kathleen  Kerwin  in  Detroit 
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irman's  Message 

3  Annual  Meeting  of  Shareholders  on  February  3,  2004 

(excerpt) 


.  2002-2003  ANNUAL  RESULTS 

s  of  euro 

Fiscal  year 
2002-2003 

Fiscal  year 
2001-2002 

Change  at 
current  rates 

Change  at 
constant  rates 

s 

11,687 

12,612 

-  7.3% 

2.7% 

514 

528 

-  2.6% 

9.8% 

ptional  income  (expense) 

1 

23 

not  meaningful 

not  meaningful 

it  income 

162 

183 

-  1 1 .3% 

-  2.2% 

per  share  before  goodwill 
ion  (in  euro) 

1.41 

1.58 

-10.6% 

-1.8% 

per  share  after  goodwill 
ion  (in  euro) 

1.02 

1.15 

-  1 1 .4% 

-  2.3% 

of  Directors  feels  that  Sodexho  has  met  the 
Df  a  difficult  economic  and  political  environment, 
tes  have  grown  seven-fold  in  the  past  ten  years, 
net  income  has  increased  by  an  average  of 
tf>  a  year  and  our  earnings  per  share  by  9%. 

three  years  now,  the  Sodexho  share  has 
B  general  downward  trend  in  the  stock  market, 
ave  done  better  during  this  period,  but  we  have 
Bn  the  fact  that  the  reorganization  of  our  UK 
would  impact  our  earnings. 

lexho  continue  to  increase  the 
:  its  shareholders'  investments? 

term  outlook  is  good 

II  a  large  potential  market  to  be  won  in  all  of 
sses  and  host  countries.  Sodexho  is  the  global 
althcare,  Seniors  and  Defense,  the  segments 
i  greatest  potential. 

irth  strategy  is  clear 

ize  in  services  for  companies,  schools, 
institutions,  defense  facilities,  remote  sites  and 
ice  of  service  vouchers  and  cards.  We  are 
\  in  76  countries  that  are  home  to  95%  of  the 
ulation. 

developed  countries  we  are  most  of  the  time 
or  two  in  the  market.  The  absolute  priority  is  to 
largin  in  our  UK  operation  to  the  Group  EBITA 
in  the  next  two  or  three  years  and  to  restore  its 
lentum.  We  were  pioneers  in  the  most  populous 
at  within  50  years  will  be  among  the  world's 
i  as  China,  India,  Russia  and  Brazil.  We  have 
wily  in  these  countries  and  will  continue  to  do 
of  the  huge  market  potential  they  represent. 


We  have  a  lot  of  room  to  improve  our 
earnings 

We  are  focusing  on  three  points: 

•  Accelerating  organic  growth. 

•  Improving  operational  management. 

•  Implementing  key  performance  indicators. 

Senior  management  is  operating  smoothly 

On  June  12,  2003  the  Board  of  Directors  appointed 
Jean-Michel  Dhenain  and  Michel  Landel  joint  Chief 
Operating  Officers.  In  addition,  we  have  strengthened  our 
management  teams  in  North  America,  Continental  Europe 
and  in  the  United  Kingdom  and  Ireland,  as  well  as  in  our 
purchasing  organization. 

The  Board 

Our  Board  of  Directors  is  a  cohesive  authority  that  acts  in 
the  interests  of  all  shareholders  and  in  the  interest  of  the 
business.  Its  members  are  chosen  for  their  expertise, 
experience  and  understanding  of  our  businesses. 

Maintaining  transparency  with  regard  to  all  stakeholders 
is  one  of  our  core  values. 

To  increase  the  value  of  our  shareholders'  investment,  the 
Board  of  Directors  and  senior  management  will  focus  all 
of  the  Group's  energies  on  improving  our  performance. 

On  behalf  of  the  Board  of  Directors,  I  would  like  to  thank 
all  our  clients  for  their  trust,  all  our  employees  for  their 
dedicated  professionalism  and  efficiency,  which  every  day 
ensures  our  success  around  the  world,  and  our 
shareholders  for  their  loyalty. 

Pierre  Bellon 

Chairman  and  Chief  Executive  Officer 


n°  1  worldwide 

Food  and  Management 
Services. 

•  Business  and  Industry' 

•  Defense 

•  Correctional  Services 

•  Healthcare 

•  Seniors 

•  Education 

•  Remote  Sites 

'  including  Prestige  and  River  and  Harbor  Cruises. 


n°  2  worldwide 

Service  Vouchers 
and  Cards. 

308,000  employees  in 

76  countries. 

23,900  sites. 

€11.7  billion 

($12.5  billion)  in  revenues 


DIVIDEND 

Our  excellent  financial  model  enables 
us  to  finance  growth,  reimburse  debt 
and  reward  our  shareholders. 
The  Annual  Meeting  of  Shareholders 
has  fixed  a 

associated  with  a 

The  dividend  payment  date  is 
March  4,  2004. 


"torward-lookjng  statements"  within  the  meaning  of  the  United  States  Pnvate  Securities  Litigation  Reform  Act  of  1995.  These  include,  but  are  not  limited  to,  statements 

d  future  events  and  financial  performance  with  respect  to  our  operations.  Forward-looking  statements  can  be  identified  by  the  fact  that  they  do  not  relate  strictly  to 

facts.  They  often  include  words  like  "believe."  "expect,"  "anticipate,"  "estimated,"  "project,"  "plan,"  "pro  forma,"  and  "intend"  or  future  or  conditional  verbs  such 

"  or  "may."  Factors  that  could  cause  actual  results  to  differ  materially  from  expected  results  include,  but  are  not  limited  to.  those  set  forth  in  our  Registration  Statement 

Ned  with  the  Securities  and  Exchange  Commission  (SEC),  the  competitive  environment  in  which  we  operate,  changes  in  general  economic  conditions  and  changes  in 

and/or  global  financial  and/or  capital  markets.  Forward-looking  statements  represent  management/ s  views  as  of  the  date  they  are  made,  and  we  assume  no 

any  forward-looking  statements  for  actual  events  occurring  after  that  date  You  are  cautioned  not  to  place  undue  reliance  on  our  forward-looking  statements. 
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Personal  Business  Electronics 


Jazzing 
UpM)ur 
New  Car 
For  Less 

Forget  the  dealer.  Buy  that  killer  stereo  or  DVD 
player  from  a  retailer.  BY  LARRY  ARMSTRONG 


IF  YOU  BOUGHT  A  NEW  CAR  more  than  a  few  months 
ago,  you  might  wish  you  had  done  some  things  differ- 
endy.  Maybe  you  would  have  opted  for  a  CD  changer  or 
a  DVD  player  to  keep  the  kids  occupied.  Maybe  you 
would  have  gotten  satellite  radio,  if  only  the  carmaker 
had  offered  it  then.  Or  perhaps  you  would  have 
splurged  on  that  built-in  navigation  system  the  dealer 
was  trying  so  hard  to  sell  you.  J  None  of  these  omissions  is 
hard,  or  necessarily  expensive,  to  correct.  For  one  thing,  buy- 
ing new  gear  for  your  car  in  the  auto  aftermarket— from  an 
electronics  chain  such  as  Best  Buy  or  Circuit  City  Stores,  or  a 
car-specialty  store— is  usually  cheaper  than  ordering  it  with 
the  car  in  the  first  place.  For  the  newest  technology,  it's  the 
only  way  to  go.  J  Installation  is  extra,  unless  you're  mechani- 
cally handy  or  you  catch  one  of  the  frequent  sales  offering  free 
installation.  Otherwise,  expect  to  pay  from  about  $50  to  install 
a  new  radio  receiver,  and  perhaps  $150  for  a  DVD  video  screen 
that  drops  down  from  the  ceiling,  not  including  parts  such  as 
brackets  and  wiring  adapters  that  add  about  $20  to  the  price. 
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Lease  your  car?  Don't  worry, 
aftermarket  electronics  are  desig 
you  don't  have  to  drill  holes  o 
wires.  And  most  retailers  will  ur 
anything  they've  installed  and  pi 
the  original  factory  equipment  f 
when  you  sell  your  car  or  return  i 
end  of  the  lease. 

By  far  the  most  popular  upgra 
tweaks  to  the  factory  stereo  syste 
best  place  to  start  is  with  the  sp 
You  won't  have  to  spend  more  th 
to  $50  for  a  good  pair  of  front  sp 
and  you'll  hear  the  difference 
brighter,  more  lifelike  sound  tht 
duce.  Tip:  The  front  speakers  in  y 
are  usually  mounted  low  on  the  d(    r  a 
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Barker:  GE's 
insurance  IPO 


you're  choosing  speakers  in  the 
be  sure  to  stand  off  to  the  side  in- 
n  of  listening  to  them  head-on. 

RMARKET  BARGAINS 

t  J'RE  MISSING  the  room-filling  bass 

:  become  accustomed  to  from  your 

theater  system,  you  can  add  a 

e!J"ed  subwoofer  to  your  car.  Good 

« include  Infinity's  BassLink  models 

I  to  $399)  or  Bazooka's  Bass  Tubes 

p  to  $399).  They're  compact— about 

'  eofa  briefcase— and  designed  to  fit 

^  link  or  behind  the  rear  seats  of  a 

, ,  3  or  sport-utility  vehicle. 

i0>ther  easy  add-on  is  a  CD  changer. 

mpanies  want  a  lot  of  money  for 


FIND  YOUR  WAY 

Navigation  systems  such  as 
Magellan's  RoadMate  500 
($900)  are  half  the  price  of 
factory-installed  models 


them  as  a  part  of  their  premium  audio 
systems.  You'll  pay  close  to  $1,200,  for  ex- 
ample, to  get  a  six-disk  changer  on  this 
year's  Cadillac  CTS.  But  a  Sony  10-disk 
changer  typically  goes  for  about  $160,  or 
$200  for  a  model  that  also  can  play  MP3 
files  from  music  CDs  you  burn  on  your 
home  computer.  One  caution:  These 
"universal"  changers  feed  the  sound  to 
your  car  radio  through  its  FM  antenna,  so 
what  you'll  hear  is  FM- 
quality  sound.  For  full 
CD-quality  audio,  manu- 
facturers now  make 
adapters  so  that  you  can 
hook  the  changer  direcdy 
into  certain  factory  stere- 
os. Ask  your  retailer  if 
there's  one  for  your  car. 

You  may  want  to  get 
rid  of  the  factory  radio  al- 
together and  swap  in  a 
"head  unit"  with  all  the 
features  you  want.  If 
yours  is  an  older  car  that 
doesn't  have  a  CD  player, 
you  can  get  an  in-dash 
AM/FM/CD  model  for 
less  than  $100.  In  the 
$150  to  $350  range,  you 
can  get  pretty  much 
everything  else  you  may 
want:  MP3  capability, 
controls  for  add-on  satel- 
lite radio  tuners  or  CD 
changers,  a  display  that 
shows  song  tides,  and  a 
removable  faceplate  so 
thieves  won't  be  tempted. 

Beyond  that,  the  sky's 
the  limit.  Check  out  Ken- 
wood's $2,500  KVT- 
915DVD.  It's  a  premium 
audio  and  TV  receiver 
with  surround  sound,  a 
DVD  player,  and  a  motor- 
ized, retractable,  7-inch 
LCD  touch-screen  display. 

You  don't  have  to 
spend  nearly  that  much 
to  get  video  in  your  car 
(in  the  backseat  with  the 
kids,  that  is).  For  about 
$800,  you  can  install  a 
Sony  or  Audiovox  DVD 
system  with  a  7-inch  LCD 
screen  that  drops  down 
from  a  ceiling  console 
that  replaces  the  dome 
light.  On  a  new  Lexus 
RX330    SUV,   the   same 


A  Gizmo 

For  Every 
Taste 


i — i 


WATCH  A  MOVIE 

The  7-inch  screen  on  Sony's 
DVD  Dream  System  ($800) 
drops  down  from  the  ceiling, 
replacing  the  dome  light 

HEAR  SOME  TUNES 

Get  commercial-free  music 
anywhere  with  satellite  radio; 
you  can  shuttle  this  Sirius  tuner 
($100)  between  car  and  home 


thing  goes  for  $1,840— and  is  available 
only  on  vehicles  outfitted  with  premium 
or  performance  packages  ranging  from 
about  $2,000  to  $5,000.  Another  option: 
Get  new  front-seat  headrests  with  video 
screens  built  into  the  back.  With  a  DVD 
player  that  goes  under  the  seat,  they're 
about  $1,500  a  pair. 

Some  extras  you're  better  off  not  per- 
manendy  installing  in  your  car.  Take  nav- 
igation  systems.  A 
$2,000  option  on  new 
cars,  you  can  get  stand- 
alone versions  for  $400 
to  $1,300  that  hook  on  to 
an  air-conditioning  vent 
on  the  dash  or  mount  on 
a  gooseneck  plugged  in  to 
the  cigarette  lighter.  That 
way,  you  can  use  it 
around  town  but  still  take 
it  with  you  on  longer 
road  trips  in  your 
spouse's  car,  or  in  rental 
cars  on  out-of-town  busi- 
ness trips.  Two  recom- 
mendations: Garmin's 
StreetPilot  2610  and  the 
Magellan  RoadMate  500, 
from  about  $800  to 
$1,000  for  either.  Both 
have  big  color  displays, 
touch-screen  controls, 
and  a  voice  to  prompt  you 
at  turns. 

Similarly,  both  XM  and 
Sirius  satellite  radio  serv- 
ices offer  receivers  that 
snap  into  docking  sta- 
tions so  you  can  move 
them  between  cars  or 
into  the  house.  They're 
around  $150,  with  extra 
docks  going  for  about 
$50  to  $70  each.  The  log- 
ic? Each  receiver  requires 
its  own  subscription, 
monthly  fees  of  $10  to 
$13  that  can  add  up  fast  if 
you  have  more  than  one. 
Two  good  places  for 
armchair  shopping: 
crutchfield.com  and  best- 
buy.com.  Both  sites  let 
you  type  in  your  car's 
year,  make,  and  model. 
That  way,  when  you  start 
dreaming  about  adding 
new  toys  to  your  car,  you 
can  be  sure  the  stuff  is  go- 
ing,tofit.  ■ 
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Personal  Business 


An  Ancient  Drink, 
Newly  Exalted 

Exotic  teas  are  appearing  in  restaurants  and  shops. 
Here's  how  to  read  the  leaves,  by  amy  cortese 


decade  ago.  Specialty 
or  not,  black  tea  makes 
up  more  than  90%  of 
consumption. 

Part  of  tea's  draw  is 


BREW' 

As  in  wje^ 
geograM; 
climatetfli 

tea  qud 


RICH,  EARTHY  TASTE 
with  briny  overtones." 
"Complex,  fruity  flavor 
with  a  hint  of  honey." 
Notes  from  a  wine 
tasting?  Guess  again. 
Although  those  charac- 
terizations would  be  right  at  home  on 
a  wine  list,  they  are  describing  teas— 
Pu-erh  toucha  and  white  tip  oolong, 
respectively. 

Shops  and  restaurants  are  elevating 
this  staple  to  new  heights  as  they  offer  a 
profusion  of  exotic  varieties— from  deli- 
cate white  tea  made  from  young  buds  to 
gyokuro,  a  rare  green  tea  from  Japan. 


UNBAGGED 

Specialty  teas, 

minimally 
processed  and 
sold  loose,  have 
complex  flavors 


Common  store-bought  tea  bags  are  typi- 
cally mass-produced  using  low-grade  tea 
"dust"  (particles  of  crumbled  tea  leaves). 
In  contrast,  specialty  teas,  whether  black, 
green,  or  white,  emanate  from  the  most 
flavorful  leaves  at  the  top  of  the  plant, 
minimally  processed  and  sold  loose.  The 
result  can  be  a  complexity  of  character 
comparable  to  fine  wine.  Indeed,  some 
restaurants,  such  as  Chez  Panisse  in 
Berkeley,  Calif,  even  have  tea  sommeliers. 
You  don't  have  to  read  tea  leaves  to  un- 
derstand why.  Of  the  $2  billion  in  U.S. 
sales  of  traditional  (meaning  hot)  tea  last 
year,  specialty  teas  accounted  for  $500 
million,  up  from  less  than  $250  million  a 


its    reputation    as    an 
elixir.  The  fkvonoids,  tannins,  rp' 
mins  in  tea  are  believed  to  havp- 
antioxidant  and  antibacterial  pipf r 
that  can  help  combat  everythi 
cancer  and  heart  disease  to  the 
more  interest  in  tea,  drinkers  ha\  a j 
more  adventurous.  Elaine  Terma  ol 
of  Elaine's  Tea  Shoppe  in  Toled<  & 
brisk  business  selling  custom  #  • 
such  as  UnWrinkle  Me,  a  mix    f  ^ 
teas  she  says  improves  skin  tone  I  ' 

WILD  LEAF 

SO,  IF  YOU  DON'T  know  rooibip 
Red  Rose  but  want  to  join  the  t<J  f-,; 
here's  a  primer.  Legend  has  it  la( 
Chinese  Emperor  Shen  Nung  disfc 
tea  around  2737  B.C.,  when  a  le 
wild  Camellia  sinensis  tree  blew  if 
cup  of  boiling  water.  All  tea  coir  & 
the  Camellia,  a  now-cultivate< 
that  thrives  in  high  altitudes, 
"teas"  such  as  chamomile  or  rrrkf 
nically  are  not  tea.)  The  Camt  'i 
spawned   more  than   1,200   v 
which  fall  roughly  into  four  ma 


HERBAL  Yerba  mate 


RED  Rooibos 


GREEN  Sen 
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ies:  black,  green,  white,  and  oolong. 
,ike  wine,  tea  quality  is  affected  by 
graphy  and  climate.  In  general,  the 
ler  the  elevation,  the  better  the  tea. 

difference  between  the  major  types 
ies  from  their  methods  of  prepara- 
i  and  levels  of  oxidation.  Black  tea, 
ti  as  Ceylon  and  Darjeeling,  is  fully 
nented,  producing  black  leaves, 
sang  souchong  is  a  scented  variety, 
ving  its  flavor  from  the  pinewood 
>ke  used  to  dry  its  leaves.  Green  tea 
es  are  picked,  left  to  wither,  and 
i  steamed  or  pan-heated  to  prevent 
lation,  maintaining  their  color.  The 
imal  processing  also  preserves  dis- 

-fighting  catechins,  a  type  of  antiox- 
jit,  which  are  lost  in  fermentation, 
•olong,  a  partly  fermented  tea,  has  a 
bodied  flavor  that  falls  between 
k  and  green  tea.  One  example  is 
?rh,  which  lowers  triglycerides  and 
ices  hunger— hence,  its  nickname, 
'diet  tea."  White  tea,  a  newcomer  to 

palates,  is  unfermented  and  made 
i  the  youngest  shoots.  Up  to  80,000 
b  are  needed  for  a  pound  of  white 

one  reason  it  can  cost  more  than 

an  ounce.  The  leaves  are  steamed 

gently  dried,  preserving  antioxi- 

s  and  a  subtle  flavor. 

lere's  also  red  "tea"  known  as 
oos.  Made  from  leaves  of  the  rooibos 

bush"  native  to  South  Africa,  it's 
nically  not  a  tea.  But  it  is  fermented 

i  black  tea  and  produces  a  delicious- 

h  brew.  It  also  packs  500%  more  an- 
iants  than  white,  green,  or  black  tea, 

is  thought  to  be  particularly  benefi- 

or  pregnant  women  and  colicky  ba- 
,  Since  it  is  an  herb,  it's  caffeine-free. 

her  notable  herbal  tea  is  yerba 
1 L  made  from  the  leaves  of  a  holly-like 
( t  found  in  South  America. 

lese  teas  can  set  you  back  $4  to  $11 
junce  (an  ounce  makes  about  20 
f  ngs).  A  box  of  100  Lipton  tea  bags 

.  around  $3.  But  when  it  comes  to 
jty,  why  beat  around  the  bush?  II 


WHITE  Rose  melange 


Brushing  Your 
Teeth  Away 

Too  much  zeal-and  the  wrong  toothbrush-are 
creating  a  new  set  of  problems,  by  kate  murphy 


ENTISTS  WARN 
that  improper 
brushing  is 

causing  an  in- 
creasing inci- 
dence of  tooth 
and  gum  abra- 
sion, which  can  lead  to  sensitivi- 
ty, gum  recession,  and  periodon- 
tal disease.  Bad  brush  strokes  are 
partly  responsible— but  so  is  the 
toothbrush. 

Dentists  recommend  using  a 
soft  brush,  but  try  to  find  one. 
Firm  and  medium  brushes  are  far 
more  prevalent  on  drugstore 
shelves.  "It  really  perplexes  me 
because  nobody  should  use  a  firm 
or  medium  brush,"  says  Dr.  Sally 
Cram,  a  periodontist  in  Washing- 
ton. Even  if  you  spot  a  brush  la- 
beled soft,  it  may  not  mean  much. 
"One  manufacturer's  soft  could 
be  another's  medium,"  says  Clif- 
ford Whall,  who  directs  the 
American  Dental  Assn.'s  seal  of 
approval  program.  Ironically,  the 
ADA  puts  its  seal  on  firm  and 
medium  as  well  as  soft  brushes. 

Your  best  bet  is  to  get  a  tooth- 
brush labeled  extra  soft,  ultra 
soft,  or  sensitive.  Manufacturers 
usually  distribute  them  only  to 
dentists  because  consumers  mis- 
takenly think  they're  not  firm 
enough  and  don't  buy  them.  Ask 
your  dentist  for  a  sample.  You  can 
also  buy  online  from  Dentist.net 
or  makers  such  as  Sunstar  Butler 
(jbutler.com).  Cost  is  around  $3 
plus  shipping,  less  in  bulk. 

Even  the  softest  brush  can  do 
damage  if  you're  heavy-handed. 
"People  get  very  aggressive"  be- 
cause they  think  they've  got  to 


SOFTIE 

Forget 
about  firm 


really  scrub  to  get  their  teeth 
clean,  says  Gissela  Anderson,  a 
professor  at  the  University  of 
Texas  Dental  Branch  at  Houston. 
Indeed,  a  study  last  year  by  the 
University  of  Newcastle  in 
England  found  that  subjects  us- 
ing soft-bristled  brushes  caused 
trauma  by  brushing  too  long  and 
too  hard.  Although  it  was  easy  to 
limit  brushing  time  to  the  recom- 
mended two  minutes  by  setting  a 
timer,  training  subjects  to  exert 
the  proper  pressure  was  harder. 
Irwin  Mandel,  professor  emeritus 
at  New  York  University's  Dental 
School  and  an  expert  on  brushing 
technique,  advises  holding  the 
brush  in  your  fingers  like  a  pencil. 

STOP  SAWING 

ANOTHER  OPTION  is  to  invest 
$50  to  $100  in  an  electric  tooth- 
brush such  as  the  Braun  Oral-B 
3D  Excel  or  Sonicare  Plaque  Re- 
mover, which  shut  off  when  you 
bear  down  too  hard.  The  $15  Alert 
manual  toothbrush  lights  up 
when  you  need  to  let  up.  Less 
high-tech  indicators  that  you  are 
pressing  too  hard  are  mashed- 
down  bristles  and  tingly  gums. 

Whatever  brush  you  choose, 
hold  it  at  a  45-degree  angle  to 
your  teeth  and  work  it  up  and 
down  or  in  circles  to  the  gum  line. 
Never  saw  back  and  forth.  And 
you  don't  really  need  to  brush  af- 
ter every  meal.  Dentists  say 
brushing  once  a  day  before  bed- 
time is  sufficient  if  you  do  a  thor- 
ough job  and  floss.  If  you're  wor- 
ried about  morning  mouth  or 
garlic  breath,  brush  more  often— 
or  don't  spare  the  mouthwash.  II 
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ETFs:  What  the  Buzz  Is  Aboi 

In  the  wake  of  the  mutual  fund  scandal,  more  exchange-traded  funds  are  f  indii 
their  way  into  individual  investors'  portfolios.  BY  LAUREN  YOUNG 


SPIDERS  AND  VIPERS  AND 
Diamonds:  Oh  my!  Catchy 
names  aside,  more  ex- 
change-traded funds  (ETFs) 
are  finding  a  home  in  in- 
vestors' portfolios. 
Just  look  at  Standard  & 
Poor's  Depositary  Receipts,  a  family  of 
ETFs  that  mirrors  the  S&P  500-stock  in- 
dex as  well  as  its  component  sectors, 
such  as  energy  and  financials.  Assets  in 
the  so-called  Spiders  grew  90%,  to  $6.2 
billion,  in  2003.  The  entire  ETF  category, 
which  is  dominated  by  institutional  in- 
vestors, hedge  funds,  and  investment 
advisers,  more  than  doubled  last  year,  to 
more  than  $160  billion.  That's  still  puny 
compared  with  the  $7  trillion  in  mutual 
funds.  But  ETFs  are  gaining  favor  with 
individuals,  thanks  in  large  part  to  the 
fund-industry  scandal.  And  now,  Van- 
guard Group  is  upping  the  ante:  After 
introducing  two  ETFs  several  years  ago, 
it  launched  14  Vanguard  Index  Partici- 
pation Equity  Receipts  (vipers)  on  Jan. 
30.  Six  more  ETFs  are  in  the  works. 

ETFs  are  cheaper,  easier  to  trade,  and, 
in  most  cases,  more  tax- efficient  than 
mutual  funds.  They  can  be  sold  short, 
and  investors  can  use  stop  orders  and 
limit  orders  to  get  in  or  out  at  preset 
prices— not  possible  with  mutual  funds. 
Still,  buyers  need  to  choose  carefully 
from  among  the  crowd  of  roughly  150. 
Brokerage  commissions  can  make  ETF 
investing  expensive.  Many  funds  are 
volatile  and  illiquid,  and  not  all  are  tax- 
efficient.  In  some  hinds,  ETF  investors 
have  been  stuck  with  a  tax  bill. 

Here  are  some  important  issues  to 
consider  before  you  invest  in  ETFs: 

COMMISSIONS  AND  COSTS 

THERE'S  NO  QUESTION:  ETFs  are 
cheap  to  own.  The  typical  equity  ETF 
costs  just  0.4%  annually,  compared  with 
1.4%  for  the  average  stock  mutual  fund, 
according  to  Standard  &  Poor's.  But 
here's  the  rub:  To  buy  or  sell  an  ETF,  you 
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also  have  to  pay  a  commission,  which 
can  range  from  $5  to  $30  online  (or 
more  at  a  full-service  broker).  Even  if  you 
make  just  four  buy-and-sells  each  year, 
those  costs  can  add  up  quickly.  They're 
even  more   onerous   if  you're  buying 


only  a  few  hundred  shares  at  a 
You  really  get  hammered  if  you 
make     systematic     investments, 
known  as  dollar-cost  averaging.  Let'] 
you  want  to  invest  in  the  popular  Spii 
If  you  pay  a  $30  commission,  those  $] 


EXCHANGE-TRADED 
FUNDS 

Lower  expenses,  roughly  0.4%  of 
assets  per  year 

Tax-efficient,  usually  do  not 
make  capital  gains  distributions 

Buy  or  sell  at  real-time  prices 
during  the  trading  day 

Transaction  costs  make  small 
investments  and  dividend 
reinvestment  uneconomical 

Index-based  vehicles,  tracking 
both  broad  market  and  sector 
benchmarks 


Fewer  index-fund  choices 


SO-a-month  investments  are  uneco- 
al.  On  the  other  hand,  there  is  no 
ussion  on  adding  a  small  amount  to 
oad  mutual  fund.  "If  you  are  mak- 
reasonable  number  of  trades,  you 
ways  better  off  with  mutual  funds," 
Christopher  Traulsen,  an  analyst  at 
tracker  Morningstar. 
F  expenses  are  expected  to  fall  fur- 
Iriven  by  Vanguard's  rock-bottom 
g  of  its  new  VIPERs.  The  annual 
se  ratio  for  the  new  Vanguard 
Health  Care  VIPERs  (VHT),  for 
example,  is  0.28%,  while 
iShares  Dow  Jones  US  Health- 
care (IYH)  charges  0.60%.  The 
p\  top  10  holdings  of  both  port- 
folios are  virtually  the  same. 
There  are  online  sites 
where  you  can  can  check 
the  costs  of  different  ETFs, 


as  well  as  comparable  mutual  funds. 
Morningstar  runs  one  such  site  that  costs 
$115  a  year,  but  there  are  free  data  as  well. 
(http://screen.morningstar.com/cost/ 
CostAnalyzer.html) 

>  PORTFOLIO  CONSTRUCTION 

EACH  ETF  OWNS  a  basket  of  securities 
that  represents  an  index,  a  subsector  of  an 
index,  or  an  industry.  ETF  investors  have 
more  indexes  to  choose  from  because 
providers  have  sliced  market  benchmarks 
into  ever  smaller  pieces. 

As  a  result,  a  wide  range  of  ETFs  is 
available.  More  than  85  ETFs  track  do- 
mestic stock  indexes,  and  at  least  40  mir- 
ror international  equity  indexes.  Aside 
from  Spiders,  some  of  the  most  popular 
ETFs  include  Diamonds  Trust  Series  I 
(DIA),  which  track  the  Dow  Jones  indus- 
trial average,  and  Qubes  (QQQ),  which 


The  Best  ETFs 

There  are  scores  of  exchange-traded  funds,  but  many  of  them 
have  relatively  high  costs  or  poor  liquidity.  These  funds  feature 
the  right  combination  of  low  expenses  and  robust  trading  volume. 

NAME                                                                                                              SYMBOL        EXPENSES 

Diamonds  Trust,  Series  1  U.S.                               DIA         0.18 

NASDAQ-100  Index  Tracking  Stock                        QQQ        0.18 

SAP  Depositary  Receipts  Trust,  Series  1                 SPY         0.11 

Vanguard  Total  Stock  Market                                VTI          0.15 

iShares  Lehman  Aggregate  Bond                          AGG        0.20 

iShares  MSCI EAFE                                             EFA         0.35 

Data:  Standard  &  Poof's.  Morningstar 

mimic  the  NASDAQ-100  Index  Tracking 
Stock  More  obscure  and  specialized 
ETFs  include  iShares  MSCI  Belgium  In- 
dex, which  tracks  21  major  companies 
listed  in  Belgium. 

Diversification  is  in  the  eye  of  the  be- 
holder. The  way  indexes  are  constructed 
vary  widely.  With  the  S&P  500,  every 
stock  is  represented  relative  to  its  mar- 
ket capitalization.  So  if  you  think  you're 
getting  a  broad  portfolio,  be  careful: 
Nearly  42%  of  the  Qubes's  assets  are  10 
companies,  including  Microsoft,  Intel, 
and  Cisco  Systems. 

Currently,  equity  ETFs  are  limited  to 
market  indexes  and  their  subsectors.  A 
good  place  to  find  portfolio  data  and  oth- 
er information  is  on  the  American  Stock 
Exchange's  Web  site  (amex.com):  93% 
of  all  ETFs  are  traded  on  the  AmEx. 

Fixed-income  investors  have  limited 
options.  There  are  only  six  ETFs  that 
track  segments  of  the  U.S.  Treasury  mar- 
ket. No  convertible,  muni,  junk,  interna- 
tional, or  Ginnie  Mae  ETFs  exist,  but 
some  are  expected  to  be  introduced  in 
the  next  18  months. 

> TAXES 

LOW  TURNOVER 
in  the  portfolio 
means  index  mu- 
tual funds  realize 
fewer  gains  than 
actively  managed 
funds.  ETFs  avoid 
making  capital- 
gains  distribu- 
tions because  they 
aren't  required  to 
sell  securities  to 
meet  redemptions. 
That  doesn't  mean  ETF  investors  are 
tax-immune.  Some  ETFs  have  made 
capital-gains  distributions.  As  the 
market  soared  in  2000,  iShares  MSCI 
Sweden  Index  had  to  sell  some  of  its  Er- 
icsson holdings  at  a  huge  profit— result- 
ing in  a  taxable  payout— after  its 
weighting  in  the  index  exceeded  the 
maximum  25%. 

>  INTERNATIONAL 

ETFS  ARE  GAINING  popularity  with  in- 
vestors who  want  to  put  money  overseas 
because  they  thwart  some  of  the  pricing 
issues  mutual  funds  face  when  the  U.S. 
market  closes  at  4  p.m.  EST.  As  the  fund 
scandal  revealed,  market-timers  run  in  or 
out  of  foreign  funds,  betting  that  overseas 
markets  will  rise  or  fall  the  next  day  based 
on  events  that  happened  while  those 
markets  were  closed.  That  can  hurt  a 
fund's  long-term  investors.  ETFs  have  a 
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built-in  mechanism  to  hinder  market- 
timers.  An  ETF  trades  all  day  long,  so 
news  gets  factored  into  the  price. 

Even  so,  many  single-country  index- 
es are  quite  concentrated,  and  some  are 
thinly  traded.  On  any  given  day,  there 
might  not  be  much  interest  in,  say, 
South  Africa.  As  a  result,  if  you  decide 
you  want  to  purchase  or  sell  iShares 
MSCI  South  Africa  Index  Fund  on  such 
a  day,  you  might  not  get  the  best  execu- 
tion. During  a  recent  trading  session, 


there  was  a  9<t  difference  in  what  buyers 
were  willing  to  pay  for  the  shares  and 
what  sellers  wanted  for  them.  "It  cer- 
tainly isn't  the  l<t  [difference]  you  see  on 
stocks,"  says  Joe  Ezernack,  a  trader  at 
PMFM  Funds,  which  offers  a  mutual 
fund  that  invests  in  ETFs. 

LIQUIDITY 

INDEED,  PROBLEMS  CAN  arise  when  in- 
vestors try  to  trade  less  popular  ETFs.  For 
a  long-term  investor,  that  9$  may  not 


matter  much.  But  for  active 
makes  a  difference.  That's  why  it's  ii 
tant  to  check  an  ET^s  daily  trac" 
ume.  "The  first  fund  of  its  kind  to 
out  typically  attracts  the  dollars  | 
keeps  the  trading  volume,"  says 
Cassidy,  a  senior  research  analyst  a 
per  Inc.  The  MidCap  Spiders  (Mm 
troduced  in  1995,  have  roughly  12 
the  volume  of  iShares  S&P  MidC 
(IJH).  If  history  is  any  guide,  tht 
most  seasoned  ETFs  are  still  the  f 


Funds  in  a 


Frenzy 


ETFs  are  fine,  says  manager  William  Bernstein. 
But  index  funds  are  better 


WILLIAM  J.  BERNSTEIN  knows  a 
lot  about  the  way  the  human 
brain  works.  But  he  doesn't 
understand  why  the  financial 
community  is  gaga  for  ex- 
change-traded funds.  The  au- 
thor, money  manager— and 
neurologist— has  studied  the 
performance  of  ETFs  on  his 
Web  site  (efl5cientfrontier.com). 
Personal  Finance  Editor  Lau- 
ren Young  recently  caught  up 
by  e-mail  with  Bernstein  in 
North  Bend,  Ore. 

What  are  some  of  the  performance 
differences  between  ETFs  and  index 
mutual  funds? 

In  each  of  the  seven  cases  where  a  direct 
head-to-head  comparison  was  available, 
the  index  fund  came  out  ahead.  Almost 
by  definition,  this  difference  must  be  at- 
tributed to  differences  in  trading  skills  on 
the  part  of  the  fund  companies— that  is, 
the  ability  to  translate  the  target  index 
into  a  portfolio. 


That  said,  we're  talking  about  relative- 
ly small  differences  here:  Low-cost  index- 
funds  seem  to  be  just  a  smidgen  better.  In 
the  long  term,  both  ETFs  and  index  funds 
are  head  and  shoulders  above  broker-run 
accounts,  separate  accounts,  and  actively 
managed  mutual  funds. 


Which  asset  classes  make  the  most  \ 
for  ETF  investors? 

I'd  consider  an  ETF  if  I  wanted  to  i 
in  an  asset  class  for  which  there  wj 
open-end  index  fund,  such  as  the 
MidCap  400  Value  Index  or  the 
1000  Growth  Index. 

In  general,  Fd  stay  away  from 
and  country  funds.  This  applies  bd 
open-end  funds  and  ETFs.  If  s  very] 
to  play  the  sector  game  successful!} 
most  investors  get  it  wrong.  The  oij 
ception  Td  make  is  REITs  [real  est 
vestment  trusts],  to  which  I  believe] 
portfolios  should  have  a  relatively 
fixed  exposure,  say,  2| 
6%.    The    Vanguard  f 
iShares  REIT  funds 
had  nearly  identical] 
formance    over    the 
three  years,  so  once 
the  nod  goes  to  the 
fund  because  of  the  abj 
of  commissions. 

When  don't  ETFs  make  | 
sense? 

You  shouldn't  use  El 
you're  making  period 
vestments  or  frequen1| 
balancing  your  por 
In  that  case,  ETFs 
waste  of  time  and  moJ 
you'll  be   eaten   alnl 
commissions. 

So  why  is  the  Street  in  i 
with  ETFs? 

Human  nature,  pi 
simple.  People  like  associating  II 
selves  with  what's  hot.  Right  now,J 
are  the  buzz.  I  can  excuse  small  inv I 
from  falling  head  over  heels  for  ETll 
I'm  less  charitable  to  financial  profel 
als,  who  should  know  how  to  con| 
add,  and  subtract.  ■ 
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come  to  play.  At  Radisson,  you  decide  what  works  for  you.  And  leave  the  rest  to  us  Next 
b  stay  your  own  way.  Book  online  at  www.radisson.com  or  make  your  reservation  by  calling  1-80C-333-3333. 


HOTELS  &  RESORTS 


Victa^K 


Make  every  stay  at  Radisson  even  more  rewarding.  Show  your 
Radisson  Cold  Rewards®  card  at  check-in  and  earn  valuable  Cold  Points® 


STAY  YOUR  OWN  WAY 
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STOCKS 


Reading  Rate  Risk 

HOW  MUCH  WILL  RISING  INTEREST  RATES  hurt  stocks?  Depends  on  which  stocks,  say 
RiskMetrics  Group.  Using  a  computer  model  based  on  market  data  from  the  past 
12  years,  the  New  York  research  firm  performed  a  stress  test  to  see  how  the  Dow 
Jones  industrial  average  correlates  with  higher  rates.  It  first  assumed  that  rates  on 
three-month  Treasury  bills  and  10-year  Treasury  notes  rose  by  two  percentage 
points.  Then  it  looked  at  how  the  Dow  has  reacted  to  such  moves.  Result:  a  fall  in 
the  DJIA  of  10.3%.  More  likely,  says  RiskMetrics  strategist  Michael  Thompson,  is  a 
rise  in  short-term  rates,  with  longer  rates  holding  steady.  In  that  case,  the 
researchers  found  the  Dow  would  decline  8.3%. 

Stocks  harmed  most:  basic  materials  companies  (think  Alcoa),  consumer-cyclical 
stocks  (Wal-Mart  Stores,  Home  Depot),  and  utilities  (Exelon,  Southern).  By  contrast, 
the  technology  (Microsoft,  Intel)  and  energy  sectors  (Exxon  Mobil,  Anadarko 
Petroleum)  each  had  double-digit  gains  in  both  stress  tests.  History  doesn't  always 
repeat.  Yet  RiskMetrics  thinks  investors  should  mind  their  sectors.       -Robert  Barker 


WINTER  SPORTS 

THIS  BOARD 
KNOWS  SNOW 

DESPITE  ITS  GRUNGE  image, 
snowboarding  has  become 
technologically  sophisticated  as 
boards,  boots,  and  bindings  all 
use  superstrong  and  ultralight 
composite  materials.  Now 
comes  a  board  with  a  computer 
chip  that  adjusts  the  stiffness 
depending  on  conditions. 

The  microchip  inside  Head's 
Intelligence  snowboard  ($579; 
ridehead.com)  is  powered  by 
electrical  charges  generated  as 
the  board  vibrates  on  the  snow. 


The  chip  then  feeds  data  about  the 
vibrations  to  a  network  of  "intelligent 
fibers"  embedded  in  the  board.  On 
harder  snow,  when  the  board  vibrates 
more,  the  fibers 
stiffen  to  provide 
greater  stability.  On 
softer  snow  or  in 
powder,  the  board 
is  more  supple, 
making  it  easier  to 
turn. 

Does  it  work?  In 
my  test  runs,  the 
board  gave  an 
exceptionally 
smooth  ride.  The 
"cool"  factor  is 
pretty  high,  too. 

-David  Rocks 


INVESTING 

THE  BROKER 
NEXT  DOOR 

IF  YOU  THINK  smaller  is 

better,  a  new  J.D.  Power 
&  Associates  survey  of 
investor  satisfaction 
backs  you  up.  The  study 
finds  that  regional  full- 
service  brokerage  firms 
achieve  higher 
satisfaction  than  some 
of  their  national  counterparts,  sucl 
Merrill  Lynch,  Fidelity  Investment 
Charles  Schwab. 

Ellen  Guion,  senior  research  ma 
of  financial  services  at  J.D.  Power, 
attributes  the  results  to  better  acco 
management  by  the  regional  firms, 
says  they  do  a  better  job  of  keeping 
clients  apprised  of  investment 
performance,  portfolio  changes,  an 
market  trends.  Other  findings:  Onl 
out  of  10  respondents  agree  their  fi 
very  clear  about  how  brokers  are 
compensated,  while  about  half  say 
company  is  very  clear  about  mutui 
fund  fees.  The  survey  polled  more 
6,100  clients  of  18  firms. 


Smaller  Firm, 
Better  Service 

BROKERAGE 
FIRM 

OVERAL1 
SATISFA 
INDEX* 

Legg  Mason  Wood  Walker 

778 

Raymond  James 

743 

Edward  Jones 

736 

A.G.  Edwards 

730 

American  Express 

707 

UBS  Financial  Services 

707 

Smith  Barney 

697 

Morgan  Stanley 

687 

Industry  Average 

686 

Merrill  Lynch 

677' 

Fidelity 

651 

Charles  Schwab 

650l 

Wachovia  (Prudential) 

64SL 

TD  Waterhouse 

608 

•Scores  (based  on  1.000-point  scale) 

Included  in  study  but  not  ranked  due  to  insufficient  sample  sa 

Dain  Rauscher.  J  P  Morgan  Chase.  Quick  &  Reilly.  R.  W.  BaaH 

Piper  Jaffray. 

Data:  ■  D  Power  &  Associates 
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From  juicy  idea  to 

global  brand 


/vas  the  year  when  Gustav  de  Laval  founded  the  company  that  today  is  Alfa  Laval.  Its  success 

>ased  on  his  brilliant  invention  of  the  continuous  separator.  Since  then  we  have  added  heat 

er  and  fluid  handling  to  our  expertise  in  separation.  We  are  now  the  world  market  leader  in  all 

of  these  technologies,  with  strong  positions  in  segments  that  offer  attractive  growth  opportunities. 

'ow  by  helping  our  customers  to  grow.  It's  a  fruitful  partnership. 

ure  Performance:  Beverages.  Foodstuffs.  Starch.  Water.  Pharmaceuticals.  Oil.  Chemicals. 

ame  it.  Alfa  Laval  is  helping  most  types  of  industries  to  refine  and  improve  their  products  and 

timize  the  performance  of  their  processes.  Time  and  time  again. 

ur  equipment,  systems  and  service  are  hard  at  work  in  more  than  1 00  countries.  Helping  to 

}  better  living  conditions  for  all  mankind.  And  a  cleaner,  safer  environment.  These  are  the  true 

of  our  labour. 


tfX^L 


www.alfalaval.com 
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BY  ROBERT  BARKER 


GE's  Insurance 
Offspring:  A  Good  Ris 


This  time  next  year,  chances  are  the 
name  Genworth  Financial  won't  leave 
you  asking,  "Huh?"  A  group  of 
insurance  operations  with  nearly  $100 
billion  in  total  assets,  Genworth  today  is 
a  wholly  owned  part  of  General  Electric. 
Soon,  however,  it  is  set  to  take  on  a  life  of 
its  own.  GE  aims  by  June  to  sell  30%  of 

Genworth  in  an  initial  public  offering.  Count  on  seeing  lots  of 
image  ads  with  Genworth's  motto:  "Built  on  GE  Heritage." 

Just  the  same,  Genworth  is  a  legacy  that  GE  is  eager  to 
unload.  GE  has  been  busily  cutting  its  hefty  exposure  to 
financial  services,  especially  the  capital-hungry  insurance 
lines.  Already,  in  December,  it  took  a  $2.9  billion  dividend 
from  Genworth.  The  entire  proceeds  of  the  Genworth  IPO, 
which  could  top  $5  billion,  plus  $3.1  billion  from  borrowings 
and  a  concurrent  issue  of  preferred  stock,  are  earmarked  for 
GE.  Then,  over  the  ensuing  two  years,  GE  expects  to  sell  to  the 


lo 


How  Genworth  Fits  In  With  Rivals 

COMPANY 

TOTAL          NET 
REVENUES  EARNINGS 

BOOK 
VALUE 

STOCK 

MARKET 

VALUE 

PRICE-          PRICE- 
EARNINGS  BOOK  VALUE 
RATIO          RATIO 

KEY  AREAS 

OF  COMPETITION 

Genworth  Financial 

$9.8 

$1.0 

$10.9 

- 

- 

- 

- 

John  Hancock 
Financial  Svcs. 

10.1 

0.8 

8.2 

$12.4 

15.5 

1.7 

Annuities,  long-term 
care  insurance 

MGIC  Investment 

1.8 

0.5 

3.8 

6.6 

13.2 

1.8 

Mortgage  insurance 

MetLife                          35.8          1.9        21.2 

Dollars  in  billions,  income-statement  data  are  for  2003:  Genworth  book  value  is 

26.3        13.8           1.2      Annuities,  term  life 
insurance 

xo  forma;  its  revenue  and  earnings  are  estimates 

billion.  Rating  agencies  such  as  Standard  &  Poor's  and 
Best  give  Genworth's  10  main  underwriting  units  high 
And  if  s  profitable,  netting  $764  million  on  $7.3  billion 
revenue  through  2003's  first  nine  months. 

Like  familiar  rivals  such  as  MetLife  and  John  Hanco< 
Financial  Services  (soon  to  merge  with  Manulife  Finan 
Genworth  sells  a  long  list  of  financial  products  and  sen 
reports  results  in  three  segments.  The  biggest  by  reven 
protection,  includes  term  life  insurance  and,  notably, 
term  care  insurance,  a  market  it  leads.  Heads  up,  invest; 
Long-term  care  is  a  key  risk,  since  underwriters  still  ha 
scant  actuarial  data  on  which  to  base  profitable  pricing 
has  a  reputation  across  all  of  their  business  lines  of  beii 
extremely  thoughtful  and  careful,"  A.M.  Best  analyst  M 
Cohen  told  me.  "But  [in  long-term  care]  it  is  still  early. 
A  second  segment,  retirement  income  and  investmei 
includes  annuities,  variable  life  insurance,  and  some 
specialized  asset-management  services.  What  distingui 
Genworth  from  its  better-known  rivals  is  its  third  segm 
mortgage  insurance.  In  the  U.S.,  depending  on  how  yoi 
measure,  it's  the  third-  or  fourth-biggest  underwriter  o 

policies  that  protect  banks 
other  mortgage  holders  su 
Fannie  Mae  against  default  I 


Data:  Tompany  reports.  Standard  &  Poor's.  BusinessWeek  estimates 


public  an  additional  20%  or  more,  taking  its  Genworth  stake 
under  50%.  All  of  which  raises  the  question:  If  cashing  out  of 
Genworth  is  good  for  GE,  is  buying  the  new  shares  a 
reasonable  move  for  you? 

COULD  BE.  GENWORTH  execs,  who  are  based  in  Richmond,  Va., 
aren't  talking  ahead  of  the  deal.  Nor  have  they  yet  estimated  a 
per-share  price  for  the  shares.  But  a  327-page  registration 
statement  offers  plenty  of  other  details.  As  you  might  expect, 
Genworth  has  some  formidable  strengths,  starting  with  its 
balance  sheet.  If  Genwo  rh  had  already  gone  public,  total 
borrowings  and  other  obligations  would  have  come  to  $5.5 
billion  on  Sept.  30;  total  cash  and  equivalents,  to  nearly  $3.1 


home  buyers  who  put  little  n 
down.  Abroad,  it's  the  leadin 
mortgage  insurer,  with  fast- 
growing  operations  in  Canac 
Australia,  Britain,  and  Europ 
Where  Genworth's  protectio: 
segment  last  year  was  gener; 
net  margin  of  9.3%  and  retir 
income  and  investments  a  6. 
margin,  insuring  mortgages" 
proved  far  more  profitable: 
Through  Sept.  30,  mortgage 
insurance  netted  $292  million  on  revenue  of  $720  milli 
profit  margin  of  more  than  40<t  on  the  dollar.  Even  next 
rivals  MGIC  Investment  (a  29%  net  margin  in  the  perio 
PMI  Group  (25%),  that's  one  rich  return. 

So  what  might  Genworth  be  worth?  Peers  lately  trad 
range  of  14  or  15  times  earnings  and  1.2  to  1.7  times  boc 
value  (table).  Given  its  lineage  and  the  importance  of  tt 
to  lead  underwriters  Morgan  Stanley  and  Goldman  Sac 
look  for  Genworth  to  come  at  a  nice  premium— a  mark* 
value  range  of  perhaps  $16  billion  to  $19  billion.  Below 


it's  worth  a  closer  look.  I 


E-mail:  rb@businesswd 


130  [  BusinessWeek 


March  1.  2004 


3M 

David  Powers  Homes 

Eastman  Kodak  Company 

ei3  Corporation 

Ence  Homes 

Energy  Services  Group 

Engte  Homes  Colorado,  a  division  of  TOUSA  Homes,  Inc. 

Food  Lion,  LLC 

Fremont  Unified  School  District 

GE  Consumer  Products 

General  Motors  Corporation 

Giant  Eagle,  Inc. 

Good  Earth  Lighting,  Inc. 

Goretl  Enterprises,  Inc. 

Hines 

Lennox  Industries  Inc. 

Lowe's  Companies,  Inc. 

MaGrann  Associates 

Nevada  ENERGY  STAR  Partners 

Pardee  Homes 

Providence  Health  System 

Pulte  Homes  Nevada  Operations 

Sea  Gull  Lighting  Products,  Inc. 

Servidyne  Systems,  LLC 

SYLVANIA 

Transwestern  Commercial  Services 

University  of  Michigan 

USAA  Real  Estate  Company 

Vendian  Homes 

D.R.  Wastchak,  LLC 

Whirlpool  Corporation 

WE  THANK  THESE  LEADERS  FOR  BEING 
A  PART  OF  THE  BIGGER  PICTURE. 


Ace  Hardware  Corporation 

American  Hotel  &  Lodging  Association 

CenterPoint  Energy 

Efficiency  Vermont  and  Partners 

The  Home  Depot 

The  Institute  for  Sustainable  Energy  at 
Eastern  Connecticut  State  University 

Maytag  Corporation 

Minnesota  Power,  an  ALLETE  Company 

Nevada  Power  Company 

New  England  Joint  Management  Committee 

New  York  State  Energy  Research  and  Development  Authority 

Northwest  Energy  Efficiency  Alliance 

Oncor  Electric  Delivery  Company 


Pacific  Gas  and  Electric  Company 

Panasonic 

Sacramento  Municipal  Utility  District 

San  Diego  Gas  and  Electric 

Sears,  Roebuck  and  Co. 

Sierra  Pacific  Power  Company 

Southern  California  Edison 

Southern  California  Gas  Company 

Southern  Minnesota  Municipal  Power  Agency 

Sponsoring  Organizations  of  NEEP 

Vermont  Energy  Investment  Corporation 

Vermont  Gas  Systems 

Wisconsin's  Focus  on  Energy  Program 


'  CONGRATULATIONS  TO  THE  2004  ENERGY  STAR  AWARD  WINNERS 

I 

'    For  helping  Americans  prevent  the  greenhouse  gas  emissions  equivalent  to  about  18  million  cars 
j    and  for  protecting  our  environment  for  future  generations.  ENERGY  STAR  is  a  program  administered 
iie  US  Environmental  Protection  Agency  and  the  US  Department  of  Energy,  designed  to  help 
nesses  and  individuals  protect  the  environment  through  superior  energy  efficiency. 
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SUBSCRIBERS  ARE  FLOCKING  TO  TWO'S  TV  RECORDING  SERVICl 
AMERICAN  VANGUARD'S  ARSENAL  OF  BUG  SPRAY  IS  EXPANDII 
MORE  VOICES  OVER  THE  INTERNET  WILL  BOOST  NET2PH0NE. 
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TiVo  Raises  the  Volume 

TIVO  (TIVO)  HAS  SNAPPED  BACK,  to  more  than  11,  after 
being  beaten  down  to  6.20  in  mid-December.  It  traded  at 
13-50  in  July.  TiVo  is  the  pioneer  in  personal  digital  video 
recording  (DVR),  which  lets  customers  record  TV  shows  to 
watch  later.  The  bulls  and  bears  are  in  a 
tug-of-war:  Skeptics  say  competition 
will  shoot  the  stock  down,  while  fans 
think  its  technology  is  out  ahead.  One 
bull,  Daniel  Ernst  of  investment  outfit 
Rodman  &  Renshaw,  says  TWo  has  the 
"best  blend  of  functionality  and  ease  of 
use."  Ernst,  who  rates  it  outperform, 
says  TiVo  is  used  by  eight  electronic- 
device  makers,  including  RCA,  Sony, 
Toshiba,  and  Pioneer.  Ernst  sees  the 
stock  doubling  in  two  years  and  TiVo 
remaining  a  top  player  "over  the  long 
haul."  One  worry:  Its  partnership  with  News  Corp.-owned 
DirecTV,  which  offers  TiVo  to  its  satellite  subscribers,  may  end 
when  News  Corp.  perfects  its  own  rival  system.  Ernst  doubts 
this,  noting  that  strong  December  demand  for  TiVo  resulted  in 
a  shortage  of  TiVo  units  among  DirecTV  customers.  Ernst 
figures  the  number  of  subscribers  will  rise  to  2.5  million  in  the 
year  ending  Jan.  31, 2005,  up  from  1.4  million  in  January,  2004. 
In  a  recent  press  release,  DirecTV  said  it  would  continue  to 
"aggressively  market  the  DirecTV  DVR  with  TiVo."  David 
Farina  of  investment  firm  William  Blair,  who  rates  TiVo  a 
strong  buy,  says  that  should  lay  any  worries  to  rest.  He  adds 
TiVo  could  also  team  up  with  a  cable  outfit,  such  as  Comcast. 

The  Chemistry's  Right 
At  American  vanguard 

SOMETIMES  A  STODGY  COMPANY  with  a  simple  growth 
plan  ends  up  a  strong  performer.  Take  American 
Vanguard  (AVD),  which  makes  chemicals  for  crop  as  well 
as  human  and  animal  protection.  This  little-known  producer  of 
insecticides,  fungicides,  and  soil  fumigants  has  posted  steadily 
rising  sales  and  earnings  since  1999.  Vanguard  buys  product 
lines  or  plants  that  big  drugmakers  and  chemical  nouses  put 
up  for  sale,  usually  after  merger  deals.  For  example,  Vanguard 
recendy  acquired  animal-protection  products  from  Novartis 
and  a  multiproduct  manufacturing  plant  in  Alabama  from 
DuPont.  Vanguard  stock  has  risen  from  18  a  share  in  July  to  37 
on  Feb.  18.  John  Roberts  of  Buckingham  Research  Group  says 
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Vanguard  has  had  success  with  every 
cast-off  product  it  has  acquired  and 
has  enjoyed  a  resurgence.  He  figures 
Vanguard  will  earn  $1.65  a  share  in 
2004  on  sales  of  $127  million,  up 
from  $1.55  on  $121  milhon  in  2003 
and  $1.16  on  $100  milhon  in  2002. 
StockDiagnostic.com,  which  monitors 
operational  cash  flow  per  share  (OPS), 
has  upgraded  Vanguard's  OPS  rating. 
In  the  12  months  ended  Sept.  30,  OPS 
was  $2.38  a  share,  up  from  67$  the 
previous  year. 

Net2Phone  Is 
Ready  for  Cable  Calls 

INTERNET  PHONE  HOOKUPS  are  gaining  investors" 
attention.  And  Net2Phone  (NTOP)  aims  to  be  abig  il 
Eric  Buck  of  Janco  Partners,  who  rates  the  stock  a  bi] 
says  it  is  working  toward  becoming  an  outsourcer  to  cal| 
operators  of  what  is  called  "voice  over  the  Internet  protc 
(VOIP)  services.  Net2Phone  has  an  existing  VOIP  busine 
that  he  expects  to  bring  in  $118  million  in  2005,  up  frorr| 
estimated  $83  milhon  in  2004.  Now, 
he  says,  it  is  offering  a  VOIP  system  to 
cable  operators  that  lets  them  provide 
such  services  to  their  customers, 
sparing  them  the  expense  of  building 
their  own  networks.  Net2Phone  won't 
use  the  public  Internet  but  rather  its 
own  Net-managed  system  that  assures 
quality  and  reliability.  Based  on  cash 
flow  and  buyout  multiples,  Buck  sees 
the  stock,  now  trading  at  6.81,  hitting 
11  in  a  year.  Net2Phone  has  yet  to 
make  money.  Rick  Schottenfeld  of 
Schottenfeld  Associates  notes  that,  with  IDT  and  Libert)! 
Media,  led  by  John  Malone,  joindy  with  57%  of  the  votirj 
power,  Net2Phone  is  a  great  play  on  the  budding  VOIP 
market.  Schottenfeld  owns  shares. 


BusinessWeek 


Gene  Marcial's  Inside  Wall  Street  is  posted  | 
businessweek.com/  today.htm  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays.  See  Gene  on  Fridays  at  1:20  pj 
EST  on  CNNfn's  The  Money  Gang. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nol 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  mve| 
banking  or  other  financial  relationships  with  them. 
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Ring. 


Telefonica  needed  to  keep  its  telecom  network  operating 

at  maximum  reliability  across  Peru's  1.28  million  square  kilometers. 

Who  did  Telefonica  go  to  for  help? 
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COMMENTARY 

The  U.S.  stock  market  hit  the 
skids  during  the  week  ended 
Feb.  18.  Investors  grew  more 
circumspect  about  whether  the 
recent  strong  earnings  reports 
will  continue,  as  well  as  the 
benefit  of  newly  announced  bank 
and  media  mergers.  The  release 
of  weak  homebuilding  stats  for 
January  didn't  help.  The  Dow, 
NASDAQ,  and  the  S&P  500  all 
lost  about  a  half-percent. 

Data:  Bloomberg  Financial  Markets.  Reuters 
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4-WEEK  TOTAL  RETURN 

WEEK  ENDED  FEB.  17 

■  SAP  500  ■  US.  DIVERSIFIED  ■  ALL  EQUITY 
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52-WEEK  TOTAL  RETURN 

WEEK  ENDED  FEB.  17 

■  SAP  500  m  U.S.  DIVERSIFIED  M  ALL  EQUITY 


%  9  18         27         36         45         54 

Data:  Standard  &  Poor's 


THE  WEEK  AHEAD 


CONSUMER  CONFIDENCE 

Tuesday,  Feb.  24, 10  a.m. 
EST  »  The  Conference  Board's 
February  confidence  index  most 
likely  slid  to  95  after  the  index 
jumped  5  points,  to  96.8,  in  January. 
But  an  unexpected  reversal  in  the 
University  of  Michigan's  first  look  at 
February  consumer  sentiment 
suggests  the  confidence  index  will 
fall  more  than  economists  expect. 
EXISTING  HOME  SALES 
Wednesday,  Feb.  25, 10  a.m. 


U.S.  MARKETS 

FEB.  18 

WEEK 

%  CHANGE 

YEAR  TO    LAST  12 

DATE      MONTHS 

S&P  500 

1151.8 

-0.5 

3.6 

35.3 

Dow  Jones  Industrials 

10672.0 

-0.6, 

2.1 

32.7 

NASDAQ  Composite 

2076.5 

-0.6 

16 

54.2 

S&PMidCap400 

605.8 

0.0 

5.2 

48.5 

S&P  SmallCap  600 

284.5 

-0.8 

5.2 

53.3 

Wilshire  5000 
SECTORS 

a237.3 

-0.5 

4.1 

39.6 

BusinessWeek  50* 

637.8 

-0.5 

2.5 

22.1 

BW  Info  Tech  100" 

363.3 

-0.1 

3.7 

36.2 

S&P/BARRA  Growth 

574.2 

-0.6 

3.3 

30.5 

S&P/BARRA  Value 

573.3 

-0.4 

33 

40.3 

S&P  Energy 

232.1 

-0.4 

3.6 

30.4 

S&P  Financials 

40L4 

-0.1 

5.7 

41.0 

S&P  REIT 

120.9 

-2.1 

4.4 

39.0 

S&P  Transportation 

192.8 

-1.4 

-4.5 

20.2 

S&P  Utilities 

12L4 

0.2 

2.6 

35.3 

GSTI  Internet 

146.4 

-2.3 

1.2 

93.7 

PSE  Technology 

745.3 

-0.6 

6.9 

61.6 

GLOBAL  MARKETS 

FEB  18 

WEEK 

«c 

YEAR! 
DATE 

S&P  Euro  Plus  (U.S.  Dollar) 

1266.0 

0.2 

7. 

London  (FT-SE 100) 

4442.9 

1.1 

-0. 

Paris  (CAC  40) 

3709.0 

0.8 

Frankfurt  (DAX) 

4095.3 

-0.7 

3. 

Tokyo  (NIKKEI  225) 

10.676.8 

3.0 

Hong  Kong  (Hang  Seng) 

13328.4 

3.0 

10. 

Toronto  (S&P/TSX  Composite)   8717.8 

-0.6 

Mexico  City  (IPC) 
FUNDAMENTALS 

10,125.0 

2.5 

FEB.  17        \ 

VEEKAGC 

S&P  500  Dividend  Yield 

1.52% 

1.53% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)     23.8 
S&P  500  P/E  Ratio  (Next  12  mos.)*       183 

0.72% 


23.5 
18.4 
0.76% 


♦Mar.  19. 1999=1000     "Feb.  7, 2000=1000 


First  Call  Earnings  Revision* 

TECHNICAL  INDICATORS 

S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 

Insiders:  Vickers  NYSE  Sell/buy  ratio    6.05  5.74 


FEB.  17  WEEK  AGO  | 

103L7  1027.0 
89.0%      89.0% 
0.60         0.64 


BEST-PERFORMING 
GROUPS 

LAST 

MONTH* 

LAST  12 
UONTHSW 

Wireless  Services 

23.2 

Divsfd.  Metals  &  Mining 

138.6 

Motorcycles 

15.7 

Internet  Software 

136.7 

Agricultural  Products 

14.6 

Wireless  Services 

119.3 

Hearth-Care  Supplies 

14.4 

Instrumentation 

110.5 

Oil  &  Gas  Equipment 

14.2 

Fertilizers  &  Ag.  Chems. 

90.3 

EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN                            %      52-WEEK  TOTAL  RETURN 
LEADEIS                                                    LEADERS 

% 

Real  Estate 

5.0 

Latin  America 

88.8 

Europe 

4.4 

Diversified  Emerg.  Mkts. 

72.8 

Precious  Metals 

4.0 

Technology 

66.9 

Financial 

LAG8ARDS 

3.6 

Pacific/Asia  ex-Japan 

LAGGARDS 

63.8 

Technology 

-4.4 

Domestic  Hybrid 

25.4 

Japan 

-1.7 

Miscellaneous 

29.8 

Small-cap  Growth 

-1.5 

Utilities 

35.3 

Mid-cap  Growth 
EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN 
LEADERS 

-0.1 

% 

Large-cap  Blend 

52-WEEK  TOTAL  RETURN 
LEADERS 

35.7 

American  Heritage 

22.2 

Apex  Mid  Cap  Growth 

163.8 

Henderson  Europ.  Focus  A 

11.0 

Reynolds 

158.7 

Ivy  Europ.  Opps.  A 

10.2 

PFds.  Ult.  Sm.  Cap  Inv. 

151.8 

U.S.  Global  Ace.  E.  Eurpn. 

LAGGARDS 

8.8 

ProFds.  Intnet.  Ultsr.  Inv. 

LAGGARDS 

137.7 

ProFds.  Smicdr.  Ultsr.  Inv. 

-10.1 

Rydex  Dynam.  Vent.  100 

-61.3 

Grand  Prix  A 

-10.1 

ProFunds  UltSh.  OTC  Inv. 

-61.3 

Van  Wagoner  Emerging  Gt 

.  -9.7 

ProFunds  UltraBear  Inv. 

-50.6 

Firsthand  Tech.  Value 

-9.3 

Rydex  Dyn.  Tempest  500 

-50.6 

WORST-PERFORMING 
GROUPS 


LAST 
MONTH  « 


Employment  Services 

-13.0 

Photographic  Produc 

Communication  Equip. 

-10.6 

Health-Care  Facilities 

Semiconductor  Equip. 

-10.5 

Trading  Cos.  &  Distrit 

Automobiles 

-10.2 

Brewers 

Broadcasting 

-9.6 

Intgrd.  Telecomms.  S 

INTEREST  RATES 


KEY  RATES 

HBKA6J 

ki 
kg 

F 

Money  Mattel  Finds 

060% 

90-Day  Treasury  Bills 

032 

0.92 

2-Year  Treasury  Notes 

L67 

L71 

10-Year  Treasury  Notes 

4.05 

4.03 

:D5 

30-Year  Treasury  Bonds 

431 

430      1 51 

30-Year  Fixed  Mortgage  j 

5.45 

5.61       •  x 

tBam 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 

General  Obligations  3.38% 

Taxable  Equivalent  4.83 


Insured  Revenue  Bonds 


3.52 


Taxable  Equivalent 


5.03 


I 


:  i 


EST  »  Existing  home  sales  in 
January  probably  eased  to  an 
annual  pace  of  6.35  million,  from 
6.47  million  in  the  previous  month, 
says  the  median  forecast  of 
economists  surveyed  by  Informa 
Global  Markets. 
DURABLE  GOODS  ORDERS 
Thursday,  Feb.  26,  8:30  a.m. 
EST  »  New  orders  for  durable 
goods  are  forecast  to  have 
increased  1%  in  February,  following 
a  0.3%  rise  during  J  a  nuary. 


NEW  RESIDENTIAL  SALES 

Thursday,  Feb.  26, 10  a.m. 
EST  »  New  single-family  home 
sales  in  January  were  probably 
little  changed  from  the  annual 
pace  of  1.06  million  in  December. 
GROSS  DOMESTIC  PRODUCT 
(REVISED)  Friday,  Feb.  27, 
8:30  a.m.  EST  »  Revisions  to 
the  fourth-quarter  economy  will 
probably  show  growth  at  a  4% 
annual  rate,  unchanged  from  the 
advanced  estimate. 


The  BusinessWeek  productic 
fell  to  213.2  for  the  week  ende 
but  remains  up  9.3%  fn 
previous  year.  Before  calcul 
the  four-week  moving  aver; 
index  declined  to  2112 
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idex  gives  the  starting  page  for  a  story  or  feature  with 
lificant  reference  to  a  company.  Most  subsidiaries 
dexed  under  their  own  names.  Companies  listed  only 
les  are  not  included. 
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Cascade  84 
Charles  Schwab  (SCH) 
128 

Charter  (CHTR)  38 
Chrysler  (DCX)  45 
Cingular  Wireless  36 
Circuit  City  (CC)  120 
Cisco  (CSCO)  124 
Clear  Channel  (CCU)96 
cMarkets84 
Coca-Cola  (KO)  77 
Comcast  (CMCSK)  14, 38, 
40  45  132 


DaimlerChrysler(DCX)45 
Deere  (DE)  22 
Delta  Air  Lines  (DAL)  42 
Dentist.net  123 
Deutsche  Bank  (DB)  51, 
54 

Digital  Angel  (DOC)  107 
Dominick's(SWY)80 
Dongfeng  Motor  50 
DuPont(DD)132 


eBay  (EBAY)  94 
Electronic  Data  Systems 
(EDS)  84 
El  Paso  (EP)  45 
Enron  32, 54 
Ericsson  (ERICY)  124 
Exelon(EXC)96,128 
Expedia(IACI)96 
Exxon  Mobil  (XOM)  128 


Factory  2-U(FTUSQ)  100 

Fannie  Mae  (FNM)  130 

FA0100 

Fidelity  Investments  128 

Foote  Partners  84 

Ford  (F)  116 

Forest  City  Ratner  18 

Forrester  (FORR)  84 

Fox  (FOX)  77 

Fujitsu  14 


Garminl20 
Gartner  84, 93 
GE(GE)13,106,130 
GeneNetl07 
General  Chemical  100 
Genworth  Financial  130 
GM(GM)44,93,116 
Goldman  Sachs  (GS)  96, 
130 

Google  14, 45, 84, 94 
Gordon  Brothers  100 
Guanzhou  Iron  &  Steel  50 


H 

Haier  Group  50 
Harmon  Publishing  18 
Harrah's(HET)16 
Hartz  Mountain  18 
Hewlett-Packard  (HPQ)  93 
Home  Depot  (HD)  128 
Honda  (HMC)  44 
Hotels.com  (ROOM)  96 
HSN(IACI)96 
HVB  Group  51 


IBM  (IBM)  84, 93 
IDC  36 

lmClone(IMCL)22 
Infineon  (IPX)  51 
Infinity  120 
lnfosys84 

Intel  (INTC)  45, 84, 124, 
128 

Intentional  Software 94 
InteractiveCorp  (IACI)  96 
intuit  (INTU)  96 


J 

Jaguar  116 
J.D.Power  128 
JetBlue  Airways  (JBLU)  42 
JFE  Holdings  50 
J.R  Morgan  Chase  (JPM) 
51,8098 
John  Hancock  (JHF)  130 


G 

Gala  Group  16 


Kawasaki  Steel  50 
Kenwood  120 


Kohlberg  Kravis  Roberts 
80 

Kroger  (KR)  80 
KT(KTC)38 


Land  Rover  116 
LaSalle  Business  Credit 

100 
Lehman  Brothers  (LEH) 

50,84.96 

Liberty  Media  (L)  132 
Liberty  Wireless  94 
Lindows.com  26 
Upper  124 


M 

Magellan  120 
Manulife  Financial  (MFC) 

DO 

Market  Semiotics  98 
Marquis  Jet  16 
Matsushita  Electric  (MC) 

50 

Mayf  ield  84 
Mazda  116 

McDonald's  (MCD)  96 
McKinsey32 
MediaVestUSA(PUB)77 
Mercedes-Benz  (DCX)  45 
Merrill  Lynch  (MER)  14 ,51, 

84.96,98,100,128 
MetLife(MET)130 
MGIC(MTG)130 
MGM  Mirage  (MGG)  16 
Microsoft  (MSFT)  14, 26, 

84,94,96,124,128 
Mirant  100 
Mitsubishi  Motors  45 
Moody's  (MCO)  45 
Morgan  Stanley  (MWD) 

130 
Morningstar80,124 


N 

Nestle  (NSRGY)  54 
NetScaler94 
Netscape  (AOL)  84 
Net2Phone(NT0P)132 
News  Corp.  (NWS)  40, 
132 

New  York  Rangers  58 
Nextjet  94 
Nissan  (NSANY)  50 
NKK50 

Nokia  (NOK)  54 
Nortel  (NT)  38 
Novartis(NVS)132 


Novell  (NOVL)  26 


One  Price  Clothing  Stores 
100 

0psware(0PSW)84 
Optibrand  107 
Oracle  (ORCL)  93 


P 

Panasonic  50 
PepsiCo  (PEP)  77 
Perryville  Energy  100 
Philips  Electronics  (PHG) 

51 

Pioneer  132 
PMFM  Funds  124 
PMIGroup(PMI)130 
Portland  Trail  Blazers  58 
PricewaterhnuseCoopers 

100 


Rambus  (RMBS)  45 
Randall's  (SWY)  80 
RCA  132 

RealNetworks  (RNWK)  26 
Real-Time  Technology  94 
Reebok  (RBK)  96 
Renaissance  Learning 
(RLRN)96 
RentACoder84 
Ripplewood  Holdings  136 
RiskMetrics  98. 128 
Rite  Aid  (RAD)  18 


Safeway  (SWY)  80 
Samsung  Electronics  50 
SAP  93 

SBC  (SBC)  36, 38 
Seven  Hills  Group  14 
Shinsei  Bank  136 
Siemens  (SI)  51, 93 
Silicon  Graphics  (SGI)  84 
Sirius  Satellite  (SIRI)  120 
Smith  Barney  (C)  98 
Snapple(CSG)77 
Sony  (SNE)  50, 120, 132 
Southern  (SO)  128 
Southwest  Airlines  (LUV) 

42 
Standards  Poor's (MHP) 

36,42,96,100,124,130 
StockDiagnostics.com 

132 

Sumerset  Houseboats  22 
Sun(SUNW)26 


Sunstar  Butler  123 
Swift  107 

Sycamore  Networks  84 
Synovus  Financial  (SNV) 
18 


T 

Tata  84 

TCL  Communications  50 

Texas  Instruments  (TXN) 

84.107 
Thomson  First  Call  (TOC) 

98 

3M(MMM)96 
Time  Warner  (TWX)  40 
TiVo(TIV0)77,132 
TNS  Media  (TNN)  77 
Toshiba  (TOSBF)  14, 132 
Tower  Records  100 
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The  Answer  to 
Outsourcing 


THE  FLIGHT  OF  software-writing  jobs  to 
India  is  being  portrayed  across  the  U.S. 
as  an  unadulterated  calamity.  Yet  it  need 
not  be.  The  overseas  move  of  high-paying 
programming  jobs  is  certainly  painful. 
But  it  doesn't  have  to  mean  the  loss  of  America's 
supremacy  in  high  tech.  Smart  repositioning  within 
the  information  technology  industry,  combined  with 
intelligent  policies  from  Washington,  could  set  the  stage  for  a 
new  round  of  innovation  and  economic  growth  for  years  to 
come  (page  84). 

Here's  how:  In  the  1990s,  the  outsourcing  of  chips,  laptops, 
and  other  manufactured  high-tech  components  to  Taiwan 
and  China  lowered  the  price  of  computer  and 
telecommunications  equipment,  stimulating  an  IT  boom  as 
these  goods  became  available  to  more  companies  and 
individuals.  Outsourcing  software  to  India  may  well  play  a 
similar  role— generating  growth  by  making  cheap  complex 
software  available  to  millions  more  individuals  and 
businesses,  especially  small  businesses. 

It's  already  happening.  While  lower-level  software  writing 
jobs  migrate  from  expensive  Silicon  Valley  to  lower-cost 
Bangalore,  there  is  a  growing  shortage  of  American 
programmers  who  have  the  skills  to  design,  customize,  and 


manage  complex  IT  packages.  Corporate  America  is  moj 
more  involved  with  its  customers  who  demand  a  greatei 
in  designing  their  own  products  and  a  positive  experien| 
using  them.  Programmers  who  really  know  companies 
can  customize  products  and  services  for  their  customer^ 
be  in  greater  demand  in  the  future.  So  will  programmer| 

can  combine  this  role  with 
managing  programmers  aro  J 
the  world  in  developing  sof 
that  implements  this  strate§ 
Washington  can  help.  Ma 
superfast  broadband  availabl 
every  American  is  the  sine  qil 
of  moving  to  the  next  level  of 
IT  evolution.  Policymakers  slf 
create  whatever  it  takes— t 
credits,  deregulation,  subsidj 
homeland  security  measures 
make  that  happen. 

Retraining  programmers 
have  lost  their  jobs  to  Indian  software  writers  is  also 
important.  The  Labor  Dept.'s  Trade  Adjustment  AssistaJ 
program  helps  workers  who  have  lost  jobs  to  foreign 
competition.  But  it  applies  only  to  manufacturing.  Ser 
workers,  such  as  programmers,  aren't  covered.  Congres 
should  change  the  law  immediately. 

In  the  '70s,  people  predicted  that  OPEC  would  buy  thl 
world  and  run  it.  That  didn't  come  to  pass.  In  the  '80s,  J| 
was  said  to  be  poised  to  dominate  the  U.S.  That  didn't 
happen,  either.  Now  there  are  voices  warning  that  Asia 
surpass  the  U.S.  in  knowledge  industries.  There  is  that 
chance.  But  if  programmers  adapt  and  evolve,  if  Washiil 
promotes  broadband,  and  if  the  economy  stays  flexible  I 
entrepreneurial,  America  won't  lose  out  this  time,  eithef 


A  push  to 
broadband 
will  help 
meet  the 
challenge 
from  Asia 


Japan's  Chance 
For  Real  Growth 


JAPAN  TURNED  IN  ITS  BEST  performance  in 
15  years  in  the  final  quarter  of  2003,  growing 
at  an  annualized  7%  rate.  Profits  were  up, 
exports  soared,  and  even  capital  spending 
rose.  This  is  great  news  for  the  world's 
second-largest  economy  and  has  raised  hopes  for  a 
sustained  recovery  after  many  aborted  liftoffs.  But 
before  investors  and  policymakers  get  carried  away 
with  the  notion  that  Japan  is  about  to  become,  once  again,  a 
global  locomotive  of  growth,  they  should  remember  what's 
behind  the  country's  surprising  turnaround:  China. 

Japanese  corporations  are  riding  the  Chinese  boom, 
exporting  steel  for  skyscrapers,  machinery  for  new  factories, 
and  cars  and  electronics  for  China's  rising  middle  class.  It  is 
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classic  Japanese  economic  policy— to  export  its  way  to 
growth.  And  that  same  strategy  makes  sustained  Japan 
growth  highly  vulnerable  in  the  months  ahead  (page  5C 

The  truth  is  that  Japan  has  not  yet  cleaned  up  the  fina 
mess  of  the  boom-and-bust  1980s.  "Zombie"  companie 
still  being  kept  alive  by  banks  that  continue  to  lend  to  tl 
(rather  than  to  startups)  and  that  carry  their  bad  loans 
books.  Gigantic  public  debts,  equivalent  to  160%  of  gro 
domestic  product,  weigh  heavily  on  an  aging  populatio 

Perhaps  most  worrisome  is  the  continued  Japanese 
reluctance  to  embrace  market  capitalism  and  transpan 
The  initial  public  offering  of  Shinsei  Bank,  the  once-po 
Long-Term  Credit  Bank  that  collapsed  and  was  sold  to 
Ripplewood  Holdings,  is  causing  a  furor  in  Tokyo.  Me: 
of  the  Diet,  the  press,  and  CEOs  are  denouncing  Ripple 
as  a  foreigner  exploiting  Japan  and  making  too  much 
on  the  deal.  This  attitude  explains  why  needed  structur 
reforms  in  government  and  banking  have  yet  to  be  mac 

If  China's  property  boom  pops,  if  its  factory  overcaps 
leads  to  trouble,  or  if  the  impending  revaluation  of  the 
reminbi  causes  financial  problems,  Japan's  economy  co 
flounder  once  again.  It  would  be  wise  for  Japan  to  take 
advantage  of  its  momentary  prosperity  to  finish  buildin 
strong  domestic  foundation  for  sustained  growth. 
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THE  NEW  FULL-SIZE  NISSAN  PATHFINDER  ARMADA- How bgi 

Nissan  Endurance  V8  engine.  Available  4WD.  And  our  optional  Nissan  Mobile  Entertainment  System-DVD.  Everything  yt 


Nisso^.  the  Nissan  Brand  Symbol.  "SHIFT/  tagline  and 


N.ssan  model  names  are  N.ssan  trademarks.  Tread  Lightly!"  Please.  Always  wear  your  seat  belt,  and  please  don't  drink  and  i 
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>ut  generous  room  for  up  to  eight?  Fold-flat  2nd-  and  3rd-row  seating.  A  potent  305-hp,  5.6-liter 
»/eryone  just  about  anywhere.  For  more  information,  call  800-NISSAN3  or  visit  NissanUSA.com. 
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Finnajr  SeGS  it.  Competition  in  the  airline  business  has  never  been  so  tough. 
That's  why  Finnair  is  taking  customer  service  to  new  heights.  Together  with  IBM, 
Finnair  is  developing  integrated  on  demand  solutions  that  offer  enhanced  services 
like  wireless  check-in,  e-ticketing  and  wireless  ticket  sales.  It  means  first  class  service 
for  passengers  and  reduced  costs  for  Finnair. 
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A  guide  to  the  on  demand  world:  Integration 


Integrationphobia. 

Sooner  or  later,  you  will  have  to  dea!  with  it. 

Your  CEO  is  psyched.  He's  got  a  vision.  On  demand  busine 
He  wants  salespeople  to  have  the  same  customer  information  as 
support  people.  He  wants  manufacturing  to  know  what  R&D  is 
doing  -  before  products  get  to  the  factory  floor.  He  wants  everyone 
on  the  same  page.  And  he  wants  you  to  make  it  happen. 


Yes,  you.  Congratulations.  You're  now  in  charge  of  integrating  your  systems  - 
internally,  as  well  as  with  customers,  suppliers  and  partners.  Nobody  envies 
you.  It's  a  task  that  even  a  highly  trained  integration  specialist  would  feel 
nervous  about  tackling  alone. 

Luckily  you're  not  alone.  IBM  and  IBM's  Business  Partners  have  solutions  to 
help  you  cope  with  the  complexities  of  integration.  Like  IBM  middleware. 
Used  by  95%  of  Fortune  100  companies,  it  can  quickly  integrate  diverse 
systems.  Without  starting  from  scratch.  No  rip  and  replace.  No  delays. 

Then,  as  all  your  systems  begin  working  in  harmony,  isolated  data  silos  melt. 
Information  flows  freely.  Customer  trends  appear  and  are  capitalized  on, 
instantly.  You've  become  a  flexible  business.  Responsive  to  change.  Resilient. 
And  ready  to  help  your  CEO  meet  all  the  demands  of  an  on  demand  world. 


an  you  SGG  it?  It's  an  on  demand  world.  Where  companies  require 
jnd-to-end  integration  on  a  massive  scale.  IBM  WebSphere®  Business 
ntegration  can  make  it  happen  -  integrating  and  running  e-business 
pplications  across  diverse  platforms.  Integrationphobia?  What's  that? 
)n  demand  business.  Get  there  with  (e)  business  on  demand'" 
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The  Bull.  The  Bear. 


And  Now 


THE    DRAGON. 


China.  A  dynamic  population.  An  ancient  civilization.  A  culture  of  commerce. 
Unrealized  potential.  Until  now. 

The  China- U.S.  Growth  Fund 

Two  years  ago  China  joined  the  World  Trade  Organization  and  tariffs  began  to 
drop.  When  Beijing  hosts  the  2008  Olympics,  the  world  will  arrive  to  find  a  city 
ana  a  country  transformed.  China  is  now  one  of  the  largest  economies  in  the 
world  and  it  is  becoming  the  most  significant  trading  partner  for  the  United 
States.  Ten  years  ago  hundreds  of  millions  of  middle  class  Chinese  had  the 
desire  for  goods.  Now  they  have  the  means. 


Dynamic  U.S.  companies  have  already  identified  China  as  a  driver  for  growth 
n  the  decades  to  come.  Leading  Chinese  companies  are  now  succeeding 
domestically  and  abroad.  The  China-U.S.  Growth  Fund  can  invest  in  both. 

he  China-U.S.  Growth  Fund  is  a  unique  opportunity  to  participate  in  the  rapid  rise 
)f  China  as  a  global  economic  power. 

Investing  in  Dynamic  Change 


For  a  prospectus  call  1.800.254.3796.  Or  visit  chinausgrowthfund.com 

Read  prospectus  carefully  before  investing. 


WHY 
CHINA 
NOW 


China's  GDP 

in  2003  was  estimated 

at  $1.3  trillion.1 

It  has  grown 

8%  per  year  over  the 

past  3  years.2 

China  is  ranked 

#2  in  the  world 

in  terms  of 

purchasing  power.3 

History  has  shown 
the  Olympics 
to  be  a  huge 

economic  boost  to 
host  countries.4 

By  2007,  China 
is  expected  to  have 

500  million 
cell  phone  users/ 


ALGER 


#  he  views  and  opinions  expressed  herein  are  not  meant  to  provide  investment  advice  and  there  is  no  guarantee  that  they  will  come  to  pass, 
nvesting  in  the  stock  market  involves  gains  and  losses  and  may  not  be  suitable  for  all  investors.  As  with  any  fund  that  invests  in  stocks, 
'our  investment  will  fluctuate  in  value  and  you  may  lose  money  by  investing  in  the  Fund.  Based  on  the  Fund's  investment  objective,  an 
nvestment  in  the  Fund  may  be  better  suited  to  investors  who  seek  long-term  capital  growth  and  can  tolerate  fluctuations  in  their  investment's 
'alue.  Investing  in  foreign  securities  involves  additional  risks  including  currency  risk  and  risks  related  to  the  political,  social  and  economic 
ronditions  of  foreign  countries,  particularly  emerging  market  countries.  More  particularly,  securities  markets  in  China,  including  Hong 
Cong,  are  smaller,  less  liguid  and  tend  to  be  more  volatile  than  the  U.S.  securities  market.  The  Chinese  market  tends  to  be  based  on  a  few 
ndustries  and  investments  that  are  diversified  across  a  small  number  of  countries.  "China's  GDP  expects  to  exceed  1 1  trillion  yuan," 
People's  Daily,  1  1/27/03.  2Based  on  3-year  average.  The  World  Bank  Group,  worldgroup.org  and  People's  Daily,  1  1/27/03  Based  on 
'urchase  Power  Parity  and  GDP,  nationmaster.com.  "Olympic  Studies  Center  —  Reports  on  Salt  Lake  City  2002,  Sydney  2000,  Atlanta 
996.  5China  Industry  Update,  No.  6,   11/15/03.   Hannover  Fairs  China  Ltd.     Fred  Alger  &  Company,  Incorporated:  Distributor. 
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urs  isn't  the  only  name  on  the  box. 

Brave  Amy,  d 

^s  with  resp. 
10  loopholes  «!o- 

Relax,  it's  FedEx. 


TED  BY  IRA  SAGER  &  KIMBERLY  WEISUL 


ICON  SAGAS 

SCO  SPENDS 

SON 

SPIN-IN 

MIAN,  andiamo  means 
s  go."  But  for  the  317 
loyees  of  a  Cisco  Systems 
by  that  name,  it  could 
n  "let's  go  shopping!" 
■eb.  20,  Cisco  completed 
-called  spin-in  of  the 
storage  outfit  by  paying 
)  million  for  the  56%  of 
amo  Systems  it  did  not 
.  Each  Andiamo  staffer 
ved  an  average  of 


CARING  THE  AIR 


$2.3  million  in  Cisco  stock. 

To  many,  the  deal  is  an 
embarrassing  reminder  of 
bubble-era  excess.  In  May, 
2001,  a  group  of  Cisco 
employees  were  about  to 
leave  to  start  Andiamo. 
To  keep  them,  Cisco  offered 
to  buy  Andiamo  at  a 
later  date.  "These  folks 
didn't  have  to  take  any  risk," 
says  one  annoyed  former 
Cisco  executive. 

All  told,  Cisco  put  more 
than  $930  million  into 
Andiamo,  which  is  expected  to 
bring  in  sales  of  $160  million 
this  year  and  to  grow  about 
30%  annually.  Craig  Griffin, 
Cisco  business-development 
manager,  says  changes  to 
accounting  regulations  make 
more  spin-ins  unlikely.  "[We 
hope]  this  is  the  last  vestige  of 
bubble  economics  inside 
Cisco,"  says  JMP  Securities 
analyst  Sam  Wilson.  At  least 
until  the  next  bubble,  anyway. 
-Peter  Burrows 


ENHOUSE  GAS  C02  emissions  from  China 
India  are  expected  to  rise  at  a  higher  rate, 
the  U.S.  remains  the  world  leader  in  output: 


ISSIONS  IN  MILLIONS  OF  METRIC  TONS 
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12010 
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"Have  another 
Bible  script  handy, 
because  tne  studios 
are  all  going  to 
want  to  do  it  now." 

-Mel  Gibson,  joking  about 

the  impact  of  his  controversial  movie 

The  Passion  of  the  Christ 


SCh,       TENEGGER 

Ad  hoc  campaign 


GOLDEN  STATE 


ThisBondls 
Broughtto  You  By. 


U.S.  CHINA  JAPAN 

•  gy  Dept..  Energy  Information  Administration  ""* 


INDIA         GERMANY 


•  •• 


CALIFORNIA  GOVERNOR  Arnold  Schwarzenegger  has  found  a 
novel  way  to  push  a  raft  of  propositions  on  the  Mar.  2  primary 
ballot:  He's  getting  businesses  to  pay  for  a  blitz  of  TV 
commercials.  The  actor-turned-politician  has  raised  over  $5 
million  from  such  companies  as  Target,  Dole  Food,  and 
Twentieth  Century  Fox.  On  Feb.  24,  he  collected  another  $1.5 
million  at  New  York  and  Washington  (D.C.)  fund-raisers. 

The  money  is  going  toward  ballot  initiatives  such  as  the  hody 
contested  Proposition  57  to  raise  $15  billion  in  bonds.  Until 
recendy,  only  38%  of  voters  favored  the  measure  because  they 
feared  it  would  force  the  state  to  raise  taxes  to  pay  the  interest. 
But  TV  ads  in  the  past  week,  along  with  growing  Democratic 
support,  now  have  50%  of  the  voters  supporting  the  proposal. 

Schwarzennegger  has  sidestepped  potential  conflicts  by 
creating  a  special  fund,  California  Recovery  Team,  just  for  bal- 
lot initiatives.  But  the  effort  is  raising  the  hackles  of  consumer 
groups.  "This  is  exactly  the  kind  of  soft-money  abuse  that  cuts 
out  the  little  guy,"  says  Rachel  Leon  of  Common  Cause.  The 
governor's  team  says  he  is  raising  the  money  to  save  the  state 
from  its  budget  crisis,  not  to  hand  out  favors.  -Ron  Grover 
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BANK  NOTES 

PLASTIC 
FOR 
THE  PILLS 

ONE  GIANT  INSURER  is  getting 
into  banking.  Starting  this 
summer,  UnitedHealth  Group 

plans  to  issue  patient 
identification  cards  that  look 
a  lot  like  MasterCards,  logo 
and  all.  But  the  cards  will  be 
good  only  for  health-care 
purchases  such  as 
prescriptions,  eyeglasses,  and 
visits  to  a  doctor  or  physical 
therapist.  MasterCard  rules 
say  that  only  banks  are 
allowed  to  issue  such 
plastic,  and  so 
UnitedHealth 


PERK  PARADE 

PLENTY  OF 
GOLD  IN  THOSE 
OPTIONS 

ONE  MORE  REASON  executive 
compensation  continues  to 
rise:  A  booming  stock  market 
means  options  that  have  been 
underwater  for  years  are 
finally  bubbling  to  the 
surface. 

And  there  are  plenty  of 
them.  Mellon  Financial,  which 
administers  option  programs 
for  big  companies,  exercised 
17  million  snares  for  its 
clients  in  January,  up  from  8 
million  a  year  ago.  It 
estimates  that  71%  of  options 
held  by  its  clients  are  in  the 
money,  up  from  28%  in  2002. 
For  execs,  happy  days  are 
here  again. 

-Mara  Der  Hovanesian 
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set  one  up,  naming  it  Exante. 

Cardholders  will  be  able  to 
make  payments  out  of  flexible 
spending  accounts,  medical 
savings  accounts,  and  health- 
care savings  accounts.  "As  a 
consumer,  I'd  find  that  hugely 
convenient,"  says  Moshe 
Orenbuch,  a  credit- card 
analyst  at  Credit  Suisse  First 
Boston.  Just  like  today's  I.D. 
cards,  the  new  cards  will  let 
doctors  verify  patient 
eligibility  and  provide 
information  about  copays. 

UnitedHealth  is  certainly 
not  planning  on  becoming  a 
full-service  bank.  "No  car 
loans,"  says  Exante 
President  Richard  Holley. 
But  get  in  a  car  accident,  and 
the  card  just  might  come  in 
handy.  -Joseph  Weber 
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BLONDE  BOMBSHELL? 

HAIRLINE  SECURITY  If  airport  guards  hand  yo| 
comb  someday  soon,  it  won't  be  because  yoi 
having  a  bad  hair  day.  Hair,  it  turns  out,  grabs 
^articles  that  explosives  give  off— the  same  o\ 
Domb-sniffing  dogs  detect.  Even  repeated 
shampoos  won't  wash  away  the  tattle-tale 
residue,  says  Jimmie  Oxley,  a  chemist  at  the 
University  of  Rhode  Island.  A  comb  could  be 
through  a  passenger's  hair,  and  a  quick  cheml 
cal  check  would  spot  anyone  who  has  handle! 
explosives.  Oxley  isn't  sure  why  hair  does  this 
but  figuring  it  out  might  lead  to  a  more  practi<| 
test.  Woula-be  bombers  could  shave  their 
heads,  but  young  men  with  bald  pates  might 
begging  for  unwanted  attention.  -Otis  Port 
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Marriage  is  a  sacred 
institution  ...and  con. 
only  be  recof£nized 

v#hen  it  is  between,  a 

soccer  mom  .and  a 

XASCAR  dad... 
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DIVERSIFY  YOUR  PORTFOLIO  WITH 
NASDAQ'S  TOP  100  COMPANIES, 
RANGING  FROM  > 
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PETsMART,  Inc.  Microsoft  Corporation  Intel  Corporation  C 
Inc.  QUALCOMM  Incorporated  Amgen  Inc.  Nextel  Communic 
Comcast  Corporation  eBay  Inc.  Dell  Inc.  Oracle  Corporation  InterActiveL. 
Maxim  Integrated  Products,  Inc.  Starbucks  Corporation  Xilinx,  Inc.  Applie 
Materials,  Inc.  Linear  Technology  Corporation  Biogen  Idee  Inc.  Bed  Bath  & 
Beyond  Inc.  Ge.nzyme  Corporation  Yahoo!  Inc.  .VERITAS  Software 
Corporation  Electronic  Arts  Inc.  Chiron  Corporation  KLA-Tencor  Corporation 
Biomet,  Inc.  Paychex,  Inc.  Amazon.com,  Inc.  Apollo  Group  ec 

Corporation  Teva  Pharmaceutical  Industries  Limited  Intuit  Inc.  GHead 
Sciences,  Inc.  PeopleSoft,  Inc.  Altera  Corporation  Apple  Computer,  Inc. 
Flextronics  International  Ltd.  PACCAR  Inc.  EchoStar  Communications 
Corporation  Cintas  Corporation  Fiserv,  Inc.  Broadcom  Corporation  Costco 
Wholesale  Corporation  Staples,  Inc.  Adobe  Systems  Incorporated  Netwbrk 
Appliance,  Inc.  JDS  Uniphase  Corporation  Siebel  Systems,  Inc.  Junip^^H 
Networks,  Inc.  Sanmina-SCI  Corporation  Research  in  Motion  Limr 
Medlmmune,  Inc.  Millennium  Pharmaceuticals,  Inc.  CDW  Corporation 
Garmin  Ltd.  Synopsys,  Inc.  Marvell  Technology  Group,  Ltd.  Career  Education 
Corporation  Novellus  Systems,  Inc.  Check  Point  Software  Technologies  Ltd. 
Microchip  Technology  Incorporated  American  Power  Conversion  Corporation 
Express  Scripts,  Inc.  BEA  Systems,  Inc.  Mercury  Interactive  Corporation 
Patterson  Dental  Company  PanAmSat  Corporation  QLogic  Corporation 
SanDisk  Corporation  Smurfit-Stone  Container  Corporation  Ross  Stores,  Inc. 
VeriSign,  Inc.  Level  3  Communications,  Inc.  Whole  Foods  Market,  Inc.  Citrix 
Systems,  Inc.  ATI  Technologies  Inc.  Expeditors  International  of  Washington, 
Inc.  Sigma-Aldrich  Corporation  NVIDIA  Corporation  Invitrogen  Corporation 
Intersil  Corporation  Lam  Research  Corporation  Pixar  Dollar  Tree  Stores,  Inc. 
Fastenal  Company  Ccmverse  Technology,  Inc.  Gentex  Corporation  Molex 
Incorporated  DENTSPLY  International  Inc.  C.H.  Robinson  Worldwide,  Inc. 
Lamar  Advertising  Company  Lincare  Holdings  Inc.  Patterson-UTI  Energy, 
Inc.  Henry  Schein,  Inc.  Cephalon,  Inc.  Tellabs,  Inc.  Ryanair  Holdings, 
pic  First  Health  Group  Corp.  Compuware  Corporation  Sun  Microsystems,  Inc. 
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When  you  invest  in  QQQ,  you're  buying  NASDAQ's  top  performers,*all  in 
one  stock.  QQQ  gives  investors  both  diversity  and  liquidity.  And  while  QQQ 
is  subject  to  risks  similar  to  stocks,  including  those  regarding  short  selling 
and  margin  account  maintenance,  it  is  both  tax-efficient  and  low-cost, 
though  ordinary  brokerage  commissions  apply.  No  wonder  QQQ  is  the 
most  actively  traded  ETF  in  the  world.  To  learn  more,  call  1-888-627-3837 


or  visit  NASDAQ-100.com. 


NASDAq-qqq 


..racks  the  NASDAQ-100  Index:  The  NASDAQ-100  Index  is  comprised  of  NASDAQs  top  100  nonfinancial  companies  based  on  their  market  capitalization. 
:stor  should  consider  investment  objectives,  risks,  charges  and  expenses  before  investing. 

.spectus  which  contains  this  and  other  information  about  The  NASDAQ-100  Index  Tracking  Stockr  a  unit  investment  trust,  please  call  888.627.3837.  Read  L„  r.„r_. 

:  DAQ-1 00  Index,  NASDAQ-100  Index  Tracking  Stock  and  QQQ  are  trade/service  marks  of  The  Nasdaq  Stock  Market,  Inc.  and  have  been  licensed  forusebY^NASDAQRnanctalf'rc 
NASDAQ  makes  no  representation  regarding  the  advisability  of  investing  in  QQQ  and  makes  no  warranty  and  bears  no  liability  with  respect  to  QQQ,  the  NASDAQ-100  Inde 


listributors,  Inc.  a  registered  broker-dealer,  is  distributor  for  the  Trust. 
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THIS  CEO 
REALLY 
CLEANED  UP 

Jonathan  Tisch,  CEO  of  Loews 
Hotels,  must  have  had  severe 
deja  vu  during  his  stint  on 
Now  Who's  Boss?,  a  new 
reality-TV  series.  The  show, 
which  starts  on  Mar.  8,  sends 
top  execs  into  lower-level  jobs 
within  their  companies. 

Tisch,  50,  has  been  there 
before.  At  age  7,  he  answered 
phones  at  Loews.  At  16,  his 
first  paying  job  was  at  the 
front  desk.  This  time,  he 
spent  five  days  in  such  jobs 
as  cook,  heating  engineer, 
and  pool  boy. 

His  early  experience  didn't 
help  much.  At  the  front  desk, 
he  was  chastised  for  pointing. 
As  a  housekeeper,  he  made  a 
bed  wrong.  As  a  cook,  he 
burned  himself  five  times 
making  huevos  rancheros. 

Still,  Tisch  thinks  it  was  a 
great  experience.  "This  shows 
the  human  side  of  business." 
he  says.  Indeed,  he  found  the 
polyester  room-service 
uniforms  so  uncomfortable 
that  he  decided  to  change 
them.  -Diane  Brady 


TELECOM  TALES 

GRABBING  THE 
PHONE AT 
THE  BIG  HOUSE 

ONE  OF  THE  LAST  telecom 

monopolies  may  be  coming 
to  an  end:  calls  made  by  state 
prison  inmates.  Carriers  pay 
rich  commissions  to  prisons 
in  exchange  for  exclusive 
contracts  to  provide  collect 
calling.  In  most  states, 
inmates  are  not  allowed  any 
other  calls,  so  there's  big 
money  at  stake.  These 
contracts  are  worth  an 
estimated  $200  million 
yearly  for  the  phone  carriers. 
This  month,  Oregon  said  it 
will  join  Nebraska  and 
Colorado  in  allowing  calls 
from  prisons  made  with 
prepaid  debit  accounts, 
which  can  be  40%  cheaper 
than  collect  calls.  A  petition 
before  the  Federal 
Communications 
Commission,  filed  in 
November,  seeks  to  force 
debit  calling  into  some 
private  facilities.  Prisoners' 
families  hope  that  will  lead  to 


TRADE  WINDS 

OUTSOURCING: 

DANGER 

AHEAD? 

IN  THE  MIDST  of  a  Presidential 
campaign  that  is  shining  a 
spotlight  on  outsourcing, 
General  Electric  is  warning 
investors  that  any 
move  against 
outsourcing  could 
pose  a  business 
risk  for  one  of  its 
subsidiaries.  By 
June,  GE  plans  to 
sell  30%  of  Gen- 
worth  Financial,  a 
group  of  insurance    INDIA  Call 
operations,  in  an        face  heat 


a  broader  ruling  requiring 
state  institutions  to  do  the 
same.  Another  FCC  petition, 
filed  by  long-distance 
reseller  Outside  Connection 
in  Bellmore,  N.Y.,  asks  that 
Outside  be  allowed  to  offer 
its  cut-rate  long-distance 
service  in  New  York 
prisons. 

MCI,  by  far  the  largest 
player  in  this  market,  rakes  in 
$100  million  a  year  from  such 
calls.  In  New  York  State  alone, 
it  takes  in  $33  million,  then 
pays  57%  of  that  to  the 
Correctional 
Services  Dept. 
MCI  spokes- 
woman Natasha 
Haubold  says  the 
contracts  are  fair 
and  awarded 
through  competitive 
bids. 

Prison  authorities 
worry  that  inmates  with 
rich  debit  accounts  will  be 
preyed  upon  by  other 
inmates.  They  also  say  using 
resellers  could  be  a  security 
risk  because  officials  won't  be 
able  to  tell  who  the  inmates 


initial  public  offering. 
Genworth  employs  customer 
service,  data  processing,  and 
finance  staff  in  India. 

But  in  its  list  of  investment 
risks,  Genworth's  Jan.  20 
filing  says:  "The  political 
climate  in  the  U.S.  also  could 
change  so  that  it  would  not  be 
practical  for  us  to  use  interna- 
tional operations  centers 

This  could 
adversely  affect 
our  ability  to  main- 
tain or  create  low- 
cost  operations." 

In  other  words, 
in  an  election  year, 
outsourcing  may 
prove  to  be  risky 
centers        business, 
from  pols  -Robert  Barker 
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are  calling.  But  activists  a 
prisoners'  families  say  wh 
they  are  really  worried  ab< 
is  protecting  their  profits. 
-Michael  Eu 


THE  STAT 


The  percentage 
of  executives 
who  concede  that 
their  corporations 
do  not  deserve 
the  loyalty 
of  their 
customers. 

Data:       -t.vity  Group  he  worUwide  survcjl 

165  executives.  Mar -Nov  2003 
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YOUR  FAMILY  WILL  BE  SAFE  AND  SOUND  ON  THE  INSIDE 
YOUR  EGO  WILL  BE  SAFE  AND  SOUND  ON  THE  OUTSIDE. 


INSIDE  THE  REDESIGNED  2004  GALANT,  YOU'RE  SURROUNDED  NOT  JUST  BY 


STYLE,  BUT  BY  SAFETY  ADVANCES  AS  WELL.  For  starters,  the  Galant's  body  is 


fig.  1:  available  anti-lock  brakes  help  you        reinforced,  with  each  door  augmented  by  two  steel  anti-intrusion  beams.  And 

MAINTAIN  CONTROL  WHEN  8RAKING  AND  STEERING* 

overall,  the  chassis  is  twice  as  stiff  as  before.  Which  helps  explain  why  the  Galant  received  a  5-star  frontal  crash  test  rating 
from  NHTSA*  Of  course,  a  stronger  chassis  makes  for  better  handling,  and  the  new  Galant  GTS  delivers,  outperforming 
the  Toyota  Camry  and  the  Honda  Accord  in  evasive  maneuvers!*  And  with  our  10-YR/100,000-mile  Powertram 
Limited  Warranty!  even  your  investment  is  protected.  The  2004  Galant.  Safety  is  now  beautiful,  mitsubishicars.com 


INTRODUCING   THE  2004  GA  L  A N T  starting  under 518,000' 


MITSUBISHI 
MOTORS 
wake  up  and  drive 
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The  AMT... really  is  a  flat 
tax. .  ^similar  to  what  many 
have  been  advocating  as 
the  best  way  to  reform  the 
tax  code." 


-Richard  Krieger 
Stuart,  Fla. 
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NO  GETTING  AROUND 
THE  INEQUITY  OF  THE  AMT 

"THE  STEALTH  TAX"  (Cover  Story,  Feb. 
16)  was  a  completely  one-sided  account. 
The  alternative  minimum  tax  (AMT)  was 
put  in  place  so  people  would  pay  their  fair 
share  of  taxes.  The  fact  that  so  many  peo- 
ple, including  me,  are  now  running  into  it 
is  a  good  indicator  that  the  Bush  tax  cuts 
have  created  a  scenario  where  millions  of 
people  are  not  paying  their  fair  share.  You 
blame  this  only  on  the  AMT  and  not  the 
irresponsible  Administration  that  has 
caused  it  to  surface. 

-David  McDougald 
Beaverton,  Ore. 

ONE  PART  OF  YOUR  excellent  story  on 
the  AMT  highlighted  its  inequity  relating 
to  lawsuit  awards.  In  my  predicament, 
not  only  do  I  pay  tax  on  money  I  never 
saw— the  settlement  check  went  to  my  at- 
torney, who  took  his  33%  and  sent  me  the 
remainder— but  I  also  lose  my  state  in- 
come-tax deduction  (which  in  California 
is  huge)  and  my  property-tax  deduction 
(which  in  Silicon  Valley  is  huge).  After 
that,  the  state  imposes  its  own  AMT. 

Of  course,  Washington  loves  it.  After  I 
pay  tax  on  the  money  my  attorney  took 


out,  my  attorney  also  has  to  pay  i 

tax  on  the  same  money! 

-John  Mr 
Saratoga 

YEARS  AGO,  the  possibility  of  adojl 

28%  "flat"  tax  on  income  (generj 

deductions  allowed)  was  seen  as 

lution  for  fixing  the  complex  tax  s| 

Today,  there  is  outcry  over  a  tax  cJ 

tion  that  preserves  a  preferential  if 

rate  for  dividends  and  capital  gat! 

lows  deductions  for  home  intertl 

charitable  contributions,  but  gel 

taxes  income  at  28%.  A  modified  \| 

of  the  flat  tax?  No,  it's  called  the  a:| 

-Kenneth  1 1 

Director  ofTc 

Alliance  Capital  Managen  I 

Nc\ 

NOWHERE  IN  THE  ARTICLE  d  I 
mention  that  the  AMT  is  sometimes! 
manent  tax  and  sometimes  simph  | 
paid  tax.  Preferences  such  as  state ; 
cal  taxes  result  in,  as  the  Ir 
Revenue  Service  refers  to  it,  tax  on  I 
sion  items.  This  AMT  is  like  bad  c| 
terol,  because  you  pay  the  tax 
won't  get  it  back  in  the  future.  Goc 
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CORRECTIONS  &  CLARIFICATIO 

Daniel  Ernst  of  Rodman  &  Renshaw  sa 
TiVo  Inc.  is  likely  to  lose  at  least  part  o 
contract  with  DirecTV  in  2005.  TiVo 
raises  the  volume'  (Inside  Wall  Street 
Mar.  1)  quoted  him  as  saying  he  "dout 
that  TiVo's  partnership  with  DirecTV  v. 
end  soon. 

"Coming:  Way  more  info  on  billboards 
(Up  Front,  Feb.  23)  should  have  referr 
Nielsen  Outdoor,  not  ACNielsen. 


lesterol  AMT,  such  as  accelerated  de 
ation  and  incentive  stock  option  p    I 
ences,  produces  a  tax  credit  that  rr 
available  in  future  years. 

If  the  taxpayer  is  always  subj 
AMT,  the  credit  may  never  be  avai 
but  waiting  a  year,  then  selling  the 
that  was  exercised  that  helped  crea 
AMT  in  the  first  place,  could  result  i 
ting  some  of  the  AMT  back.  Your  s 
correctly  indicated  that  tax  plann 
key  to  minimize  this  tax. 

-James  H.  Ra 
A 


m 


r-: 
fat 

iii 


SINCE  CONGRESS  IS  unwilling  t( 
with  this  extremely  unfair  tax  that 
achieved  its  intended  purpose,  th< 
answer  to  the  AMT  problem  is  to 
everyone  pay  it.  It  is  really  a  flat  ta;  B. 
eliminates  most  of  the  special-inten  - 
ductions  and  is  similar  to  what 
have  been  advocating  as  the  best  v 
reform  the  tax  code. 

-Richard  K  > 
Stuar 


h 


TWO  STEALTH  TAXES— the  AMI  L 
FICA  [Federal  Insurance  Contribi 
Act]  payroll  withholdings  (7.65%  ar 
on  the  first  $87,000  of  wages  in  200  » 
escalating  every  year)— are  the  tip  B« 
much  larger  tax  iceberg.  The  perce 
of  taxes  paid  by  individuals  in  our  cr 
is  at  an  all-time  high,  while  the  an 
paid  by  corporations  is  at  an  all-tim 
because  of  foreign  tax  shelters  and  i 
poration  of  offshore  corporate  head 
ters  that  have  no  operating  purpose 
Both  of  these  stealth  taxes  on  ind 
als  should  be  eliminated  while  a  c 
rate  AMT  requiring  minimum  ta? 
20%  is  instituted.  This  would  create 
el  playing  field  between  individual 
corporations  and  between  large  cor 
tions  and  small  and  midsize  comp 
which  are  the  engines  of  job  creatic 
-John  G.  Q 
Andover, 
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TAINING  COSTS, 

HURTING  CANCER  PATIENTS 

DICARE  vs.  cancer  patients,"  (News: 
ysis  &  Commentary,  Feb.  16)  was 

on,  but  there's  another  way  govern- 

action  will  hurt  those  with  cancer: 
ed  away  in  the  new  Medicare  bill  is  a 
ision  whereby,  effective  January, 
,  payments  to  oncologists  for  chemo- 
tpy  and  other  drugs  given  in  their  of- 
will  be  sharply  reduced.  The  most 

result  will  be  to  force  patients  into 
itals,  which  will  have  neither  the  bed 

nor  the  trained  oncology  staff  to 
Je  such  an  influx.  A  few  members  of 
(jess  want  to  correct  the  problem,  but 

r  patients  aren't  well  organized  po- 
jUy,  and  the  outlook  is  bleak  for  those 
will  be  the  most  affected. 

-Norman  Halford 
Darien,  Conn. 
pr's  note:  The  writer  has  been  a  can- 
atient  for  13  years. 
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Japan,  the  Bewildered  Giant 


JAPAN  UNBO'J      A  Volatile  Nation's  Quest  for  Pride  and  Purpose 

By  John  Nathan  Houghton  Mifflin;  271pp;  $25 


How  could  a  nation  that  soared  so  high 
sink  so  low?  This  is  the  central  question 
tackled  in  John  Nathan's  valuable/apan 
Unbound.  Offering  gripping  detail, 
Nathan  recounts  how  the  seemingly 
invincible  Japan  of  the  go-go  1980s 
faltered  and  is  now  suffering  from  an 
identity  crisis  of  epic  proportions.  If  s  a 

topic  some  other  authors  have  addressed— but  few  in  such  a 
comprehensive  and  colorful  way.  Nathan,  whose  previous 
work  was  1999's  Sony:  The  Private  Life,  makes  a  persuasive 
case  that  the  institutions  devised  to  propel  Japan  to  the  top 
of  the  economic  heap  have  gone  haywire.  But  he 
cautions  readers  not  to  write  off  Japan,  which 
retains  considerable  "resoluteness . . .  creativity, 
and  vitality." 

Nathan  has  long  experience  in  the  country:  He 
arrived  in  Tokyo  in  1961,  just  before  Japan  began  to 
take  off  economically.  Today,  though,  he  says 
economic  doldrums  have  undone  the  educational 
and  corporate  cultures  that  had  become  the  envy  of 
the  world  by  the  1980s.  In  a  recessionary 
environment,  students  are  no  longer 
guaranteed  jobs  after  graduation,  and  the 
result  can  be  seen  in  rising  violence, 
absenteeism,  and  low  test  scores.  Then  there's 
the  fabled  company  man.  Employees  used  to  toil 
six  days  a  week  and  sacrifice  family  time  in 
exchange  for  promotions  and  job  security.  These  days, 
layoffs  have  led  employees  to  be  less  company-identified. 

Nathan  eloquently  describes  the  strains  that  have  resulted: 
soaring  rates  of  divorce,  alcoholism,  and  domestic  violence. 
Since  1997,  suicides  have  increased,  to  double  the  per  capita 
rate  in  the  U.S.  Some  of  these  points  may  seem  familiar.  But 
Nathan  backs  them  up  with  compelling  interview  material. 
For  instance,  a  father,  Kazuya  Yano,  tells  him  that  "everyone 
feels  confused.  There  are  no  more  guarantees.  We've  lost  our 
confidence  and  so  have  our  children." 

Nathan  also  masterfully  captures  the  tension  and 
uncertainty  that  exist  in  the  upper  echelons  of  corporate 
management.  Yoshikazu  Hanawa,  the  honorary  chairman  of 
Nissan  Motor  Co.,  justifies  his  decision  to  sell  Japan's  second- 
largest  auto  maker  to  France's  Renault  and  to  permit  "cost 
killer"  Carlos  Ghosn  to  shake  up  the  company,  running 
everything  stricdy  by  the  numbers.  Admitting  his  own  personal 
failings  and  those  of  Japanese  management  in  general, 
Hanawa  says:  "We  were  stuck  in  our  old  habits  and  we  needed 

>lent  shock  to  set  us  back  on  course."  Minoru  Makihara, 
honorary  chairman  of  Mitsubishi  Corp.,  on  the  other  hand, 
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expresses  doubts  about  Ghosn's  ways.  And  Tadahiro  Sei 
NEC  Corp.'s  former  chairman  emeritus,  dismisses  Nissan'j 
turnaround  as  a  result  of  "copycat  management"  that  sim| 
apes  foreign  slash-and-burn  methods.  "If  every  Japanese 
company  took  the  Nissan  approach  to  solving  its  problem:] 
Japan  would  fall  apart,"  says  Sekimoto. 

A  longstanding  nationalistic  pride  remains  undiminis 
Nathan  asserts.  One  of  the  country's  most  powerful 
chauvinists  is  Tokyo  Governor  Shintaro  Ishihara,  who,  vvj 
Sony  Corp.'s  Akio  Morita,  in  1989  published  the  infamoi 
Japan  That  Can  Say  No,  which  urged  Japan  to  resist  U.S. 
pressure  in  trade  and  security  matters.  In  the  chapter  deN 
to  Ishihara,  he  sounds  as  bombastic  as  ever.  Moreover,  ail 
the  younger  generation,  ultranationalistic  comic  books  aj 
the  rage.  But,  says  the  author,  the  nation's  quest  for  an 
identity  is  also  giving  rise  to  new  leaders  who  are  the 

antithesis  of  the  conservative  Japanese  polk 
Nathan  describes  the  rise  of  Yasuo  Tanaka, 
governor  of  Nagano  Prefecture,  who  has 
launched  reforms  considered  revolutionary! 
Japan,  such  as  pulling  the  plug  on  pork-bar  J 
public-works  projects.  In  the  process,  he  haj 
angered  his  local  assembly,  business  intere 
and  bureaucrats.  Yet  he  has  become  a  hero 
many  young  people  and  a  "champion  of  th< 
grass-roots  citizen  movement,"  says  Nathai 
This  book  isn't  flawless.  One  bad  choice  c 
right  at  the  beginning,  when  the  author  slid<| 
into  sensationalism.  To  illustrate  that  Japant 
youth  have  lost  their  sense  of  purpose,  NathJ 
tells  how,  in  1997,  a  14-year-old  boy  known  t  J 
Japanese  public  only  as  "Yt[ 
A"  assaulted,  stabbed, 
hammered,  and  beheaded 
children.  Statistics  show  th  I 
such  ghoulish  crime  is  hare  I 
common,  but  Nathan  suggj 
that  the  killer  may  not  be  ti, 
abnormal.  In  general,  he  cl  I 
Japanese  teens  have  becoml 

"monsters"  who  have  turn  [ 

^^^^^^^^m  classrooms  into  war  zones . 

Japan's  once-respected  teac 
or  sensei,  live  in  fear  of  their  taunting,  bellicose  students, 
the  author.  Juvenile  crime  may  indeed  be  rising,  but  the  e| 
described  hardly  seem  typical. 

On  the  whole,  Japan  comes  across  as  a  bewildered  gi;  I 
Yet  Japan  Unbound  leaves  one  feeling  that  it  won't  rema 
that  way.  As  Nathan  observes,  "the  country  has  a  long  h  | 
of  discovering  in  the  darkest  days ...  a  source  of  renewal 
different,  and  perhaps  much  more  independent-mindec  | 
nation  may  emerge  from  the  current  instability.  ■ 

-By  Emily  Th  I 


The  nation  is 
suffering  an 
identity  crisis 
of  epic 
proportions 
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If  we  nrc  what  we  eat, 
the  future  is  looking  beaul 


For  100  years,  ADM  has  worked  with  innovative  f(*>d  companies  and  the  American  farmer 

i  find  natural  ingredients  that  boost  taste  and  improve  health.  Right  now,  ADM  is  providing  heart-healthy 

alternate  es  with  foods  from  soy.  And  on  the  horizon  are  vegetable  oils  that  help  you  curb  fat  and  lose  weight. 

Soon,  a  sensible  diet  will  be  something  we  can  all  live  with,  in  more  ways  than  one. 

Nature  has  answers.  Is  anyone  listening? 

Yes. 


* 


ADM 

THE  NATURE  OF  WHAT'S  TO  COMET 


Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 


These  Digitals  Could 
Really  Sink  Film 


Although  it  has  been  at  least  three  years  since  I  shot  a  roll  of  film,  I  rema 
painfully  aware  of  the  shortcomings  of  digital  photography.  The  biggest 
drawbacks  are  cameras  that  aren't  ready  when  I  am  and  shutters  that  do 
trip  the  instant  I  press  the  button.  But  I  have  been  trying  out  two  camera 
that  change  the  game— and  that  could  torpedo  most  reasons  to  use  film. 


The  Kyocera  Finecam  SL300R  and  the 
the  Olympus  E-l  are  as  different  as  two 
digital  cameras  can  be.  The  $400  Kyocera 
is  a  small,  light,  point-and-shoot  consumer 
model.  The  $2,000  Olympus  is  the  heart  of 
a  professional  single-lens  reflex  system. 

The  Kyocera  weighs  just  under  5  oz.  and 
is  not  much  bigger  than  a  pack  of  cards.  To 
keep  the  camera  thin  and  the  lens  design 
simple,  the  unit  is  hinged  so  the  half  that 
contains  the  lens  and  flash  rotates  to  a 
horizontal  position,  while  the  right  side, 
which  holds  a  1.5-in.  LCD  display,  remains  vertical  (picture). 
There  is  no  optical  viewfinder,  but  the  LCD  is  bright  enough 
for  use  in  sunlight.  The  surprise  comes  when  you  turn  it  on 
and  it's  ready  to  shoot  without  any  boot-up  time.  You  can 
snap  3-5  pictures  per  second  until  you  run  out  of  memory,  and 
there's  no  perceptible  lag  between  pressing  the  button  and 
the  shutter  firing.  (Achieving  the  maximum  speed  requires 
high-speed  SD  card  memory,  which  costs  15%  more  than 
standard  memory.  Using  the  flash  also  will  slow  the  rate.) 

OTHER  FEATURES  OF  THE  KYOCERA  are  fairly  typical  for  the 
category.  The  camera  features  a  3-to-l  zoom  lens  that  ranges 
from  moderate  wide  angle  to  short  telephoto.  The 
3-megapixel  sensor  is  ideal  for  4-in.-by-6-in.  snapshots  and 
suitable  for  enlargements  to  8-by-10. 1  disliked  only  a  couple 
of  things.  The  lens  is  covered  by  a  glass  plate  that  is  nearly 
flush  with  the  front  of  the  camera.  So  I  kept  touching  the  glass 
when  I  twisted  the  lens  into  position.  As  on  most  very  small 
cameras,  the  proximity  of  the  flash  unit  to  the  lens  means  that 
a  lot  of  pictures  will  need  red-eye  repair.  Since  even  the 
simplest  of  photo  programs  includes  one-button  red-eye 
repair?  it's  an  annoyance,  but  not  a  big  deal. 

The  5-megapixe!  Olympus  is  as  fast  as  the  Kyocera,  but  you 
expect  that  in  a  camera  of  this  class.  The  E-l's  distinction  is 
that  it's  a  professional  SLR  designed  as  a  purely  digital 
camera.  When  Nikon  and  Canon  began  offering  digital 
camera  bodies,  they  wanted  to  protect  professionals'  huge 
investment  in  lenses.  So  they  designed  the  digital  gear  for 
compatibility,  which  forced  compromises  in  optical 


SL300R 


shoot 


- 


performance.  Olympus'  base  of 
professional  photographers  is  much 
smaller,  and  the  company  decided  to  i 
a  clean  break.  Only  a  new  line  of  Zuik 
Digital  lenses— five,  starting  at  about 
$400— work  with  the  Olympus  E-l. 

The  25-oz.  Olympus  is  smaller  and 
lighter  than  the  comparable  Nikon  Dl 
Because  it's  a  professional  camera,  thi 
is  a  complex  beast,  with  a  myriad  of 
settings  explained  in  a  thick  manual. 

(Olympus  plans  to  bring  out  : 
simpler  and  cheaper  version 
the  E-l.)  I  found  the  most 
commonly  used  controls  wer 
well  laid  out  and  intuitive  to 
One  advantage  of  the  pure  d 
approach  is  that  the  lenses  a 
smaller  and  lighter  than  thei 
35mm  equivalents.  The  14-5 
and  50-200mm  zoom  lenses 
(equivalent  to  26-108mm  an 
100-400mm  on  a  film  earner 
were  a  delight,  and  I  could  h 
hold  shots  with  the  long 
telephoto  that  would  have  demanded  a  tripod  with  film. 

The  bottom  line  is  that  digital  cameras  are  getting  so  g 
that  there's  not  much  room  left  for  film.  Professional 
photographers  want  film,  especially  in  large  formats,  for 
artistic  and  studio  work  for  as  long  as  they  can  get  the  sti 
And  it  will  hang  on  for  a  while  at  the  low  end  of  the  mark 
disposable  cameras,  although  these  will  ultimately  be 
replaced  by  digital  cameras  that  you  turn  in  to  have  your 
pictures  printed.  That's  pretty  much  how  the  first  Eastm 
Kodak  consumer  camera  worked  in  1888,  so  the  mass-m 
film  business  may  end  the  same  way  it  began.  ■ 

E-mail:  techandyou@businessweek, 


■■-, 


Two  cameras 
have  closed 
the  gap  on 
performance 
For  everyone 
but  the  pros 


i 


For  a  collection  of  past  columns  and  onlin| 
only  reviews  of  technology  products,  go  to  Technology  &  You  at 
www.businessweek.com/technology/ 


■ 
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he  right  software  can  transform  your 
nfrastructure  into  an  on-demand  environment. 

he  best  way  to  survive  any  business  crisis  is  to  avoid  it  altogether.  That's  why 
iur  management  software  is  designed  to  make  your  business  more  responsive 
han  ever.  It  lets  you  align  your  IT  to  fit  your  business  needs.  And  it's  seamlessly 
"itegrated.  As  a  result,  you  can  maximize  your  resources  and  increase 
rofitability.  To  find  out  more  about  transforming  your  IT  environment  for 
usiness  success,  go  to  ca.com/managementl. 

2003  Computer  Associates  International,  Inc.  (CA)  All  rights  reserved. 


Economic  Viewpoint 


BY  JEFFREY  E.  GARTEN 


1    i  Wal-Mart  Gives 

MA  Globalism  a  Bad  Name 


The  current  election-year  debate  makes  it  clear  that  Americans  are 
deeply  aware  that  trade,  technology  transfer,  and  outsourcing  have  a  hug 
impact  on  their  jobs  and  indeed  their  lives.  Not  long  ago,  some  of  the 
most  powerful  corporate  symbols  of  this  intensifying  globalization  wei 
McDonald's,  Coca-Cola,  and  CNN.  But  now  American-style  global  capitali 


w 


could  have  a  new  face— Wal-Mart  Stores  Inc.  That  would  be 
bad  news. 

Wal-Mart  is  now  the  world's  largest  private  employer  (1.5 
million  people)  and  largest  retailer  (sales  of  50%  greater  than 
Target,  Costco  Wholesale,  Sears  Roebuck,  and  Kmart 
combined).  It  operates  more  than  3,500  stores  around  the 
world  and  has  plans  to  open  nearly  one  a  day  this  year.  The 
company  has  aggressively  expanded  throughout  North  and 
South  America,  Europe,  and  Asia.  It  accounts  for  10%  of  U.S. 
imports  from  China.  It  is  noted  for  highly  sophisticated  global 
inventory  management  as  it  brings  to  foreign  markets 
quintessential  American  values— Darwinian  competition,  ever- 
widening  consumer  choice,  and  increasing  shareholder  value. 

But  the  essence  of  Wal-Mart  is  that  it  is  propelled  by  one 
thing:  offering  products  at  the  lowest  possible  price.  The  big 
question,  which  Stephen  J.  Kobrin  of  the  Wharton  School 
recendy  posed  to  me  in  an  interview,  is:  What  does  society 
pay  for  that  benefit?  Yes,  Wal-Mart  provides  critical  savings 
for  low-  and  middle-income  families.  Yes,  we  can  thank  the 
company  for  contributing  to  today's  low  inflation  and 
growing  productivity.  But  the  darker  side  of  the  story  is  how 
Wal-Mart  achieves  its  fabled  low  prices  in  part  by  taking 
unfair  advantage  of  employees  and  communities. 

A  FEDERAL  GRAND  JURY  IS  examining  whether  the  company 
has  knowingly  hired  contractors  who  employ  undocumented 
immigrants  to  drive  down  costs.  Some  40  lawsuits  in  25 
states  accuse  Wal-Mart  of  denying  overtime  pay  to  those  who 
have  earned  it.  Many  workers  complain  about  unreasonable 
eligibility  criteria  and  prohibitive  costs  for  company- 
sponsored  health-care  plans.  Charges  of  sexual 
discrimination  in  employment  could  soon  precipitate  the 
biggest  civil-rights  class  action  in  U.S.  history. 

On*a  recent  PBS  program,  NOW  With  Bill  Moyers,  former 
Wal-Mart  employees  said  their  wages  forced  them  to  resort  to 
taxpayer-funded  public  assistance  for  emergency  medical  care 
and  even  food  stamps.  The  program  also  documented 
instances— for  example,  in  Cathedral  City,  Calif— of  the 
company  establishing  stores  to  take  advantage  of  temporary 
tax  breaks  and  then  abandoning  them  when  the  fiscal 
incentives  expired.  In  so  doing,  it  left  the  local  community 


with  empty  structures  and  huge  shortfalls  in  public  revc 
The  company  vigorously  denies  all  these  allegations,  I 
for  me  there  is  too  much  smoke  for  there  not  to  be  a  fire, 
of  course,  what  Wal-Mart  does,  every  other  competing  re 
must  try  to  emulate  if  it  wants  to  survive.  Exhibit  A  is  tht 
70,000  worker  strike  at  supermarkets  such  as  Safeway  v 
employees  are  protesting  reduced  health-care  benefits  th 
the  grocery  chains  say  are  needed  to  compete  with  WaK 
Benjamin  R.  Barber,  author  of  Jihad  vs.  McWorld:  Hen 
Globalism  and  Tribalism  Are  Reshaping  the  World,  bemo; 
in  an  interview  that  there  are  scant  economic,  legal,  or 
political  restraints  on  Wal-Mart.  But  recent  polls,  such  a 
conducted  by  Harris  Interactive  Inc.,  show  that  public 

awareness  of  Wal-Mart's  labo 

practices  is  growing.  A  compa 

that  ignores  its  workers  and  it 

communities  will  surely  have 

£> .  trouble  succeeding  in  today's 

01  ItS  brand-conscious  world.  In 

addition,  employees  and  citizt 
are  consumers,  too;  if  they  are 
treated  badly  their  purchasing 
power  will  either  erode  or  be 
directed  elsewhere. 

Still,  in  the  contest  between 
ruthlessly  competitive  forces  at 
decent  employment  in  cohesiv* 
communities,  we  should  be  rooting  for  the  latter.  If  Wal-M: 
succeeds  with  its  low-price-at-any-cost  strategy,  what  kind 
message  does  this  send  about  the  ability  of  U.S.  companies 
good  corporate  citizens?  What  kind  of  backlash  against 
international  trade  and  investment  would  it  eventually  pro 
Sam  Walton,  Wal-Mart's  late  founder,  wrote  in  his  boc 
Sam  Walton:  Made  in  America,  that  the  company  reflects 
principles  that  made  America  great.  On  some  counts,  he 
right.  But  in  terms  of  representing  the  best  of  this  counti 
home  and  abroad,  Corporate  America  can  do  better.  ■ 

Jeffrey  E.  Garten  is  dean  of  the  Yale  School  ofManagemet 
and  author  of  The  Politics  of  Fortune:  A  New  Agenda  fo 
Business  Leaders  (jeffrey.garten@yale.edu) 


The  sorry 
treatment 


workers 
could  spur 
a  backlash 
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We  keep  on  giving  those  historians 
something  to  write  about. 


1975 
Civic  CVCC 


1995 
Civic  (1st  LEV) 


2002 
FCX  (Fuel  Cell) 


1984 
Civic  CRX  (50+  mpg) 


1999 
Insight  (Hybrid) 


As  any  student  of  history  can  tell  you,  Honda  was  concerned  about  the  environment  long  before  it 
was  cool.  In  1975,  we  introduced  the  Civic  CVCC  engine  and  became  the  first  automaker  to  meet  the 
1970  Clean  Air  Acts  emissions  requirements  without  a  catalytic  converter.  In  1999,  the  Honda  Insight 
was  the  first  gasoline-electric  hybrid  sold  in  the  United  States.  And  then  in  2002,  we  introduced  the 
Honda  FCX,  the  first  fuel-cell  car  to  be  certified  by  both  the  EPA  and  the  state  of  California  for  everyday 
use.  So,  when  you  look  at  Honda,  it's  easy  to  see  that  history  truly  does  repeat  itself. 


The  power  of  dreams: 


lb  team  more,  visit  our  VVeb  site  at  honda.com.  ©2004  Honda  North  America.  Inc. 


Glenfiddich 


WHISKY 


I  HIS  IS   llll    STORY  of  a  singh   malt  whiskv  made  without  compromise. 

Distilled  h\  <m  independent  famih  company.  Matured  at  it»  own 

Highland  distillers  lor  a  full  12  vears.  Bottled  as  Glenfiddich. 

which  means 'valley  of  th«   deer."  Discover  it.  Savour  it.  rnjos  it. 
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lie  Big  Boost  from 
teefing  Up  Inventories 

restocking  picks  up,  it  will  bolster  growth-and  even  spur  hiring 


U.S.  ECONOMY 


During  the  1990s,  inventory  management  proved  to 
one  of  the  most  important  business  applications  of  new  technology, 
er  time,  high-tech  gear  honed  just-in-time  inventory  systems  to  a 
ence,  a  process  that  has  wrought  new  efficiencies  throughout 
\  supply  chain.  Companies  can  do  business  with  fewer  stockpiles 


and,  resulting  in  huge  cost  savings. 

it,  as  businesses  found  out  when  demand 

imeted  during  the  recession,  even  the  hottest 

ltory  technology  cannot  overcome  the  business  cycle. 

n  demand,  especially  for  tech  equipment,  collapsed, 

janies  were  stuck  with  bloated  warehouses  and  store 

res.  Businesses  had  to  adjust  their  inventory  levels  to 

salities  of  the  post-bubble  economy. 

w  inventory  technologies  did  allow  businesses  to 

more  quickly  to  the  falloff  in  demand.  In  just  seven 

quarters  from  mid-2000  to  the  end  of  2001, 
lesses  went  from  boosting  their  inventories  by  a 
■  annual  rate  of  $99  billion  to  cutting  them  by  a 
•d  $76  billion.  That  massive  swing  from  inventory 
nidation  to  drawdown  was  the  largest  in  modern 
ry  and  one  of  the  major  factors  contributing  to  the 
ecession. 

it  like  a  dieter  who  slips  into  anorexia,  companies 
taken  their  inventory-cutting  to  extremes.  The 
)ination  of  cautious  business  strategies  that  emerged 
lg  the  sluggish  recovery  and  the  sudden  pop  in 
uid  in  the  second  half  of  last  year  has  pushed 
less  inventories  down  to  historically  low  levels  in 
on  to  sales,  even  after  adjusting  for  the  long-term 

toward  leaner  stockpiles, 
isinesses  must  now  restock  their  empty  shelves, 
cularly  because  demand  shows  no  signs  of  slacking 
s  a  result,  inventory  building,  usually  a  minor  player 
Dnomic  calculations,  is  set  to  offer  a  substantial  jolt 
2  first  half.  The  process  of  beefing  up  stockpiles  will 
landsomely  to  growth  in  real  gross  domestic 
net,  even  after  taking  into  account  that  some  of  the 
lding  will  be  satisfied  by  imports.  Equally  important, 
1  provide  an  impetus  for  job  growth,  especially  in  the 
iguered  factory  sector. 

E  SURE,  businesses  began  the  restocking  process 
?ast  autumn,  but  their  pace  was  tentative.  In  the 
id  half,  inventories  held  by  manufacturers, 
esalers,  and  retailers  rose  only  0.9%,  while  their 
soared  five  times  faster,  at  4.7%.  That's  why  one 
e  biggest  surprises  in  the  initial  fourth-quarter 
rt  on  GDP  was  the  smaller-than-expected 


contribution  to  growth  from  inventories. 

By  December,  the  ratio  of  inventories  to  sales,  a 
measure  of  the  adequacy  of  stocks  relative  to  demand,  fell 
to  a  record  low  of  1.34.  Excluding  retail  autos— and  the 
effects  of  on-again,  off- again  sales  incentives— the  ratio  of 
business  stocks  to  sales  was  also  historically  low. 

True,  the  advent  of  technology  and  the  adoption  of 

just-in-time  inventory 
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management  mean 
businesses  have  made  a 
structural  downshift  in 
the  amount  of  inventories 
they  carry.  For  instance, 
back  in  the  early  1990s, 
the  comfort  zone  of 
nonauto  inventories, 
which  covers  87%  of 
business  inventories,  was 
a  ratio  of  just  under  1.5  in 
relation  to  sales.  A 
reading  far  above  that 
indicated  inventories  were  too  high,  and  vice  versa. 

By  2003,  the  comfort  ratio  was  just  over  1.3.  But  the 
December  ratio  of  stocks  to  sales  for  nonauto  goods  stood 
at  only  1.27  (chart),  indicating  inventories  were  more 
than  7%  below  their  desired  level.  Sluggish  restocking  is 
why  manufacturers  haven't  yet  perked  up  as  much  as  the 
overall  economy.  In  the  six  months  ended  in  January, 
manufacturing  output  rose  by  a  weak  2.6%. 

BUSINESSES  WILL  HAVE  TO  REBUILD  their  inventories 
quickly  or  risk  losing  customers,  and  that  catch-up  will 
provide  a  big  boost  to  the  economy.  For  example,  suppose 
that  in  the  first  half  sales  slow  a  shade  from  their  0.8% 
average  monthly  increase  in  the  second  half  of  2003  to  a 
still  solid  0.6%.  That  means  nonauto  inventories  would 
have  to  jump  by  1.1%  per  month,  compared  with  0.3%  per 
month  during  the  fourth  quarter,  just  to  lift  the  inventory- 
sales  ratio  back  up  to  its  long-term  trend. 

That  works  out  to  an  inventory  gain  of  some  $75 
billion  in  the  first  half.  Even  assuming  a  third  of  that 
increase  goes  to  imports,  it  would  still  be  enough  to  add 
about  one  percentage  point  to  real  GDP  growth  in  both 
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the  first  and  second  quarters.  Depending  on  how  quickly 
retailers  and  wholesalers  want  to  rebuild  their  stockpiles, 
factory  output  may  have  to  rise  more  quickly  than  the 
current  pace  of  manufacturing  productivity,  leading  to  an 
increase  in  factory  overtime  and  perhaps  jobs. 

The  long-awaited  hiring  pickup  should  lift  sagging 
consumer  spirits.  The  Conference  Board's  index  of 
consumer  confidence  dropped  a  large  nine  points  in 
February,  to  87.3.  The  Board  said  job  worries  were  at  "the 
core  of  their  disenchantment."  So  far,  though,  the  caution 
has  not  translated  to  weaker  demand.  Weekly  store 
surveys  show  consumers  were  still  spending  in  early 
February.  Those  gains  came  even  before  most  taxpayers 
had  filed  for  their  tax  refunds,  which  will  be  bigger  than 
normal  this  year.  Those  federal  checks  will  keep 
consumers  shopping,  a  key  reason  retailers  have  to  make 
sure  their  shelves  are  well-stocked. 

IN  ADDITION,  BUSINESSES  will  have  to  build  up 
inventories  now  rather  than  later  because  prices, 
especially  for  input  materials  such  as  commodities  and 
fuels,  are  beginning  to  increase,  sometimes  sharply  (page 
28).  Indeed,  one  reason  businesses  were  reluctant  to 
build  up  their  stockpiles  over  the  past  few  years  was  that 
deflation  meant  raw  commodities  would  most  likely  be 
cheaper  two  or  three  months  out. 

No  wonder  inventories  are  skimpy  across  all  major 
sectors,  from  manufacturers  to  wholesalers  to  retailers. 
Even  in  tech  equipment,  where  inventory-sales  ratios 
mushroomed  after  the  bust  in  2000,  the  ratio  of  stocks  to 


sales  is  down  to  levels  not  seen  since  the  late  1990s.  M 
result,  new  production  of  high-tech  gear  is  pushing  ul 
overall  manufacturing  output,  as  the  capital-spendin tl 
rebound  takes  hold.  During  the  second  half  of  last  ye;  J 
tech  production  rose  13%,  while  nontech  output 
increased  only  2%.  Production  outside  of  tech  is  sure 

accelerate  as  the  need 
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additional  inventorie  | 
bolsters  new  factory 
orders. 

One  sure  sign  that  i 
businesses  are  movinj 
toward  inventory 
rebuilding  is  the  renel 
demand  for  commercl 
and  industrial  loans 
(chart).  The  primary  | 
of  these  loans  is  to 
finance  short-term 
business  operations. 
Since  a  key  part  of  short-run  operations  is  assuring 
inventories  are  sufficient  to  meet  demand,  C&I  loans  I 
closely  correlated  with  the  ups  and  downs  in  inventor  I 
In  December,  such  bank  lending  finally  began  to  turn  [ 
after  falling  steadily  for  three  years. 

Inventory  restocking  always  adds  a  kick  to  an 
economic  recovery,  but  so  far  that  boost  has  been 
missing.  Now,  all  signs  are  finally  pointing  to  a  chan§ 
which  is  another  reason  to  expect  solid  economic  gro^i 
this  year.  ■ 


BRITAIN 


Curbing  the  Enthusiasm 


THE  BANK  OF  ENGLAND'S  attempt 
to  rein  in  Britain's  consumer  sector 
has  hit  a  snag:  the  rising  pound. 

Back  on  Nov.  6,  the  BOE  became 
the  first  major  central  bank  to  begin 
raising  interest  rates.  The  second 
move  came  on  Feb.  5,  when 
policymakers  unanimously  voted  to 
lift  the  lending  rate  to  4%. 

The  tightening  is  aimed  at  slowing 
the  rush  to  borrow  and  spend  by 
consumers.  But  more 
hikes  may  be  needed 
to  curb  the  Brits' 
enthusiasm.  In 
January,  retail  sales 
rose  by  a  more-than- 
'  expected  0.6%,  the 
sixth  advance  in  a 
row.  Also  in  January, 
the  index  of  consumer 
confidence  hit  its 
highest  reading  in 
more  than  a  year.  BOE 
Deputy  Governor 
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Rachel  Lomax  said  the  bank  was 
"surprised"  by  the  resilience  of 
household  spending.  But  strong 
consumer  spending  is  one  reason 
behind  expectations  that  Britain's 
economy  will  grow  3.5%  this  year,  up 
from  2.3%  in  2003. 

Consumers  are  taking  advantage  of 
surging  home  prices  by  tapping 
home-equity  loans.  Although  price 
gains  have  slowed  recently,  home 

values  in  January  still 
rose  by  a  large  2.2% 
from  December,  while 
home- equity  loans 
jumped  by  5.9  billion 
pounds  ($10.8 
billion),  the  largest 
gain  in  more  than  two 
years.  What  remains 
to  be  seen  is  whether 
the  January  jump  was 
a  last  borrowing 
hurrah  now  that  rates 
are  rising. 
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The  BOE  has  great  leeway  to 
tighten  since  inflation  is  not  much 
a  problem.  But  the  bank's  actions 
helping  to  lift  the  currency.  In  the 
year,  the  pound  has  risen  18%  aga 
the  dollar;  in  just  the  past  two 
months,  it's  up  5%  against  the  ei 
British  exports  already  lagged  in ' 
because  of  the  weak  global  econoi 
contributing  to  the  manufacturing 
downturn.  Now  that  world  growtl 
firming  up,  the  stronger  sterling  n 
hinder  exporters. 

For  now  the  BOE  is  playing  dov 
the  pound's  rise,  and  analysts  exp 
the  BOE  to  raise  rates  by  a  quarter 
point  in  May,  followed  by  another 
hike  before  yearend.  But  the  BOE' 
policymaking  in  2004  carries  witl 
some  risks.  The  bank  seems  ready 
sacrifice  the  export  sector  in  order 
stop  consumers  from  borrowing  s 
much.  But  that  suggests  the  weak 
recovery  in  manufacturing  won't  j 
any  traction  this  year.  ■ 
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Thanks  in  large  part  to 
exploding  demand  from 
China,  two  decades  oflow 
inflation  are  ending.  But 
that; s  no  cause  for  panic 
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UDDENLY,  THERE'S  A 
whiff  of  inflation  in  the  air. 
Raw-material  prices  are 
soaring,  boosted  by  heavy 
demand  out  of  China.  The 
dollar  is  weakening,  push- 
ing up  the  prices  of  goods 
imported  into  the  U.S.  And  a  host  of  com- 
panies—from  steel  mills  to  chemical 
manufacturers— are  jacking  up  prices  af- 
ter years  of  being  unable  to  get  anything 
in  the  way  of  a  hike.  The  bottom  line:  The 
more  than  two-decade-long  decline  in  in- 
flation that  began  when  Paul  A,  Volcker 
took  over  the  reins  at  the  Federal  Reserve 
in  1979  is  over.  Inflation  has  bottomed  out 
and  is  headed  up. 

Should  we  worry?  Probably  not.  The 
return  of  corporate  pricing  power  is  not 
to  be  feared.  Rather,  it's  a  sign  of  an 
economy  on  the  mend.  Thanks  to  the 
Federal  Reserve's  easy  monetary  policy, 
the  economy  is  finally  gathering  steam 
after  spending  three  years  trying  to 
shake  off  the  excesses  of  the  late  1990s. 
Consumer  prices  jumped  0.5%  in  Janu- 
ary, their  biggest  increase  in  nearly  a 
year,  as  goods  prices  excluding  food  and 
energy  stabilized  after  falling  for  16 
straight  months.  While  there's  always  a 
chance  that  prices  could  accelerate 
sharply  now  that  inflation  has  turned, 
what's  more  likely  is  a  gentle  rise,  allow- 
ing companies  to  increase  their  profits 
and  shift  their  focus  from  cost- cutting 
and  payroll-pruning  to  expansion  and 
hiring.  "There  are  encouraging  signs 
that  pricing  power  is  beginning  to  come 
back,"  says  Morgan  Stanley  economist 
Richard  B.  Berner.  "That's  good  news  for 
Corporate  America  and  the  economy." 

THE  PRODUCTIVITY  RIDDLE 

THERE  ARE  A  LOT  OF  WILD  CARDS,  to  be 
sure.  Because  of  production  cuts  by  OPEC 
(page  47),  oil  prices  have  stayed  stub- 
bornly high— crude  is  up  17%  since  last 
June,  in  fact— and  could  confound  the  ex- 
perts by  rising  further  still.  With  the  U.S. 
heavily  dependent  on  imported  oil,  that's 
the  sort  of  inflation  America  doesn't 
need.  Productivity  growth  is  another 
question  mark.  It  has  been  running  at  a 
5%-plus  clip,  and  no  one,  not  even  Fed 
Chairman  Alan  Greenspan,  seems  to 
know  why.  A  sudden  tailing  off  in  pro- 
ductivity could  lead  to  a  burst  of  inflation 
as  companies  scramble  to  raise  prices  to 
cover  higher  labor  costs. 

Looming  in  the  background,  of  course, 
is  the  specter  of  China.  With  its  ultra- 
cheap  labor  and  rapidly  growing  manu- 
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facturing  sector,  the  country  in  effect  has 
been  exporting  deflation  to  the  U.S.  by 
flooding  America  with  low-priced  goods. 
But  the  deflationary  downdraft  coming 
from  China  and  the  rest  of  Asia  may  soon 
diminish.  Indeed,  some  economists,  in- 
cluding Wells  Fargo  &  Co.'s  Sung  Won 
Sohn,  even  think  Asia  could  become  a 
source  of  inflation  for  the  U.S.  next  year. 

If  that  happens,  it 
would  be  because  of  the 
exchange  rate.  After 
holding  its  currency  at 
8.28  to  the  dollar  for  a 
decade,  Beijing  is  expect- 
ed to  allow  the  yuan  to 
appreciate  some  5%  this 
year  (page  31).  That 
would  help  quash  nas- 
cent signs  of  inflation  in- 
side China.  Yet  for  the 
U.S.  and  other  big  im- 
porters, it  would  raise 
the  price  of  Chinese 
goods,  further  contribut- 
ing to  inflationary  pres- 
sure. It  would  also  enable 
other  Asian  nations  that 
compete  with  China, 
such  as  Taiwan  and 
South  Korea,  to  allow 
their  currencies  to  rise 
and  the  price  of  their  exports  to  increase 
without  fear  of  losing  market  share. 

What's  more,  this  year's  rise  of  the 
yuan  is  not  likely  to  be  the  last.  Instead, 
if  s  probably  the  start  of  a  gradual  curren- 
cy appreciation  over  the  coming  years  as 
China  moves  toward  a  more  flexible  ex- 
change-rate system.  "It  is  going  to  be  a 
multiyear  phenomenon,"  says  Donald  H. 
Straszheim,  president  of  Straszheim 
Global  Advisors  Inc. 

NEW  PRICING  POWER 

WHATEVER  HAPPENS  IN  the  future, 
there's  no  doubt  that  China's  voracious 
demand  for  everything  from  oil  to  copper 
is  spiking  raw-material  prices  right  now. 
Since  the  middle  of  last  year,  commodity 
prices  have  risen  14%,  according  to  a 
Goldman  Sachs  Group  Inc.  index. 

The  steel  industry  has  been  particular- 
ly affected.  China's  appetite  has  pushed 
up  steel-scrap  prices  by  35%  so  far  this 
year.  That  has  led  some  U.S.  minimills 
that  also  use  scrap  to  make  steel  to  con- 
sider petitioning  Washington  for  a  ban  on 
exporting  it.  Coal  prices  are  also  climbing 
because  of  Chinese  buying,  boosting  the 
industry's  energy  costs. 

But  thanks  to  the  revival  of  the  econo- 
my, steelmakers  have  been  able  to  pass  on 
those  higher  costs  to  their  customers— 


and  then  some.  The  industry,  including 
U.S.  Steel  Corp.  and  Nucor  Corp.,  raised 
prices  on  Jan.  1  by  about  $30  per  ton,  im- 
posed a  $30  surcharge  for  higher  input 
costs  as  of  Feb.  1,  and  then  announced 
further  price  hikes  of  $50  to  $60  per  ton 
for  April.  "The  economy  appears  to  be 
growing,"  notes  U.S.  Steel  Chairman  and 
CEO  Thomas  J.  Usher,  explaining  the  abil- 


Simmering  Inflation? 

Chinese  demand  and  the  weak  dollar  are  driving  up  prices 
of  commodities  and  imports.  And  productivity  growth, 
which  has  held  down  labor  costs,  is  slackening 


an  opportunity  for  chipmakers  to 
prices  significantly.  Spot  prices  o 
256-megabit  memory  chips  have  j 
as  high  as  $5,  from  $2.93  a  year  ag 

Demand  from  China  isn't  the  oi r 
tor  pushing  up  prices.  The  weak  d 
having  an  effect,  too.  The  40%  fal 
dollar  vs.  the  euro  over  the  pa 
years  is  driving  up  prices  of  Eu 
^^^^^^^    cars  sold  in  the  L 
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...AND  PRODUCTIVITY 
GROWTH  IS  SLOWING 
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ity  to  hike  prices  again  and  again, 
tal  expenditures  seem  to  be  rising 

The  economic  turnaround  engineered 
by  the  Fed  is  giving  companies  pricing 
power  by  helping  to  bring  demand  more 
closely  in  line  with  supply.  Corporate 
America,  too,  is  doing  its  share  to  bring 
the  economy  back  into  better  balance  by 
working  on  the  supply  side  of  the  equa- 
tion. After  expanding  their  operations  at  a 
6.4%  annual  clip  in  the  late  '90s,  manu- 
facturers increased  capacity  just  1%  last 
year,  according  to  Fed  data.  They  plan  an- 
other small  increase  this  year. 

In  January,  manufacturing  companies 
ran  their  plants  at  74.6%  of  capacity.  That's 
the  highest  level  in  more  than  two  years— 
though  well  below  the  long-term  average 
of  80%.  In  some  industries,  however,  ca- 
pacity utilization  is  running 
at  high  levels.  Not  surpris- 
ingly, they're  the  ones  having 
the  most  success  with  price 
hikes.  One  sector  with 
healthy  utilization  is  the 
semiconductor  industry. 
Leading-edge  chip  factories 
are  running  nearly  flat  out, 
fueled  by  strong  demand  for 
personal  computers  and  a  re- 
vival of  corporate  tech 
spending.  That's  providing 
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Chipmakers, 
running 
full-out,  have 
been  able  to 
hike  prices 
significantly 


January,  2002,  aid 
ing  to  research  prlii 
by  the  Edmum,.c 
Inc.  auto  Webj  in 
Prices  of  Japanese 
are  also  up,  bwah *■ 
more  modest  4.(  >., 
fleeting  the  smalh 
fall  of  the  dollar  a 
the  yen. 

Of  course,  the  l|^ 
cost  that  compani 
is  labor.  Thanks 
productivity  g 
those  expenses 
been  plunging.  Bi 
productivity  bull 
Greenspan  believ 
productivity  growth  is  bound  to  e 
the  economic  expansion  maturtji 
companies  find  that  they've  afek- 
wrung  most  of  the  inefficiencies  ■  t 
their  businesses.  Indeed,  prodi:  s< 
grew  by  2.7%  in  the  fourth  quar  *• 
9.5%  in  the  third.  "If  productivitflt 
continue  to  grow  at  around  3%,  uni 
costs  will  stop  falling  and  will  actu 
gin  to  rise  moderately,"  says  Peter 
er,  chief  U.S.  economist  for  De 
Bank  Securities. 

It's  always  a  bit  scary  when  prict  it: 
to  pick  up.  History  is  full  of  exam]  i  pa 
out-of-control  inflation,  and  there's  1 1; 
the  worry  that  such  a  spiral  could  un  1 1  a! 
the  economy's  nascent  recovery.  Bi  Ife 
scenario  is  unlikely.  Even  with  th  I 
nese-led  surge  in  global  demand, 
still  plenty  of  excess 
worldwide  to  prevent 
from  skyrocketing 
that  surfeit  is  worked  ( 
revival  of  corporate 
power  is  to  be  wel 
not  dreaded.  ■ 

-By  Rich  Miller  in 
ington  and  Peter  Coy 
York,  with  Dexter  Ro 
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Chicago,  Kathleen  Ker 
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i  SCOUTING  REPORT 
IN  THE  YUAN 

may  rise  just  enough  to  quell  critics- 
it  not  enough  to  slow  China's  growth 


'  YEARS,  CHINA  HAS  EFFECTIVELY  exported  deflation  to  the  U.S. 
flooding  the  market  with  cheap  goods.  The  U.S.  and  other 
ustrialized  nations  have  long  argued  that  China  is  able  to 
so  largely  because  its  currency,  the  yuan,  is  grossly  under- 
red  at  its  current  peg  of  8.28  to  the  dollar.  That  may  be 
>ut  to  change.  Under  global  pressure,  Chinese  authorities 
^e  been  making  noises  about  allowing  the  yuan  to  drift 
her  soon.  That  would  raise  the  price  of  Chinese  exports  to 
U.S.  and  elsewhere.  Here  is  a  guide  to  the  major  issues. 

he  whispers  that  China  is 
ling  a  revaluation  true? 

.t  has  the  markets  whipped 
re  media  reports  out  of  Bei- 
suggesting  that  China  will 
ts  currency  appreciate  5% 
laps  as  early  as  March,  and 
(her  5%  in  2005.  Yet  Beijing 
signaled  that  it  is  in  no  great 
y  to  free  the  yuan.  China 
s  a  cheap  yuan  to  fuel  its 
-speed  growth  and  keep 
foyment  expanding.  Also, 
oering  the  profits  of  ex- 
ers  could  be  doubly  damag- 
since  many  of  them  are 
Jbted  to  the  country's  al- 
y  ailing  Big  Four  state- 
i  ed  banks. 


eijing  is  going  to  thumb  its  nose  at 

r  trading  partners? 

,  no.  But  don't  expect  anything  more 

baby  steps  on  currency  reform.  The 

c  "es  market  is  pricing  12-month  for- 

p  i  contracts  on  the  yuan  at  approxi- 

:  iy  7.8  to  the  dollar,  suggesting  a 

est  5%  appreciation  by  February, 

i.  The  betting  is  that  Beijing  will  do 

i  enough  to  quell  its  critics  abroad— 

frnot  enough  to  jeopardize  growth 

v  Dects  at  home.  "Beijing  doesn't  want 

rruan  to  go  up  sharply,  but  there  is 

[!  of  pressure  right  now  from  the 


outside  world,"  observes  Henry  Yang, 
chief  of  the  Taipei-based  Multiwin  Asset 
Management  Co. 

How  will  China's  financial  mandarins 
manage  revaluation,  however  modest? 

The  government  could  simply  change  the 
peg.  Or  it  could  widen  the  trading  band- 
now  a  constricted  .03%— so  that  the 
yuan  will  naturally  rise.  Another  ap- 
proach is  to  create  a  basket  of  currencies 
consisting  of  the  dollar,  yen,  and  euro, 
along  with  regional  currencies  such  as  the 
Korean  won,  all  of  which  are  important  to 


Chinese  trade.  Each  component  of  the 
basket  would  trade— or,  in  market  jargon, 
"crawl"— vs.  the  yuan.  The  yuan  might 
appreciate  against  the  dollar,  but  depreci- 
ate against  other  currencies,  so  that  Chi- 
nese products  remain  price-competitive 
in  other  markets. 

If  the  dollar  weakens  against  the  yuan,  will 
China  lose  its  healthy  appetite  for  U.S. 
Treasury  bonds? 

It's  true  that  to  maintain  the  currency's 
peg  to  the  dollar,  the  Chinese  have  recy- 
cled their  massive  export  earnings  and 
capital  inflows  into  U.S.  Treasuries. 
Some  70%  of  Beijing's  $400  billion  in 
foreign  currency  reserves  are  in  dollars. 
If  China  opts  for  a  basket,  it  may  rebal- 
ance its  reserves  by  investing  in  more 
yen  and  euro  bonds.  But  scare  stories 
about  a  Chinese  exodus  that  triggers  a 
U.S.  bond  crash  are  nonsense.  "At  the 
margin,  the  Chinese  might  purchase  less 
U.S.  debt,"  says  Michael  D.  Kurtz,  a  cur- 
rency strategist  with  Bear  Stearns  Asia 
Ltd.  in  Hong  Kong.  But  it  won't  be 
enough  to  roil  the  markets:  The  U.S.  still 
boasts  the  most  liquid  and  safest  bond 
market  in  the  world. 

How  high  would  the  yuan  need  to 
go  to  cut  into  the  U.S.  trade 
deficit  with  China? 

A  heck  of  a  lot  higher  than  the 
5%  jump  now  priced  into  the  fu- 
tures market.  Analysts  differ, 
but  most  think  the  yuan  is  un- 
dervalued by  20%  to  40%.  So  ex- 
pect the  U.S.  trade  deficit  with 
China  to  remain  huge.  It  has  al- 
ready hit  $124  billion  for  2003,  a 
20%  jump  over  2002  levels. 
China  will  surely  get  a  pummel- 
ing  from  U.S.  pols  this  election 
year,  but  don't  expect  Beijing 
to  cave. 

But  hasn't  China  committed  itself 
to  serious  financial  reform? 

Yes,  Beijing  understands  that  it 
needs  to  recapitalize  its  banks,  clean  up 
its  equity  markets,  and  somehow  keep 
the  economy  firing  on  all  cylinders  to  ab- 
sorb a  massive  army  of  jobseekers.  And 
Chinese  officials  see  the  benefits  of  a 
more  flexible  currency  regime  if  China 
is  going  to  become  a  full-fledged  mem- 
ber of  the  international  community. 
Whether  they  carry  through  on  those  re- 
forms is  still  an  open  question.  But  the 
answer  could  have  big  implications  for 
US.  and  global  inflation.  ■ 

-By  Brian  Bremmr  in  Tokyo,  with 
Qexter  Roberts  in  Beijing 
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JOBS:  DESPERATELY 
SEEKING  ANSWERS 

Jobs  and  the  economy  are  voters'  top 
issues— but  both  parties'  plans  are  flawed 


OUT  ON  THE  HUSTINGS, 
everybody  is  talking 
jobs,  jobs,  jobs.  Demo- 
cratic front-runner  John 
Kerry  has  a  10-point 
plan  to  boost  hiring  and 
revive  U.S.  manufactur- 
ing. North  Carolina  Senator  John  Ed- 
wards wants  to  renegotiate  trade  pacts 
and  reward  companies  that  expand  in 
America.  President  George  W.  Bush  says 
his  six-point  plan,  centered  on  tax  cuts,  is 
the  best  way  to  replace  the  2.2  million 
jobs  lost  since  he  took  office.  "Empty  talk 
about  jobs  won't  get  anybody  hired,"  he 
shot  back,  after  weeks  of  being  ham- 
mered by  Democrats.  "The  way  to  create 
jobs  is  our  pro-growth,  pro-entrepreneur, 
pro-small  business  owner  agenda." 

Presidential  candidates  have  their 
ears  to  the  ground,  and  what  they  hear  is 
a  rumble  of  fear  about  the  slow  recovery 
in  employment.  A  Feb.  9-12  Gallup  Poll 
found  that  41%  of  Americans  view  jobs 
or  the  sluggish 

economy       as     HOUSTON  Kerry 
their  top  con-     would  pump 
cerns— three         more  money 
times  the  num-     into  homeland 
ber  for  either    ^^ 
the  war  in  Iraq, 

terrorism,  or  the  spiraling  cost  of 
health  care.  Fading  hopes  for  new 
hiring  knocked  consumer  confi- 
dence down  to  a  four-month  low 
in  February,  the  Conference  Board 
said  on  Feb.  24.  "There  are  real 
people  out  there  who  are  really 
hurting,"  declares  Arizona  Gover- 
nor Janet  Napolitano,  a  Democrat, 
"and  Washington  is  not  coming 
up  with  solutions." 

Maybe  not,  but  do  the  Dems 
have  a  better  plan?  Economists  of 
all  stripes  agree  that  neither 
Bush's  let-'em-eat-tax-cuts  stimu- 


lus plans  nor  the  Democrats'  proposals- 
built  around  targeted  tax  breaks  and  a 
crackdown  on  trade— are  likely  to  lift  the 
trend  line  for  employment  much  anytime 
soon.  Even  in  the  long  term,  the  parties' 
differing  approaches  are  more  likely  to  af- 
fect the  mix  of  jobs  more  than  the  num- 
ber. "There's  a  puzzling  lack  of  employ- 
ment growth  for  this  stage  of  the 
recovery,"  says  Harvard  University  pro- 
fessor Lawrence  F.  Katz.  "But  the  U.S.  still 
has  a  dynamic  economy  that  hasn't 
shown  any  signs  of  tipping  into  a  long- 
run  decline  in  jobs." 

PRESSURE  BUILDS 

FOR  CANDIDATES,  THE  long  run  is  the 
next  eight  months— and  on  that  timetable, 
Bush  is  particularly  vulnerable.  He's  likely 
to  become  the  first  President  since  Herbert 
Hoover  to  preside  over  a  drop  in  employ- 
ment during  his  term.  Offshoring— partic- 
ularly the  movement  of  white-collar  jobs 
in  software  and  services  to  India,  Ireland, 


and  other  countries— has  boosted 
about  employment  security  up  the 
ladder.  A  poll  released  on  Feb.  2^ 
University  of  Maryland  shows  tr 
28%  of  those  earning  more  than  $ 
voice  support  for  actively  promot 
trade— down  from  57%  in  1999.  T 
sion  among  a  traditionally  Repb 
group  has  to  be  worrisome  for  Bui 
Adding  to  Bush's  woes:  By  51% 
Americans  believe  that  Kerry  w< 
better  than  Bush  at  creating  jobs, 
ing  to  a  Feb.  10-11  ABC  News/Was 
Post  poll.  Nor  does  the  White 
muddled  message— such  as  its  o 
off-again  forecast  that  the  U.S.  v\ 
2.6  million  new  jobs  in  2004— bo<i 
fidence.  Little  wonder  that  the  Busj 
out  to  undercut  Kerry's  economic 
als.  "John  Kerry  has  said  he  will  r; 
es  in  the  first  100  days  of  his  Adm 
tion,"  says  Bush  campaign  manat  r 
Mehlman.  "That's  a  formula  for  cfe 
ing  jobs,  not  creating  jobs." 

INCENTIVE  FORMULA 

KERRY  FIGURES  HE  has  the  GOF 
ropes  over  jobs.  He's  hitting  Bush 
on  offshoring— an  area  where  th 
dent  isn't  yet  counterpunching. 
current  policies,  "we  actually 
people  for  taking  jobs  overse 
Democratic  front-runner  tells  B 
Week  (page  34).  "What  I  want  is  t 
incentives"  to  keep  employment  a 
On  Feb.  25,  Kerry  proposed  a  pack£ 
signed  to  pressure  Corporate  Am 
do  just  that,  requiring  earlier  noti 
of  layoffs,  barring  tax  breaks  for 
nies  that  move  offshore,  and  limiti 
ernment   contracting  with   confe 
that  send  work  overseas.  He  has 
backed  legislation  requiring  forei; 
center  operators  to  tell  customers 
they're  located. 

The  incentive  formula  that  Ke 
laid  out— and  Edwards  largely 
lels— gives  government  a  big  hanc 
geting  job  creation  and  protectie 
Dems  would  repeal  Bush's  tax 
households  earning  more  than  $2 
—though  some  in  the  party 
threshold  may  be  $170,000— whi 
ing  lower  rates  in  place  for  mic 
come  taxpayers.  They  would  direci 
suiting  revenues  toward  "investmt 
education,  health  care,  and  roads 
cal  mix  "will  get  the  biggest  bangW 
buck,"  argues  ex-Clinton  econorp 
viser  Gene  Sperling,  since  cash  di 
into  wages  for  teachers  and  const  Id 
workers  is  more  likely  to  be  spe;  t 
are  tax  savings  for  the  wealthy. 

Dems  would  also  turn  homelan  si 
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jient  Bush  is  pinning 
p-creation  hopes  on 
'  economic  growth, 
jhis  Democratic  rivals 
nore  targeted  policies, 
'plans: 


$md  energy  policy  into  public-works 

ams.  Kerry,  for  instance,  would  give 

dfe  $50  billion  over  two  years  to  stem 

t  et  cuts  in  education  and  health  care. 

erould  boost  police  hiring  and  pour 

lal  money  into  equipment  for  "first 

r  mders"— especially  the  firefighters 

n  have  rallied  to  his  campaign.  Kerry 

proposes  an  ambitious  bid  to  make 

n  ation  energy-independent  by  2015— 

;r  i  he  claims  will  create  500,000  jobs. 

)ost  factory  jobs,  Kerry  would  offer 

in  .facturers  a  tax  break  equal  to  two 
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TAXES 

BUSH  Make  the  2001  and 
2003  tax  cuts  permanent; 
stimulus  and  lower  taxes  on 
capital  could  boost  job- 
creating  investment.  The  Rub: 
Higher  deficit  could  raise 
interest  rates,  choking  growth. 

DEMOCRATS  Repeal  the 
Bush  tax  cuts  for  families 
making  $200,000  or  more; 
raise  taxes  for  companies 
that  move  offshore;  offer 
manufacturers  a  payroll- 
tax  rebate  for  new  U.S. - 
based  jobs.  The  Rub: 
Higher  taxes  on  capital  risk 
slowing  growth. 

SPENDING 

BUSH  Cut  deficit  in  half  by 
2008  by  restraining 
domestic,  non-entitlement 
spending.  The  Rub:  War  in 
Iraq  and  GOP  spending 
pressure  make  that  unlikely. 

DEMOCRATS  Boost 

spending  on  health  care, 
homeland  security,  and 
aid  to  states.  Kerry 
advocates  a  massive  drive 
for  energy  independence 
to  create  500,000  jobs. 
The  Rub:  Such  spending 
will  undercut  his  plans  to 
reduce  the  deficit  by  half 
by  2008. 

TRADE 

BUSH  Restart  talks  for  new 
WTO  pact;  negotiate  a 
Western  Hemisphere  free- 
trade  zone;  propose  more 
bilateral  trade  pacts.  The  Rub: 
Has  undercut  his  free-trade 
credentials  with  job  protection 
for  politically  sensitive  steel, 
sugar,  and  beef  industries. 

DEMOCRATS  Renegotiate 
NAFTA  to  boost  labor  and 
environmental  rules;  hammer 
China  to  float  its  undervalued 
currency;  discourage  job 
outsourcing.  The  Rub:  Might 
protect  some  jobs  but  bring 
higher  prices,  slower  growth. 

years'  payroll-tax  payments  for  new  hires. 

That's  all  standard  Democratic  fare. 
But  on  trade,  the  part}'  is  rapidly  moving 
away  from  Bill  Clinton's  embrace  of  glob- 
alization and  toward  protectionism.  The 
job  migration  has  Edwards  loudly  pro- 
claiming his  opposition  to  trade  deals 
that  lack  strong  protections  for  workers 
and  the  environment— a  stance  that  Ker- 
ry, to  appeal  to  industrial-state  primary 
votes,  now  echoes.  Both  say  they  would 
reopen  NAFTA. 

Bush  is  no  stranger  to  targeted  tax 


breaks:  His  2005  budget  calls  for  42  new 
tax  subsidies  for  everything  from  health 
insurance  to  decommissioning  nuclear 
power  plants.  But  the  President  is  count- 
ing on  economic  growth  stimulated  by 
his  budget-busting  2001  and  2003  tax 
cuts  to  boost  employment.  The  White 
House  also  calls  for  regulatory  reform- 
most  notably,  raising  the  barriers  to 
product-liability  and  malpractice  suits 
against  businesses— to  clear  the  way  for 
robust,  job-creating  investment.  The  Ad- 
ministration decries  the  Democrats'  tilt 
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toward  protectionism— though  its  own 
free-trade  record  is  tarred  with  vote- 
seeking  protections  for  steelmakers, 
sugar  producers,  and  cattle  farmers. 

Faced  with  Bush's  policies  and  the 
Democratic  Rx,  voters  have  "a  choice 
between  atrocious  fiscal  policy  paired 
with  pretty  bad  trade  policy,  vs.  pretty 
bad  fiscal  policy  and  atrocious  trade 
policy,"  says  Everett  M.  Ehrlich,  direc- 
tor of  research  for  the  business-backed 
Committee  for  Economic  Develop- 
ment. So  the  agenda  of  both  parties 
could  crimp  growth. 

MORE  DIRECT  HELP? 

BUSH'S  PROPOSAL  to  lock  in  lower  tax 
rates  threatens  to  balloon  the  deficit— al- 
ready expected  to  hit  $521  billion  this 
year— even  further.  That  would  hasten 
the  day  when  bond-market  investors 
demand  higher  interest  rates,  thus 
slowing  the  economy.  And  Democrats' 
trade  restrictions,  if  carried  out,  could 
curb  imports  and  raise  prices  for  U.S. 
consumers— an  economic  effect  that 
would  quickly  outweigh  any  benefit 
from  added  wages  earned  by  workers  in 
protected  jobs. 

In  short,  the  impact  of  the  two  par- 
ties' policies  is  unlikely  to  be  much  dif- 
ferent—or address  workers'  anxiety. 
"We  ought  to  be  paying  more  attention 
to  the  costs  that  are  being  imposed  on 
individual  workers,"  argues  Peter  R. 
Orszag,  an  economist  at  Washington's 
Brookings  Institution  who  has  advised 
Democratic  candidates.  For  example, 
neither  party  has  endorsed  such  ideas  as 
wage  insurance— extra  pay  from  unem- 
ployment-insurance funds  to  soften  the 
blow  of  accepting  a  lower-salaried  job. 
Republicans  are  praying  that  job 
anxiety  will  have  quieted  down  by  Labor 
Day,  when  voters  really  start  paying  at- 
tention. "This  is  a  country  that's  taming 
around,"  declares  Ohio  Governor  Bob 
Taft,  a  Republican  who  has  seen 
160,000  factory  jobs  vanish  in  his  state 
since  Bush  took  office.  "All  of  the  eco- 
nomic indicators  are  moving  in  the 
right  direction,  and  jobs  are  up." 

Maybe  so.  But  on  economics,  Bush 
has  the  disadvantage  of  the  incumbent: 
His  policies  and  their  ramifications  are 
on  full  display,  while  the  Democrats 
need  only  paint  a  picture  of  a  rosy  fu- 
ture. Unless  employment  comes  roaring 
back  soon,  the  war  President  may  find 
job  insecurity  trumping  national  securi- 
ty in  voters'  minds.  ■ 

-By  Richard  S.  Dunham  and  Mike 

McNamee,  with  Howard  Gleckman  and 

Paul  Magnusson,  in  Washington 
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THE  ECONOMY 

The  senator  talks  about  jobs,  trade, 
China,  Big  Business,  and  the  error  of 
George  Bush's  ways 


i 


HEADING  INTO  A  KEY  MAR.  2  BATTLE  for  the  Democratic  nomi  *i\ 
tion,  Massachusetts  Senator  John  F.  Kerry  seems  increasi  JjJ 
ly  confident  of  his  ability  to  weather  the  challenge  from  Nc  ^ 
Carolina's  John  Edwards.  Now,  Kerry  is  shifting  his  sights  m 
ward  a  showdown  with  President  George  W.  Bush— a  ba  ^ 
many  Democrats  think  will  hinge  on  globalism's  toll  and  & 
economy's  achingly  slow  job  growth.  On  Feb.  24,  en  rout  fa 
Ohio's  battered  Rust  Belt,  Kerry  sat  down  with  Washing  ta 

Bureau  Chief  Lee  Walczak  to  discuss  his  economic  philoso  i  ?e 

j].y 


Every  candidate  seems  to  have  a  10-point 
plan  to  create  jobs.  Why  is  yours  the 
best? 

It's  the  most  comprehensive.  [Now,]  we 
actually  reward  people  for  taking  jobs 
overseas.  With  the  business  deduction, 
you  get  a  benefit  for  offshore  status, 
which  allows  you  to  avoid  taxes.  Tyco  is  a 
classic  example:  They  move  to  Bermuda, 
shift  the  corporate  address,  and  reduce 
their  tax  burden  by  $400  million.  I'm  go- 
ing to  end  that  advantage.  [But]  I'm  not 
going  to  penalize  companies  for  compet- 
ing globally. 

What's  wrong  with  the  Republican 
approach  to  job  growth— cut  marginal  tax 


rates,  stand  back,  and  let  'er  rip? 

I  like  low  rates  and  I  have  voted  for  1 1?: 
I  don't  want  to  raise  them  beyond  v  if 
they  were  in  the  Clinton  years.  I  si 
believe  we  can't  afford  the  tax  cutw 
George  Bush  has  given  us. 

But  when  you  repeal  a  chunk  of  that  it : 
cut,  you  are  taking  stimulus  out  of  th : 
economy,  right?  t; 

I  am  taking  a  little  bit  of  stimulus ; ■ - 
but  there's  an  awful  lot  of  stimulus  >, 
has  been  put  into  the  system.  In  the 
couple  of  years,  there  has  been  a  1  uc, 
[federal]  spending.  fc, 

It 
Fed  Chairman  Alan  Greenspan  is  woi , 


* 


ne  of  the  protectionist  rhetoric 
[voiced  this  election  year.  Do  you 
that  this  sort  of  talk  is 
imatory? 

[onsensus  [for  free  trade]  has  been 
g.  The  backlash  is  not  only  coming 
American  workers  but  from  compa- 
itoo.  Look  at  Boeing.  It  has  been 
d  by  Airbus'  subsidy  structure,  and 
in't  do  anything  about  it.  Or  look  at 
actual-property  laws.  We  have  com- 
s  getting  clobbered  by  China's 
*y].  You  need  to  keep  the  consensus 
ade  alive.  But  you  keep  it  alive  by 
ig  sure  everybody's  being  helped  by 
1  that's  not  what's  happening. 

rould  you  fix  NAFTA? 

t  to  put  [changes]  into  the  body  of 
eaty.  I  know  the  Republicans  don't 
lat  approach.  But  I  believe  it  is  im- 
it  for  sustaining  the  consensus  on 
And  I'm  not  talking  about  dracon- 
xmnterproductive  standards.  I'm 
g  about  doing  reasonable  things. 

!  a  critic  of  Beijing's  economic 
ces,  so  why  vote  to  admit  China  into 
orld  Trade  Organization? 

ise  we  can  enforce  the  agreement. 


Because  it  was  important 
to  get  the  foundation  in 
place— and  it  had  anti- 
dumping provisions. 

But  you  intend  to  apply 
more  pressure  on  Beijing 
on  the  trade,  intellectual- 
property,  and  currency 
fronts,  right? 

Absolutely.  I  think  you 
have  to. 

I  recall  candidate  Clinton 
promising  to  pressure 
the  Chinese  and  then 
flip-flopping. 

I  disagree.  Clinton  did.  in 
fact,  leverage  some 
changes  from  time  to 
time,  and  this  Administra- 
tion has  been  slow  to  rise 
to  the  challenge.  Com- 
merce Secretary  [Donald 
L.]  Evans  was  [in  Beijing] 
over  a  few  months  ago;  he 
rang  a  few  bells.  [But]  I'm 
not  convinced  this  Admin- 
istration has  done 
[enough].  Number  two, 
with  our  current- account 
deficit  as  bad  as  it  is  right 
now,  we  lose  leverage  be- 
cause we're  dependent  on 
China  to  buy  our  debt. 

You  frequently  assail  corporate  bigness- 
Big  Oil,  big  insurers,  big  HMOs,  and  big 
drug  companies.  Are  you  surprised  that 
some  CEOs  get  nervous? 

What  I'm  talking  about  is  fairness.  What 
the  drug  companies  did  in  the  [Medicare 
prescription]  drug  bill  was  unfair.  It  is 
simply  a  transfer  payment  that  is  asking 
taxpayers  to  pay  more.  Likewise  with  the 
oil  companies.  We're  going  to  drill  for  the 
next  40  to  50  years;  I  acknowledge  that.  I 
want  the  oil  companies  to  be  successful. 
But  I'm  not  going  to  support  drilling  in 
the  Arctic  National  Wildhfe  Refuge  when 
we  have  other  alternatives. 


Do  you  favor  a  return  to 
national  industrial  policy  in 
the  form  of  federal  support 
for  homeland  security  and 
energy  independence? 
What  I  want  is  to  create  in- 
centives. I'm  not  going  to 
make  decisions  for  people.  In 
my  judgment,  that's  industri- 
al policy.  We  create  incentives 
all  the  time.  We  have  a  na- 
tional low-income  housing 


His  reply 
to  the 
charge  that 
he's  anti- 
business: 
'Hah!' 


credit.  We  have  incentives  for  oil  and  gas 
drilling.  The  question  is,  what  do  we  do  it 
for? 

Republicans  claim  you're  anti-business 
and,  since  you  propose  to  raise  taxes,  a 
job-destroyer  to  boot.... 

Hah! 

Still,  you  have  made  a  lot  of  promises  for 
expanded  health  care  and  education— and 
everything  is  based  on  the  problematic 
repeal  of  the  Bush  tax  cuts,  right? 

The  repeal  of  the  high- end  cuts  only.  I  am 
not  going  to  repeal  the  middle-class  tax 
cuts.  Look,  I'm  going  to  pay  more  tax.  But 
I  think  it's  the  right  thing  to  do,  and 
countless  executives  around  the  country 
have  said  the  same  thing. 

But  the  linchpin  for  funding  everything 
remains  the  Bush  tax  cut,  no? 

Part  of  it.  Part  of  it  comes  from  closing 
some  [tax]  loopholes.  But  look,  if  we  don't 
do  that,  we  can't  pay  for  [my  programs]. 

Then  what?  A  gradual  phase-in  of  new 
initiatives? 

Yes.  You've  got  to  pay  for  it,  because  I've 
pledged  to  cut  the  deficit  in  half  in  four 
years.  I've  always  been  up  front  with  peo- 
ple. I  say  this  is  a  choice  election.  They 
can  have  a  tax  cut  for  [rich]  people. . .  or 
we  can  invest  in  other  things. 

Where  did  all  this  anti-special  interest 
rhetoric  in  your  stump  speech  come 
from?  In  30  years  in  the  Senate,  you  didn't 
strike  many  folks  as  a  populist. 

I  have  fought  against  the  oil  companies 
over  drilling  in  ANWR.  I  have  fought  de- 
velopers and  others  who  tried  to  change 
the  Clean  Air  and  Clean  Water  Acts.  I 
stood  up  to  the  insurance  companies  and 
banks  over  the  bankruptcy-reform  bill. 
The  votes  are  there.  There's  a  consistency 
in  my  battles  against  powerful  interests. 

Once  you  were  described  as  a  neoliberal, 
then  a  New  Democrat.  Now  the  Bush  cam- 
paign calls  you  a  Ted  Kennedy-style  retro- 
liberal.  Which  is  it,  Senator? 

I  don't  think  it  helps  to  be 
ideological  or  doctrinaire. 
The  principles  that  guide  me 
are  these:  One,  you  want  to 
maximize  competition,  you 
want  to  maximize  freedom  of 
entrepreneurial  ability  and 
create  jobs  and  wealth.  But 
you  also  need  to  regulate  at 
an  appropriate  level  so 
you're  not  concentrating  too 
much  power.  ■ 
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BY  STEVE  HAMM 


Stock  Options:  As  Goes  IBM... 

Its  plan  to  reward  executives  and  shareholders  could  be  a  model  fortechdom 


LAST  JULY,  when  Microsoft  Corp. 
announced  that  it  would  no 
longer  grant  stock  options,  pun- 
dits declared  the  end  of  a  golden 
era  for  the  tech  industry.  Now, 
though,  Microsoft  archrival  IBM  has  given 
a  boost  to  the  practice  of  handing  out  op- 
tions to  valuable  employees— which 
helped  fuel  the  tech  boom  of  the  1990s 
even  as  excessive  grants  to  execu- 
tives outraged  shareholders. 

On  Feb.  24,  Big  Blue  announced  a  new  options  program  for 
its  top  300  execs  that's  unprecedented  in  Corporate  America. 
Starting  this  year,  under  a  so-called  premium  price  plan,  the 
IBM  stock  price  will  have  to  increase  by  at  least  10%  from  their 
grant  prices  before  executives  are  allowed  to  exercise  options, 
which  vest  over  four  years.  If  the  stock  appreciates  by  20%,  the 
executive  will  collect  a  10%  gain  while  shareholders  pocket 
20%.  Starting  next  year,  execs  also  will  be  able  to  tap  into  a 
second  pool  of  options  as  part  of  a  "buy-first"  plan.  To  quali- 
fy, they  must  first  buy  shares  on  the  open  market  using  up  to 
10%  of  their  annual  bonuses  and  hold  the  stock  for  at  least 
three  years.  To  qualify  for  options  with  a  target  value  of 
$18,000,  for  instance,  they  would  have  to  buy  $9,000  worth  of 
stock.  The  new  programs  are  expected  to  go  into  effect  next 
year  for  all  5,000  executives. 

Other  companies,  take  note:  This  program  bears  serious 
consideration.  It  should  do  a  good  job  of  aligning  the  interests 


HowIBM'sl  ew  Plan  Works 

Two  stock-option  programs  give  executives  plenty  ol  perks, 
but  not  at  the  expense  of  shareholders 


SHARING  THE  UPSIDE 

■  An  executive  is  granted  options  at  the  current 
market  price,  which  vest  over  four  years. 

■  The  executive  can  sell  vested  options  only 
after  they  exceed  the  grant  price  by  10%.  If  the 
share  price  goes  up  by  20%,  say,  the  exec  gets 
a  10%  gain,  while  regular  shareholders  get 
^%  gains. 


PUTTING  SKIN  IN  THE  GAME 

■  Execs  can  allocate  10%  of  their  annual  cash 
bonuses  toward  buying  options. 

■  IBM  grants  an  option  to  buy  shares  with  a 
target  value  that's  twice  as  high  as  those  the 
exec  purchased. 

■  After  three  years,  the  executive  can  exercise 
the  options. 
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of  execs  and  shareholders.  Because  of  the  10%  hurdle,  en 
tives  get  their  reward  only  after  shareholders  get  theirs— 
they  don't  gain  as  much  as  shareholders  do.  And  because 
ecs  must  spend  their  own  money  on  stock  on  the  open  mai 
to  qualify  for  the  "buy-first"  program,  they  have  skin  in ! 
game.  If  the  stock  price  sinks,  so  does  an  exec's  net  worth  | 
top  it  off,  the  program  reduces  a  hit  to  earnings  if  compn 
are  required  to  expense  options  starting  next  year. " It's  ad 
model.  If  s  tough,"  says  management  consultant  Don  1| 
scott.  "But  this  is  the  new  era  when  management  is  being  I J 
to  higher  expectations." 

The  IBM  program  got  its  start  last  summer  about  the  t 
Microsoft  made  its  options  splash.  CEO  Samuel  J.  Palmia 
asked  execs  to  come  up  with  a  new  compensation  plan  thad 
sponded  to  shareholder  dissatisfaction  with  the  big  optfj 
paydays  of  the  1990s.  J.  Randall  II 
Donald,  IBM's  senior  vice-president! 
human  resources,  says  it  wasn't  a 
sponse  to  Microsoft's  move  to  restri 
stock,  but  it  was  designed  partly  to 
an  example  for  others.   "This  I 
change-agent  strategy,"  he  says.  "V> 
worked  no  longer  works,  and  we're 
in  front." 

Should  others  follow  suit?  "For  la1 
tech  companies,  it's  a  pretty  good  m| 
el.  But  it's  important  for  companifli 
customize  to  their  circumstances,"! 
Don  Lowman,  managing  director  at. 
man  resources  specialist  Towers  I 
rin."  While  the  program  is  obvicc, 
tailored  for  an  industry  giant,  it ». 
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work  for  smaller,  fast-growing  companies 
as  well.  IBM's  stock  rose  19%  last  year,  but 
many  smaller  tech  stocks  soared  by  more 
than  50%,  so  their  employees  could  have 
enjoyed  big  gains  even  with  a  restrictive 
plan  like  IBM's.  Already,  several  German 
companies,  including  software  giant  SAP, 
have  adopted  premium-priced  options 
programs  such  as  IBM's. 

The  program  can  also  serve  as  a  mod- 
el for  companies  to  reduce  a  hit  to  earn- 
ings once  options  are  expensed.  Under 
the  IBM  plan,  the  10%  gap  between  the 
market  price  at  grant  and  the  strike 
prices  will  reduce  the  earnings  impact  of 
options  granted  by  about  8%,  says 
Steven  Hinden,  director  of  executive 
compensation  for  IBM. 

Make  no  mistake,  this  is  a  nervy  move 


for  IBM.  Doubtless  Big  Blue  will  lose 
some  talent  to  other  companies  that  are 
willing  to  slather  on  the  perks.  But  com- 
pensation and  management  experts  be- 
lieve the  program  is  generous  enough  to 
help  IBM  recruit  and  retain  top  execs. 

Indeed,  IBM's  move  signals  that  it's 
time  for  tech  companies  to  get  smart 
about  stock  options,  not  give  up  "on 
them.  Even  though  the  expected  expens- 
ing rule  means  fewer  will  be  granted, 
CEOs  should  be  able  to  figure  out  how  to 
make  options  a  vital  part  of  their  com- 
pensation packages  and  corporate  cul- 
tures. With  policies  like  IBM's,  tech  execs 
will  still  get  to  savor  their  stock  options. 
The  difference  is,  now  they'll  be  sitting  at 
the  table  with  shareholders  rather  than 
eating  alone.  ■ 


TAKEOVERS 


GET  MICKEY  II: 
THE  PLOT  THICKENS 

Comcast  may  well  make  a  fresh  bid 

for  Walt  Disney— and  throw  in  some  cash 


DON'T  COUNT  COMCAST 
CEO  Brian  L.  Roberts  out 
just  yet.  Walt  Disney  Co. 
(page  92)  may  have 
slapped  down  Comcast 
Corp.'s  $54  billion  hostile 
bid  for  the  House  of 
Mouse.  And  Comcast's  stock  may  be  off 
11.3%  since  the  Feb.  11  offer,  even  as  Dis- 
ney's share  price  has  risen  8.6%.  Sure, 
that  shows  little  incentive  for  Comcast  or 
Disney  investors  to  do  a  deal.  But  while 
Roberts  says  he  is  prepared  to  "walk 
away,"  Comcast  insiders  say  they've  "had 
expressions"  of  support  from  Disney 
board  members.  Disney  denies  that,  but 
Comcast  also  is  banking  on  a  growing 
campaign  to  vote  against  Michael  D.  Eis- 
ner's reelection  at  the  Mar.  3  annual  meet- 
ing. The  movement  got  a  big  boost  on 
Feb.  25,  when  the  giant  California  Public 
Employees  Retirement  Systems  said  it 
would  withhold  its  vote  against  Eisner. 

The  upshot:  Or  Comcast  could  raise  its 

bid  above  the  original  offer,  which  valued 

ney  at  $26.47  a  share.  Roberts  &  Co. 

are  ke?nly  aware  that  raising  the  bid  could 


enrage  Comcast  sharehold- 
ers, many  of  whom,  just  15 
months  after  Comcast's  $54 
billion  purchase  of  AT&T 
Broadband,  are  against  fur- 
ther dilution.  Comcast  execs 
also  know  that  stock  alone 
will  not  entice  Disney  share- 
holders. So  any  new  bid 
would  probably  include  a 
cash  carrot. 

How  much  higher  is 
Roberts  prepared  to  go?  Ana- 
lysts reckon  Comcast  could 
come  back  with  an  offer  that  values  Disney 
at  close  to  $30  a  share,  or  $61  billion,  ex- 
cluding Disney's  $12  billion  in  debt.  That 
would  give  Disney  shareholders  about 
50%  of  the  combined  company.  But  to  fur- 
ther entice  Disney  shareholders,  Comcast 
could  enrich  its  $30  offer  by  making  part 
of  it  cash— to  the  tune  of  $350  or  more 
per  share,  or  about  $75  billion,  according 
to  UBS  Securities.  Paying  more  could 
make  sense,  according  to  Merrill  Lynch  & 
Co.,  since  Comcast  stands  to  boost  its  pro- 
jected free  cash  flow  in  the  first  year 


ROBERTS  How  high 
could  he  afford  to  go? 


from  $2.2  billion  to  at  least  $3.2  bi] 
What's  more,  Comcast  can  probabt 
ford  to  raise  the  bid.  In  addition 
strong  cash  flow,  the  company  has 
ings  in  Liberty  Media,  Time  Warner, 
other  cable  partnerships.  If  sold, 
properties  could  garner  $15  billion, 
mates  Merrill  Lynch  analyst  Jessica 
Cohen.  "This  is  a  company  that  can  i 
$10  billion  and  not  hurt  its  credit  rat 
says  UBS  analyst  Aryeh  B.  Bourkoff. 

"SHOW  US  THE  MONEY" 

STILL,  UPPING  THE  BID  carries  ris] 
could  infuriate  Comcast  shareholi 
who  have  chafed  each  time  the  giant 
neared  profitability  only  to  make  am 
acquisition  that  dilutes  their  stakes, 
time  to  show  us  the  money,"  says  G 
Greenberg,  managing  director  of  Chid 
Capital  Management  Inc.,  which 
nearly  1%  of  Comcast,  or  20  nfl 
shares.  He  wants  Comcast  to  use  its 
cash  flow  to  buy  back  stock.  And  if  d 
cast  execs  are  unsuccessful,  their  credl 
ity  will  take  a  hit,  which  could  ham| 
their  ability  to  do  more  deals. 

Still,  as  his  past  string  of  deals  sh 
Roberts  isn't  easily  deterred.  Remen 
Roberts  upped  his  bid  twice  before 
ning  AT&T  Broadband.  More  import 
Roberts  is  committed  to  the  vision  of  m 
rying  content— movies,  TV  shows,  1 
sports— with  Comcast' s  22  million  caj 
subscribers.  Besides,  Comcast  may  havw 
tie  choice:  By  2006,  many  analysts  figi| 
its  subscriber  growth  cot 
start  to  plateau,  and  marg 
from  customers  who  aofl 
data  and  phone  service 
slide  under  competitive 
sure  from  the  phone  co: 
nies. 

Until  it  makes  a  move, 
cast  is  in  what  Merrill  L; 
Cohen  calls  "deal  limbo."  I 
result,  its  stock  is  now  tradfi 
at  lower  multiples  than  smal 
counterparts  such  as  r 
Communications  Inc.  or 
blevision  Systems  Corp 
all  the  uncertainty  dragging  its 
down,  Comcast  may  feel  pressure  eithl 
pull  out  or  make  another  bid  sooner  ratf 
than  later.  Disney's  upcoming  anat 
meeting  in  Philadelphia  could  tell  the  ■ 
A  hefty  "No"  vote  for  Eisner  could  for 
the  Disney  directors  to  replace  himj 
cording  to  people  close  to  the  board.  A 
that,  combined  with  a  sweetened  m 
from  Roberts,  could  send  Disney  into! 
arms  of  Comcast.  ■ 

-By  Ronald  Grover  in  Los  Angeles  it 
Tom  Lowry  in  New  York 


i 


38  I  BusinessWeek  I  March  8.  2004 


Before  you  ask  us  to  change  your  copiers, 

winters,  scanners,  or  fax  machines,  we'd  like 

to  change  the  way  you  think  about  them. 

all  IKON,  and  you  might  never  look  at  your  office  the  same  way  again.  Working  with  IKON,  you  may 

arn  that  the  addition,  elimination,  relocation,  or  replacement  of  equipment  can  make  your  business 

lore  efficient.  Whether  it's  financing  one  copier,  setting  up  a  high-volume  internal  copy  center,  or 

nplementing  enterprise-wide  document  management  solutions,  whom  you  buy  from,  as  well  as 

ho  services  and  supports  your  equipment,  are  key  issues.  And  as  the  world's  largest  independent 

ocument  services  and  equipment  provider,  IKON  offers  product  lines  from  leading  manufac- 

urers  including  Canon,  Ricoh,  and  HP,  so  we  can  tailor  a  solution  that  addresses  all  of  your  needs. 



ipiers       Printers       Service  □  Outsourcing  c   Financing       1-888-ASK  IKON       WWW.IKON.COM 


Document  Efficiency 
At  Work.*" 


This  copier 
should  be 
downstairs. 


UcoM  c<** 
Wet?  y«*v 

e$£\cievvV  vis"* 
iycoH.cov*/cW«ice- 


i 


These  four 

machines  could 

be  replaced  by 

one  multifunction 

copier/printer/ 

fax/scanner. 


Sending  this  job 

to  your  copy 

center  downstairs 

could  have  saved 

12  hours. 


)  2004  IKON  Office  Solutions.  Inc.  IKON  Office  Solutionseand  IKON:  Document  Efficiency  At  Work*  are  trademarks  of  IKON  Office  Solutions.  Inc.  Other  trademarks  are  the  property  of  ttieir  respective  owners. 


NeWS  Analysis  &  Commentar 


COMMENTARY 


BY  DEAN  FOUST 


Coke:  Time  for  a  Shakeup 

Letting  an  outsider  step  in  as  CEO  could  breathe  life  into  an  insular  culture 


l 


TO:  BOARD  OF  DIRECTORS,  COCA-COLA 
RE:  YOUR  CEO  SEARCH. 

I've  got  to  hand  it  to  you.  No  board  in 
Corporate  America  is  stacked  with 
more  heavy  hitters:  Warren  E.  Buf- 
fett,  Herbert  A.  Allen,  Peter  V.  Ue- 
berroth, Barry  Diller,  former  Senator 
Sam  Nunn,  and  that's  just  the  start.  But 
for  all  your  accumulated  wisdom,  the 
announcement   on  Feb.  19   that   Chief 

Executive  Douglas  N.  Daft  would  retire 
by  yearend— five  years  since  he  suc- 
ceeded the  embattled  M.  Douglas 
Ivester— threw  Wall  Street  for  a  loop. 
And  it  gave  Coke  its  second  succession 
crisis  since  1999. 

Clearly,  you  have  to  do  a  better  job  of 
picking  the  next  CEO.  So  with  all  due  re- 
spect to  the  savvy  in  your  boardroom, 
here's  a  three-part  plan  for  how  to  struc- 
ture one  of  the  most  high-profile  search- 
es in  recent  history. 

GO  OUTSIDE  In  the  85  years  since  the 
Woodruff  family  bought  control  of  the 
company  from  founder  Asa  Candler, 
Coke  has  always  promoted  from  within. 
That's  remarkable  in  this  age  of  short 
investor  attention  spans.  The  tempta- 
tion now  is  simply  to  give  anxious  bot- 
tlers and  investors  the  continuity  they 
seek  by  promoting  Coke  President  Steven  J.  Heyer  to  the  top 
job.  To  his  credit,  the  former  Turner  Broadcasting  System  Inc. 
executive  has  brought  energy  and  fresh  thinking  to  almost 
even-  assignment  he  has  handled  in  his  three  years  with  Coke— 
everything  from  accelerating  new-product  development  to  re- 
*  vamping  Coke's  languid  marketing  (BW— Mar.  1). 

But  while  Heyer  may  well  one  day  be  a  star  CEO,  he's  not 
ready  yfet.  It's  no  secret  that  his  confrontational  style,  includ- 
ing his  habit  of  belittling  other  executives  and  staffers,  has 
raised  questions  about  whether  Heyer  has  the  requisite 
leadership  capabilities.  What's  more,  going  with  Heyer  would 
do  little  to  improve  morale  at  Coke,  which  has  had  a  fractious 
environment  ever  since  CEO  Roberto  C.  Goizueta  died  in 
As  it  stands  now,  the  various  Daft,  Heyer,  and  Ivester 
Factions  inside  the  Atlanta  headquarters  make  the  place  a 


"house  of  mirrors,"  as  one  former  Coke  executive  pu 
BE  BOLD  Whoever  gets  the  job  will  have  their  work  cv 
given  the  demoralizing  endless  restructurings,  a  divisive 
discrimination  suit,  and  the  effects  of  poor  marketing.  Bu 
primary  requirement  for  a  new  CEO  is  someone  who  can  b 
back  the  marketing  magic  and  Camelot-like  atmosphere 
existed  in  the  1980s  and  1990s.  Rather  than  another  finar 
type,  like  Ivester,  Coke  needs  a  CEO  who  can  make  Coke's  p 
ucts  seem  relevant  again  in  an  era  when  loyalties  to  c 
brands  are  waning  and  consumers  are  drifting  to  such 
parate  choices  as  Starbucks,  Evian,  and  Red  Bull. 

Given  the  factions  inside  Coke,  you  would  be  well-serve 
go  for  a  CEO  who  brings  the  stature  of,  well,  Goizueta.  Why 
try  to  lure  61-year-old  Louis  V.  Gerstner  Jr.  out  of  semi-re 
ment?  He  certainly  proved  at  IBM  thi 
can  reenergize  a  tired  and  insular  co 
rate  culture.  Gerstner  could  stick  aro 
for  three  years  righting  the  ship  \\ 
Heyer  gains  some  seasoning.  F< 
longer-term  solution,  there's  3M'^, 
James  McNerney  Jr.  He  undersu 
brands,  and  his  earlier  experienc 
McKinsey  &  Co.  should  have  trained! 
on  how  to  effect  change  without  dest 
ing  the  things  that  make  Coke  great, 
candidates  who  have  shown  that 
know  how  to  revive  aging  brands 
make  them  relevant  in  a  changing  wo 
Robert  A.  Eckert  of  Mattel  Inc.  and 
drea  Jung,  the  CEO  of  Avon  Products' 
BACK  OFF  Once  you've  made  your  j 
don't  second-guess  your  new  leader, 
did  that  right  off  the  bat  with  Daft,  <* 
ing  his  bid  for  Quaker  Oats  Co.— an 
coveted  Gatorade  brand— over  the  p 
It  was  a  setback  from  which  Daft,  an 
likely  choice  for  CEO  to  begin  with,  n 
really  recovered.  While  some  of  yoi 
DUX  nOL  gued  in  a  recent  Harvard  case  study 

j      .  the  handling  of  the  Quaker  deal  may  s 

rCcK-Ty  LO  bolize  a  "new  governance  style"— C 

bring  ideas,  boards  decide— it's  te 
that  Daft  has  told  others  that  he  took  i. 
another  lesson:  CEOs  shouldn't  s( 
opinions,  but  should  give  directors  a  \ 
Looking  at  PepsiCo  Inc.'s  success  with  Gatorade,  analysts 
think  that  Daft  was  right.  All  the  more  reason  to  appoint  sc 
one  who  already  has  gone  through  CEO  training.  That  way. 
won't  be  doing  another  search  five  years  from  now.  ■ 


Heyer  is 
talented, 
not 
to 
be  CEO 


•h 
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In  Biz  This  Week 


rED  BY  MONICA  ROMAN 


iNNIE  FEELS 
IE  HEAT 

iiie  Mae  Chairman  and 
1  Franklin  Raines  is  known 
is  shrewd  political 
nets.  He'll  need  them, 
iuse  he's  in  for  the 
ying  fight  of  his  life, 
ral  Reserve  Chairman 
Greenspan  on  Feb.  24 
that  Fannie  and  its 
ler  housing-finance 
ng,  Freddie  Mac,  have 
)me  so  large  that  they 
a  risk  to  the  financial 
m  and  urged  Congress 
nit  what  they  can  borrow, 
ther,  Fannie  and  Freddie 
or  guarantee  $4  trillion  in 
tgages,  or  about  75%  of 
jme  loans.  Earlier, 
nspan  suggested  that 
e  buyers  would  be  better 
hoosing  adjustable-rate 
tgages  over  fixed-rate 
s,  which  would  make  it 
sr  for  Fannie  to  operate, 
hnie  spokesman 
jests  that  Greenspan  is 
ting  commercial  banks 
envious  of  Fannie's 
<et  dominance.  But  with 
tnspan's  support,  the 
e  House's  push  to 
ect  Fannie  and  Freddie  to 
3  regulatory  scrutiny  and 
er  capital  standards  will 
Raines'  vaunted  political 
t  to  the  test. 

-Paula  Dwyer 


A  NOT-SO- 
GRAND  TOUR 

Microsoft's  day  of  reckoning 
in  Europe  may  be  at  hand. 
Having  determined  that  the 
software  giant  violated 
antitrust  law,  European 
regulators  have  prepared  a 
final  ruling  in  the  five-year- 
old  case  requiring  Microsoft 
to  sell  two  versions  of  its 
Windows  operating  system- 
one  with  audio  and  video 
software  and  one  without. 
Microsoft  has  said  that  the 
software  code  cannot  be 
excised  without  degrading 
Windows.  The  proposed 
ruling  would  also  require 
Microsoft  to  disclose  some 
code  to  rivals.  The  ruling  still 
needs  to  be  approved  by 
European  Union  government 
representatives,  scheduled  to 
meet  in  March.  Meanwhile, 
Microsoft  and  regulators 
are  trying  to  hammer  out 
a  settlement. 


STENT 
VS.  STENT 


The  coronary  stent  war  has 
begun.  Rivals  Johnson  & 
Johnson  and  Guidant  have 
joined  forces  to  thwart  a 
challenge  from  Boston 
Scientific,  which  expects  Food 
&  Drug  Administration 
approval  soon  for  its  drug- 
coated  stent  that  props  open 
clogged  arteries.  Many 
doctors  prefer  Boston 
Scientific's  Taxus  device  to 
J&j's  Cypher— the  only  one  of 


its  kind  on  the  market— 
because  it's  easier  to  deliver  to 
arteries.  But  with  access  to 
Guidant's  delivery  system  and 
sales  force,  J&J  hopes  to 
continue  to  dominate  the 
market.  Before  the  J&J- 
Guidant  deal,  analysts  had 
figured  that  Boston  Scientific 
would  gain  60%  to  70%  share 
after  Taxus'  launch. 


THE  SEC:  DON'T 
RUSH,  FOLKS 

Companies  struggling  to 
comply  with  tough  new  audit 
rules  are  getting  a  breather 
from  the  Securities  & 
Exchange  Commission.  On 
Feb.  24,  the  SEC  said  it  would 
give  companies  an  extra  five 
months  to  comply  with  new 
rules  that  require  executives 
of  public  companies  to  assess 
the  adequacy  of  their  internal 
controls  at  the  end  of  each 
fiscal  year.  The  delay  means 
that  companies  with  fiscal 
years  that  end  on  June  30  or 
Sept.  30  won't  have  to  comply 
until  the  following  year.  The 
SEC  was  besieged  with 
requests  from  companies  for 
a  delay  in  the  rules,  which  are 
required  under  the  2002 
Sarbanes-Oxley  reform  law. 
Executives  argued  they  could 
not  be  ready  in  time  because 
the  Public  Company 
Accounting  Oversight  Board 
had  yet  to  finalize  the  new 
audit  standard. 


PAPER  CUTS  AT 
KIMBERLY? 

In  a  move  aimed  at  boosting 
its  stock  multiple  and  return 
on  capital,  diaper  and  tissue 
maker  Kimberly-Clark 
announced  on  Feb.  25  that 
if  s  considering  a  tax-free 
spin-off  of  its  paper  and  pulp 
businesses.  Shedding  the 
Neenah  Paper  and  Technical 
Paper  units,  along  with  some 
pulp  and  paper  assets,  would 
create  a  new  company  with 


about  $650  million  in  sales, 
or  less  than  3%  of  Kimberly's 
total.  Management  will  make 
a  final  decision  in  the  second 
quarter.  Under  CEO  Thomas 
Falk,  the  company  has  been 
moving  steadily  to  improve 
its  focus  on  its  health 
and  hygiene  businesses. 
Kimberly-  Clark's  plan  would 
follow  a  similar  move  by 
rival  Procter  &  Gamble  in  the 
early  1990s. 

ETCETERA... 

»  AT&T  plans  to  cut  89%  of 
its  workforce,  or  4,600  jobs, 
in  2004. 

»  Tiffany's  fourth-quarter 
net  income  climbed  24%, 
beating  expectations. 
»Adelphiasetup$8.8 
billion  in  financing  in  a  plan 
to  emerge  from  bankruptcy. 


CLOSING  BELL 


Shares  of  highflier 
Netflix  tumbled  11% 
on  Feb.  24,  to 
$31.20,  after  the 
DVD-rental  service 
said  it  would  report 
a  net  loss  for  the 
first  quarter.  But  did 
investors  miss  the 
point?  Netflix  said  a 
jump  in  new 
subscribers  hiked 
marketing  costs  but 
should  boost  profits 
in  the  long  run. 
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DITED  BY  RICHARD  S.  DUNHAM 


Hie  Right:  Why  Bush 
s  Mending  Fences 


S  POLITICAL  SIGNALS  GO,  it  was  unmistakable.  A  day  after  kicking 
ff  his  reelection  campaign  with  sharp  attacks  on  tax-hiking, 
eak-on-defense,  terminally  pessimistic  Democrats,  President 
reorge  W.  Bush  summoned  reporters  to  the  Roosevelt  Room  to 
}lemnly  declare  that  a  ban  on  gay  marriage  should  be  enshrined 


the  U.S.  Constitution.  But  Bush's  pro- 
nincement,  which  delighted  religious 
nservatives,  was  viewed  by  most  political 
[>servers  as  a  sign  of  weakness. 
With  the  short  primary  season  coming 
an  end,  the  Democratic  Party  is  unusu- 
y  united.  The  President,  meanwhile,  is 
ill  putting  out  brushfires  on  the  Right, 
le  reason:  Some  hard-liners  are  up  in 
ms  about  an  immigration  reform  pack- 
;e  they  consider  too  liberal  and  a  budget 
ey  call  fiscally  irresponsible.  While  few 
litical  observers  think  that  GOP  conser- 
tives  will  defect  to  the  Dems,  Bush's  at- 
mpts  to  consolidate  his  core  could  alien- 
live-and-let-live  moderates— particularly 
burban  women.  "It  looks 
:e  Bush's  people  have  de- 
rmined  that  if  s  more  im- 
trtant  to  have  the  base 
an  lose  a  few  swing 
tes,"  says  University  of 
uth  Florida  political  sci- 
tist  Susan  MacManus. 
Certainly  Bush  is  work- 
g  hard  to  keep  his  ranks  in 
le.  In  addition  to  the  gay 
arriage  amendment,  he 
sased  the  Right  by  sweep- 
;  aside  Democratic  fili- 
sters  and  naming  two 
nservatives  to  the  federal 
nch.  The  President  is 
so  threatening  to  veto  a  bipartisan 
ghway  bill  as  expensive  pork.  And  he 
s  quietly  put  his  immigration  proposal 
i  a  back  burner. 

of  ligate  Spending 

JT  THE  FRAMING  OF  the  proposed 
nendment  shows  how  fine  a  line  the 
hite  House  is  trying  to  walk.  While  Bush 
iplied  that  only  marriage  between  het- 
osexuals  "promotes  the  stability  of  soci- 
— a    position    that    resonated   with 


Christian  conservatives— he  also  urged 
that  the  debate  be  conducted  "without  bit- 
terness or  anger." 

It  will  be  harder  for  Bush  to  soothe  fiscal 
conservatives  who  have  not  forgiven  him 
for  his  profligate  spending.  Since  he  as- 
sumed office,  discretionary  spending  has 
jumped  27%— double  the  rate  under  Bill 
Clinton.  "This  Administration  is  being  far 
too  shortsighted,"  says  Chris  Edwards,  di- 
rector of  fiscal  policy  at  the  libertarian  Cato 
Institute.  "The  deficit  [backlash] . . .  will  af- 
fect turnout  in  the  election." 

The  President  has  tried  to  parry  these 
concerns,  but  again  his  solution  risks  irri- 
tating swing  voters.  His  2004  budget  calls 
for  $4-9  billion  in  cuts— a 
mere  sliver  of  the  deficit— 
but  the  choices  could  make 
Bush  look  less  than  com- 
passionate. Among  the  pro- 
grams to  be  sliced:  housing 
assistance  and  local  law  en- 
forcement grants. 

Bush  also  is  caught  be- 
tween constituencies  on  im- 
migration policy.  He  tried  to 
woo  Latinos  by  liberalizing 
immigration  laws  to  allow 
GAY  KNOT  A  ban        more  guest  workers.  But  conserva- 


may  turn  off 
swing  voters 


tive  Jim  Oberweis,  who  is  seeking 
the  GOP  nomination  for  an  open 
Senate  seat  in  Illinois,  calls  it  "blan- 
ket amnesty  in  disguise."  Oberweis  ran 
ads  against  the  President's  plan  and  says 
the  response  has  been  enormous.  "We 
had  to  install  five  additional  phone  lines," 
he  marvels. 

Finessing  areas  as  disparate  as  gay 
marriage  and  immigration  will  take  enor- 
mous political  agility.  Still,  Bush  has  little 
choice.  He  can't  win  reelection  with  his 
conservative  base  alone.  But  he  can't  win 
without  it,  either.  ■ 

-By  Alexandra  Starr 


CAPITAL 
WRAPUP 

MR.  GREENSPAN 
LIGHTS  A  FIRE 

THE  CHAIRMAN  giveth,  and  the 
chairman  taketh  away.  From 
Feb.  20-24,  Federal  Reserve 
chief  Alan  Greenspan  was 
making  headlines,  with  the 
news  all  breaking  in  the  Bush 
Administration's  favor.  Green- 
span reassured  voters  that  their 
jobs  aren't  headed  overseas  and 
also  decried  protectionism.  And 
he  boosted  the  White  House's 
campaign  to  rein  in  mortgage 
giants  Fannie  Mae  and  Freddie 
Mac.  But  on  Feb.  25,  he  urged 
Congress  to  start  hacking  down 
the  Bush  deficit  by  slowing  the 
future  growth  of  Social  Security 
benefits.  That  plain  talk  about 
two  hot-button  issues  may  have 
wiped  out  most  of  the  benefits  of 
Greenspan's  earlier  encouraging 
words.  And  the  chairman  has 
probably  set  off  alarms  among 
Republicans  who  still  blame 
him  for  not  doing  more  to  stoke 
job  growth  in  the  runup  to  the 
election  of  1992— thereby 
helping  to  deny  a  second  term  to 
George  H.W  Bush. 

IS  RALPH  WORTH 
WORRYING  ABOUT? 

RALPH'S  BACK— so  how  scared 
should  Democrats  be?  Plenty.  A 
January  poll  of  likely  voters  by 
Public  Opinion  Strategies  found 
that  21%  declared  themselves 
Ralph  Nader  supporters  (though 
not  necessarily  voters),  up  from 
13%  in  April  2000.  Typical 
Nader  fans  are  young  white 
men,  liberals,  and  Democrats, 
particularly  in  mid-Atlantic 
and  Pacific  states— two 
Democratic  strongholds  that 
include  such  battlegrounds  as 
Pennsylvania,  Oregon,  and 
Washington.  More  bad  news:  A 
Fox  News/Opinion  Dynamics 
Poll  showed  John  Kerry  in  a 
dead  heat  with  George  W  Bush 
in  a  two-man  race.  But  add 
Nader  to  the  mix  and  the 
President  gains  a  slim  lead. 
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BRITAIN 


RICHARD  BRANSON'S 
NEXT  BIG  ADVENTURE 

He  has  no  qualms  about  jumping  into  the  tough 
airline  market  in  the  U. S. 


IGHT  YEARS  AGO,  SIR 
Richard  Branson  was  of- 
fered the  chance  to  invest 
in  a  new  discount  airline  in 
the  U.S.  The  charismatic 
founder  of  Britain's  Virgin 
Group  Ltd.  was  sorely 
tempted.  In  exchange  for  use  of  the  Vir- 
gin brand,  Branson  would  get  a  minori- 
ty stake  in  the  new  airline.  But  the  deal 
never  got  off  the  ground.  "We  were  sen- 
sitive about  giving  away  the  brand  with- 
out control,"  Branson  recalls.  And  the 
startup?  It  went  on  to  become  one  of  the 
most  successful  low-cost  airlines  in  the 
U.S.  "JetBlue  was  the  one  that  got 
away,"  he  laments. 

Now  Branson,  53,  is  getting  a  second 
chance.  He  plans  to  launch  his  own  dis- 
count airline,  Virgin  USA,  by  the  start  of 
2005.  The  Virgin  publicity  machine  has 
been  unusually  quiet  about  Branson's  lat- 
est big  bet.  But  observers  say  the  imminent 
announcement  that  Delta  Air  Lines  Inc. 
President  and  COO  Frederick  W.  Reid  will 
be  named  Virgin  USA's  CEO  is  testament 
to  the  strength  of  the  new  company's  busi- 
ness plan  and  the  Virgin  brand.  By  the  be- 
ginning of  March,  Virgin  will  name  the  lo- 
cation of  its  new  U.S.  headquarters  from  a 
shortlist  of  three:  Boston's  Logan  Interna- 
tional Airport,  Washington  Dulles  Inter- 
national Airport,  and  San  Francisco 
International  Airport.  Politicians  and  air- 
port officials  have  been  bombarding  Vir- 
gin officials  with  offers  of  tax  breaks  and 
other  financial  incentives. 

The  new  airline  is  just  one  of  many 
projects  on  Branson's  to-do  list.  His  pri- 
vately owned  Virgin  Group,  which  in- 
cludes 200  companies  in  businesses 
ranging  from  planes  and  trains  to  music 
and  mobile  phones,  is  in  the  midst  of  an 
all-out  global  expansion.  He's  contem- 


plating a  summer  flotation  of  Virgin's 
British  mobile  phone  service,  launching  a 
Canadian  mobile  company,  expanding  his 
international  airline  Virgin  Atlantic,  and 
attempting  to  merge  his  Brussels-based 
discount  airline  Virgin  Express  with  SN 
Brussels  Airlines.  He's  also  revamping  his 
retail  music  chain,  Virgin  MegaStores, 
with  a  range  of  new  products  such  as 
clothing,  mobile  phones,  and  consumer 
electronics  aimed  at  teens.  Oh,  and  he's 
interested  in  running  a  proposed  high- 
speed rail  system  in  Florida  that  will  link 
Tampa  and  Orlando  by  2009. 

DEEP  POCKETS 

IT'S  AN  AMBITIOUS,  not  to  mention  ex- 
pensive agenda.  But  while  Virgin  Group 
and  its  founder  have  never  been  busier, 
they've  also  never  been  richer.  London's 
The  Sunday  Times  estimates  Branson's 
personal  wealth  at  more  than  $2  billion. 
Credit  that  to  the  success  of  Virgin's 
newest  ventures,  which  account  for  much 


of  the  group's  $450  million  cash 
chest.  Take  Virgin  Blue  Airlines,  the 
tralian  discount  airline  that  Br: 
founded  five  years  ago  with  $8  mill 
Following  a  December,  2003,  flotatioi 
the  Sydney  stock  market  that  valued 
company  at  some  $2  billion,  Brans 
remaining  25.1%  stake  is  worth 
than    $500   million.   Virgin   says 
group's  overall  earnings  before  inte 
tax,  and  depreciation  in  2003  were  $ 
million  on  turnover  of  $8.1  billion 

Entering  the  crowded  and  brut 
competitive  U.S.  airline  market  ma} 
Virgin's  biggest  challenge  yet,  bulging 
fers  or  no.  Discount  carriers,  incluc 
Southwest  Airlines,  JetBlue  Airways, 
AirTran,  are  bigger  and  stronger  than 
before,  with  22%  of  the  overall  marketing! 
the  same  time,  the  network  carriers  Y.  ttss, 
stabilized  their  finances  and  are  figh  ktt<" 
aggressively  to  maintain  market  sh  xr:. 
David  G.  Neeleman,  CEO  of  JetBlue,  wj  [has 
that  it  won't  be  easy  for  Branson  to  ei  nt  \ 
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VIRGIN  ATLANTIC  Flies  to  22  destinations 
worldwide.  In  1999,  Branson  sold  a  49%  of 
the  British  carrier  to  Singapore  Airlines  for 
$1  billion. 

VIRGIN  EXPRESS  The  Brussels-based 
discount  carrier  flies  2.5  million 
passengers  to  18  European  cities. 
Currently  in  merger  discussions 
with  Belgium's  SN  Brussels 
Airlines,  the  publicly  traded 
airline  is  expected  to  post  a 
2003  loss. 

VIRGIN  BLUE  Founded  five  years 
ago  with  $8  million  from  Virgin, 
the  Australian  no-frills  airline's 


IPO  last  December  valued  it  at  $2  billion  & 
Branson's  25.1%  stake  is  currently  worth  K: 
more  than  $500  million.  ^ 

VIRGIN  RAIL  Runs  two  of  Britain's  main 
train  lines  as  a  joint  venture  with  British 

transport  company  Stagecoach.f'  W 

VIRGIN  MOBILE  Launched  five 
years  ago,  the  mobile  company 
has  over  5.8  million  customers 
Britain,  the  U.S.,  and  Australia. 
Branson  plans  to  spin  off  the 
British  unit,  worth  an  estimatec 
$2  billion,  with  an  IPO  by 
yea  rend. 
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JetBlue.  "This  is  not  Australia  with 
ett  (a  now  defunct  carrier)  going  out  of 
ness,"  he  says.  "This  is  hand-to-hand 
libat  over  here.  It's  very  tough." 
ver  the  optimist,  Branson  thinks  the 
p  has  never  been  better  to  start  a  U.S. 
ifne.  With  the  majors  downsizing 
r  fleets  and  staff,  he  believes  there's 
)le  opportunity  to  recruit  top  talent 

start  with  reasonable  labor  costs. 

low  interest  rates  are  pushing  down 
Lfcost  of  buying  or  leasing  planes, 
irgin's  likely  strategy  will  be  to  fill  in 
gaps  left  by  Southwest  and  JetBlue 
ler  than  compete  head  to  head.  De- 
bed  by  Branson  as  "low-cost,  high- 
s,"  Virgin  USA  will  copy  Virgin  At- 
ic's  whizzy  technology,  superior 
ice,  and  innovative  in-flight  enter- 
ment.  "The  product  will  be  sexy,"  says 
ices  Farrow,  CEO  of  Virgin  USA  Inc., 
group's  American  business-develop- 
lt  and  management  arm.  "Not  like 
thwest  but  more  like  a  JetBlue  Plus." 
/hat  everyone  really  wants  to  know  is 
i  will  be  Virgin's  U.S.  partner.  Under 

law,  foreigners  may  own  up  to  49%  of 


the  equity  and  25%  of  the  voting  rights  in 
any  U.S.  carrier.  Ever  since  Virgin  made  its 
intentions  known  late  last  year,  several 
U.S.  airlines,  aviation  companies,  and  pri- 
vate-equity firms  have  expressed  interest. 
Talks  between  Virgin  and  US  Airway 
Group  about  acquiring  some  of  the  ailing 
carrier's  assets  have  foundered,  say  those 
familiar  with  the  deal.  So  Virgin  is  expect- 
ed to  start  from  scratch,  backed  by  deep- 
pocketed  U.S.  investors.  "We  are  in  the 
lucky  position  of  having  had  a  great  deal  of 
interest  from  investors,"  Farrow  says. 

A  HANDFUL  OF  DUDS 

EVEN  IF  THE  U.S.  airline  venture  flops, 
Branson  has  other  ways  to  make  money. 
He  is  considering  taking  his  profitable 
British  cell-phone  company  Virgin  Mo- 
bile Telecoms  Ltd.  public.  It  is  Britain's 
fifth-largest  but  fastest-growing  mobile 
company,  with  3.7  million  subscribers. 
Analysts  value  the  British  unit  at  $2  bil- 
lion. Not  bad  considering  that  Virgin's  to- 
tal investment  in  the  project  to  date  is  $75 
million.  Virgin  Mobile  USA,  launched  in 
2001  as  a  venture  with  Sprint  PCS  Group, 


is  expected  to  be  in  the  black  by  yearend. 
In  November,  Sprint  and  Virgin  valued 
the  business  at  $650  million,  making 
Branson's  50%  stake  worth  more  than 
double  his  initial  investment. 

The  mobile  businesses  are  vintage  Vir- 
gin. Branson  runs  the  group  as  a  "brand- 
ed venture-capital  firm."  He  supplies  the 
brand,  a  small  initial  investment,  and 
takes  majority  control  while  big  name 
partners  stump  up  the  cash.  "We  haven't 
had  any  dramatic  failures,"  Branson  says. 
There  have,  however,  been  some  duds. 
Virgin  Cola,  Virgin  Vodka,  and  Virgin 
Cosmetics  have  all  but  disappeared. 
Branson  just  sold  the  loss-making  Virgin 
Cars,  a  British  auto  dealership. 

Not  to  worry.  Other  ventures  beckon.  A 
film  based  on  Branson's  best-selling  au- 
tobiography, Losing  My  Virginity,  is  set  for 
release  in  2005.  Not  only  will  Branson  get 
a  percentage  of  the  ticket  sales  but  heart- 
throb Jude  Law  is  being  tapped  to  play 
the  man  himself.  Maybe  you  can  catch  the 
movie  on  a  Virgin  USA  flight.  ■ 

-By  Kerry  Capell  in  London,  with 
Wendy  Zellncr  in  Dallas 
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CHINESE  REFORM 
PICKS  UP  SPEED 

Beijing:  is  making  smart  moves, 
but  baa  loans  are  still  a  big  problem 


OMETHING  EXTRAORDI- 
nary  appears  to  be  hap- 
pening inside  the  Chinese 
government.  While  Bei- 
|  jing  has  long  paid  Up  serv- 
ice to  the  notion  of  clean- 
ing up  its  banks  and  stock 
markets,  until  recently  central  authorities 
have  been  too  busy  unshackling  private 
enterprise  to  turn  their  attention  to  the  fi- 
nancial sector.  Now,  the  regime  seems 
poised  to  launch  serious  financial  re- 
form—the faster  the  better. 

On  Feb.  4,  the  all-powerful  State  Coun- 
cil called  for  broad  changes,  from  trading 
state-held  shares  in  companies  to  liberat- 
ing investment  rules  for  pension  funds.  A 
week  later,  the  central  bank  renewed  talk 
of  a  partial  revaluation  of  the  yuan.  On 
Feb.  16,  Britain's  HSBC  Holdings  PLC  got 
permission  to  underwrite  domestic  bond 
issues— the  first  foreign  bank  allowed  in 
the  market.  And  at  month's  end,  Hong 
Kong  banks  got  the  green  light  to  accept 
deposits  in  yuan,  a  small  but  key  step  in 
making  China's  currency  convertible. 

Whew.  "This  is  a  really  fast  pace  of  re- 
form," says  Nicole  Yuen,  head  of  China 
equities  at  Swiss  bank  UBS  in  Hong 
Kong,  who  sits  on  the  China  Securities 
Regulatory  Commission.  And  financial  re- 
form is  likely  to  top  the  agenda  at  the  an- 
nual National  People's  Congress,  opening 
Mar.  5  in  Beijing. 

Why  have  the  Chinese  suddenly  decid- 
ed to  put  the  pedal  to  the  metal?  The  an- 
swer is  pan  comforting,  part  scary.  The 
comforting  part:  Authorities  seem  gen- 
'  uinely  determined  to  create  a  real  finan- 
cial system,  one  that  raises  capital  effi- 
ciently'and  directs  it  to  the  best 
companies.  The  scary  part:  The  focus  on 
finance  suggests  that  Beijing  believes 
problems  with  dud  loans  and  ballooning 
credit  are  getting  out  of  control  again. 

One  big  hint  of  the  rising  level  of  con- 
cern: On  Feb.  10,  Premier  Wen  Jiabao  told 
top  financial  officials  at  an  annual  con- 
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clave  that  "there  are  many  problems  and 
pitfalls  in  the  finance  system"  that  need 
correcting.  The  fact  that  Wen  is  publicly 
addressing  the  problem,  says  China 
watcher  Nicholas  R.  Lardy  of  the  Institute 
for  International  Economics  in  Washing- 
ton, is  significant.  "Finally  we  have  seen  a 
sea  change,"  Lardy  says. 

One  issue  of  great  concern  is  the  pileup 
in  new  loans.  Lending  last  year  hit  $350 
billion— up  21%  from  2002.  And  the 
money  supply  grew  almost  20%  in  2003. 
The  result  has  been  a  surge  in  economic 
activity— much  of  it  investment  in  proj- 
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China's  Big  Bang? 

Beijing  has  recently  given  its  rickety 
financial  system  a  series  of  boosts 

DEC  31  Injects  $45  billion  to  recapitalize 
Bank  of  China  and  China  Construction  Bank 

FEB.  4  State  Council  study  calls  for  equity  reforms, 
including  sell-off  of  state-held  shares 

FEB.  10  Government  hints  that  the  yuan  will  be 
revalued  in  coming  months 

FEB.  16  HSBC  is  first  foreign  bank  allowed  to 
underwrite  Chinese  bonds 

FEB.  i    Hong  Kong  banks  begin  taking  yuan  deposits 


ects  of  dubious  value.  Some  obse: 
fear  that  many  of  those  new  loans 
bad— and  that's  the  last  thing  Be 
needs.  After  years  of  state- directed  1< 
ing,  Standard  &  Poor's  estimates  that 
na's  bum  loans  already  total  $860  bill 
Wen  &  Co.  late  last  year  starte 
clamp  down  on  credits  to  hot-growtl 
dustries  such  as  steel,  autos,  and  rea 
tate  to  prevent  overinvestment, 
longer  term,  the  country's  mandarin: 
alize  that  they  need  a  system  that  can 
out  on  its  own  what  companies  des< 
capital.  This  should  happen  before  2( 
when  World  Trade  Organization  r 
mandate  that  China  grant  foreign  b 
full  privileges.  "The  government  is  n 
feeling  the  pressure  to  get  things  goi 
the  runup  to  2006,"  says  Joan  Zh 
China  economist  at  J.P.  Morgan  Cha; 
Co.  in  Hong  Kong. 

COUNTING  ON  INVESTORS 

BANKS  ARE  A  BIG  focus  of  attention, 
and  Bank  of  China,  for  instance,  are  b* 
prepared  for  global  listings.  When  tl 
stocks  are  traded,  the  government  ho  ^  c 
investors  will  pressure  the  banks  to  c.    i 
up  their  tattered  loan  books  and  imp:  *" 
their  lending  practices.  At  the  same  ti  r  - 
allowing   foreign   invests^ 
greater    access   to    Chi 
stock  markets  is  expecte 
force  tougher  standards  c 
Chinese     companies 
want  to  float  their  shares, 
state  will   also   release 
massive  reserve  of  share 
hundreds  of  companies 
allow  them  to  be  tradec 
key  step  in  getting  the  \ 
eminent  out  of  business 
The  outlines  of  the  \ 
are  getting  clearer  every 
Execution,  obviously,  is 
other    matter.    UBS'    Y 
points    out    that    Chi  rt 
labyrinthine  bureaucrac 
certain  to  slow  things  dc  W 
For  instance,  one  propc  j 
reform— expanding 
range  of  investments  in 
ers  can  make— requires  r 
tiple  approvals.  And  effor 
sell  off  bad  loans  have 
spotty.  "This  is  still  China  | 
ter  all,"  Yuen  says.  Bu 
complete  reform  of  the  fir 
rial  system  is  too  mucl 
hope  for,  it's  dear  that  Wefc 
ready  to  bring  all  the  po  | 
of  the  government  to  bea  tL 
-By  Frederik  Balfoi 
Hongh 
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Jheap  Oil?  Forget  About  It 

uprising  OPEC  discipline  and  global  recovery  could  well  keep  prices  high 


HEN  THE  TOPIC  of  rising 
oil  prices  comes  up,  an 
easy  explanation  leaps  to 
mind:  a  gathering  global 
recovery,  boosted  by  surg- 
*  demand  from  the  U.S.  and  especially 
ana,  is  behind  the  runup.  That's  true— 
t  it's  not  the  whole  truth.  There's  a  lot 
)re  going  on  behind  the  scenes  in  the 
^bal  market.  The  factors  at  play  involve 

tything  from  hedge-fund  activity  to 
needs  of  Persian  Gulf  economies  to 
unexpected  strength  of  OPEC.  Taken 
.'ther,  they  could  spell  a  new  era  in 
jricing. 

TEC's  ability  to  stand  firm  has  been 
most  surprising  development.  Ever 
e  the  cartel  rediscovered  discipline  in 
9  to  reverse  a  price  collapse,  analysts 
(dieted  it  would  soon  lose  its  grip  and 

!i  prices  tumbling  back  to  a  $20-per- 
■el  long-run  average.  Five  years  later, 

retreat  still  hasn't  happened.  With  prices  for  U.S.  bench- 
k  crude  stuck  at  about  $35  per  barrel,  some  industry  ex- 
ts  are  starting  to  talk  about  a  new  paradigm,  where  the  price 
■ages  closer  to  $30  than  $20.  "We  are  becoming  more  con- 
ted  that  some  profound  changes  have  happened  in  both 
ply  and  demand,"  says  Paul  Horsnell,  head  of  energy  re- 
fch  at  Barclays  Capital  Inc.  in  London, 
inergy  prices  are,  of  course,  volatile,  and  predicting  where 
r're  headed  is  a  fool's  game.  But  not  only  has  the  average 
e  of  benchmark  West  Texas  Intermediate  remained  above 

per  bbl.  for  four  years  running,  but  the  whole  oil  price  fu- 
s  curve  has  moved  up.  The  price  for  delivery  as  far  away  as 
.  31,  2010,  is  $2731  per  bbl.  That's  a  clear  sign,  Horsnell 
:ons,  that  the  "long-held  belief  in  a  long-run  price  fixed  be- 
en $18  and  $21  per  bbl.  has  been  abandoned." 
esides  global  demand,  a  convergence  of  forces  is  working  to 
3  prices  up.  Under  the  tutelage  of  Saudi  Arabia's  oil  minis- 
Ali  Al  Naimi,  OPEC  officials  have  become  a  lot  more  adept 
:  lanaging  the  oil  market  and  keeping  inventories  at  bottom- 
i  ping  levels.  A  change  in  Saudi  attitudes  is  also  apparent.  It 
i  ns  hard  to  believe  now,  but  the  Saudis— by  far  the  most  in- 
i  ntial  OPEC  member— used  to  worry  that  costly  oil  would 
i  Le  their  customers  conservation-minded.  In  the  age  of  the 


ubiquitous  gas-guzzling  sport-utility  vehicle,  the  Saudis  appear 
to  have  abandoned  those  concerns.  How  could  one  draw  any 
other  conclusion  from  OPEC's  Feb.  10  announcement  of  a  pro- 
duction cut— at  a  time  when  prices  were  at  a  high  $33  per  bar- 
rel? Al  Naimi  says  the  reduction  was  to  head  off  a  future  glut 
and  that  the  OPEC  target  is  now  $25  per  bbl.  But  Roger  Diwan, 
an  analyst  at  Washington  consultants  PFC  Energy,  says  Saudi 
behavior  is  more  indicative  of  a  $35-per-bbl.  goal. 

Further  sparking  the  market  are  investors,  particularly 
hedge  funds,  which  have  been  piling  into  oil  and  other  com- 
modities, pushing  up  prices.  Hedge  funds  are  attracted  by  the 
volatility  of  the  oil  markets;  they  can  make  money  when  the 
price  lurches  up  or  down.  OPEC  is  well  aware  that  investment 
by  hedge  funds  is  a  two-edged  sword.  If  the  funds  suddenly 
get  spooked  and  liquidate  their  contracts, 
they  can  drive  down  the  price  several  dol- 
lars a  barrel  in  a  wink.  For  now,  the  fun- 
damentals are  working  in  the  cartel's  fa- 
vor. With  economic  recovery  kicking  in 
and  the  U.S.  shuddering  through  a  cold 
winter,  consumers  are  burning  all  the 
$30-per-bbl.  oil  they  can  get.  In  China,  oil 
consumption  is  growing  at  an  18%  clip  so 
far  this  year. 

The  test  for  OPEC  could  come  this 
spring,  when  oil  consumption  typically 

Tf»H  0*P  ^n  Jan'  ^  ^e  Paris"Dase^  Interna- 

jn.CLl^C  tional  Energy  Agency  forecast  that  de- 

ft ITl CIS  mand  for  OPEC  crude  would  dwindle  in 

the  second  quarter  to  23.3  million  bbl. 
per  day— far  less  than  January's  estimat- 
ed production  of  26.4  million.  OPEC  in- 
lOrUT  OH  siders  think  the  IEA  estimate  too  low,  but 

•1    Q-pri  q         they  take  it  seriously.  By  announcing  a 
LU  c  big   production   cut   in   mid-February, 

OPEC  signaled  that  it  is  determined  to 
keep  prices  up.  So  far  the  gambit  has 
worked.  "OPEC  has  shown  once  again 
that  it  can  manage  expectations,"  says 
Adam  Sieminski,  an  oil  analyst  in  London. 

Some  analysts  think  OPEC  is  playing  with  fire.  If  the  cartel 
miscalculates,  a  spike  in  oil  prices  could  come  right  around  the 
time  of  November's  U.S.  Presidential  election,  heightening  ten- 
sions with  OPEC's  most  important  customer.  "Unless  there  is  a 
fairly  significant  buildup  in  inventories  in  the  second  quarter, 
the  possibility  of  a  real  price  breakout  is  high,"  says  Edward  L. 
Morse,  senior  adviser  at  New  York  energy  trading  firm  Hetco. 
But  don't  bet  on  OPEC  loosening  its  grip  just  yet.  It  may  take  a 
global  recession  before  the  new  model  shows  any  strain.  ■ 

March  8.  2004  I  BusinessWeek  I  47 


LS, 

which  are 
on 
[?area 
wildcard 


Introducing  nothing.  No  spam.  No  email  fraud.  Just  the  messages  you  want.  Like  now.  Instead  of  big, 


! 


© 

E 
o 


,ee  is  clean,  white  space.  If  you  like  it  here,  you'll  love  it  in  your  inbox.      (jjj  lylailFrOntlCr 

Email  is  good  again. 


NeWS  International  Outlook 


EDITED  BY  ROSE  BRADY 


Putin  May  Be  Clearing 
A  Path  Toward  Change 


WAS  IT  A  REFLECTION  OF  HIS  autocratic  streak?  Or  a  sign  that  Russian 
President  Vladimir  V.  Putin  wants  to  get  a  head  start  on  reforms 
planned  for  his  second  term,  after  his  widely  anticipated  landslide 
reelection  victory  on  Mar.  14?  That's  the  chatter  among 
Moscow's  political  set  after  Putin  dismissed  his  entire  govern- 
ment on  Feb.  24,  more  than  two  weeks  be-     Khodorkovsky,  they  are  staying  far  from 


fore  the  Presidential  vote. 

The  inscrutable  Putin's  motives  are  al- 
ways hard  to  read.  But  there's  no  doubt 
that  the  dismissal  sweeps  away  the  last  po- 
litical vestige  of  the  Yeltsin  era,  Prime  Min- 
ister Mikhail  B.  Kasyanov,  who  was  linked 
to  controversial  business  oligarchs  such  as 
jailed  Yukos  Chairman  Mikhail  Khodor- 
kovsky. That  opens  the  way  for  Putin  to  put 
his  stamp  on  his  next  administration  un- 
encumbered by  holdovers  from  the  past— 
and  to  ask  voters  for  a  clear  mandate. 

Vanishing  Tycoons 

MOSCOW  IS  ASTIR  with  speculation  over 
whom  Putin  will  nominate  as  prime  minis- 
ter in  the  days  before  the 
vote.  While  some  Russians 
fear  he  will  favor  the  silovi- 
ki— officials  from  the  mili- 
tary and  security  services 
whose  importance  rose  in 
his  first  term— more  are 
betting  that  Putin  will  tap 
an  economic  reformer  as 
prime  minister.  Insiders 
say  Alexei  Kudrin,  the  out- 
going finance  minister  and 
Putin's  friend  from  St.  Pe- 
tersburg days,  could  be  the 
President's  choice. 

That  would  reassure  ^^^^ 
business  but  not  erase  all 
of  its  concerns.  Some  big  companies  fear 
that  Putin  could  open  more  investigations 
into  past  business  dealings— like  the  probe 
that  led  to  Khodorkovsky's  October  arrest 
on  tax-evasion  charges.  "Of  course,  busi- 
ness is  afraid,"  says  Evgeniy  Yuriev,  presi- 
dent of  investment  bank  Aton  LLC  and 
chairman  of  lobby  group  Business  Russia. 

But  the  country's  tycoons  have  been  go- 
ing out  of  their  way  to  ensure  that  they 
don  t  cross  Putin.  Unlike  the  ambitious 
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PUTIN  Will  he 
appoint  a 
reformist  Prime 
Minister? 


politics.  As  long  as  they  continue  to  do  so, 
Yuriev  and  other  observers  predict  that  the 
President  won't  go  after  more  oligarchs 
and  will  instead  opt  for  a  reform  blitz  after 
the  election.  Putin  wants  to  slash  bureau- 
cracy, cut  the  red  tape  that  entangles  small 
businesses,  toughen  financial  regulations 
to  boost  trust  in  the  banks,  develop  a  mort- 
gage market,  and  slowly  start  to  repair  bat- 
tered health  and  education  systems.  To 
boost  living  standards  further,  Putin  needs 
more  economic  growth— even  beyond  last 
year's  7.3%.  Despite  six  years  of  expansion, 
some  25%  of  Russians  live  in  poverty.  And 
the  economy  is  too  resource-dependent: 
The  World  Bank  says  oil  and  gas  production 
account  for  one-quarter  of 
gross  domestic  product 

Many     Russian      and 
Western  investors  are  opti- 
mistic     about      Putin's 
chances   for   accelerating 
economic  reform.  He  en- 
joys 80%  popularity,  and 
his  proposals  will  probably 
sail  through  the   Duma, 
which  is  controlled  by  the 
pro-Putin  United  Russia 
party.  "We're  expecting  some  signifi- 
cant improvements  in  the  investment 
climate,"  says  Igor  Jurgens,  vice-presi- 
dent of  the  Russian  Union  of  Industri- 
alists and  Entrepreneurs. 
A  bigger  problem  will  be  preparing  Rus- 
sia for  the  transition  after  Putin's  second 
term.  Russia's  current  stability  is  too  cen- 
tered on  his  persona.  If  Putin  wants  to 
build  a  European  capitalist  democracy,  as 
he  claims,  he  needs  to  strengthen  Russia's 
civil  institutions,  from  its  political  parties  to 
its  media.  That  may  be  the  Russian  Presi- 
dent's real  challenge  over  the  next  four 
years— whether  he  realizes  it  yet  or  not.  ■ 
-By  Jason  Bush  in  Moscow 


GLOBAL 
WRAPUP 

MORE  WARNING  SIGN  I 
FOR  EUROPE'S  ECONi 

BUSINESS  CONFIDENCE  fj 
across  the  euro  zone  in 
February,  suggesting  that  d 
Continent's  feeble  economil 
recovery  may  be  running  oi 
steam.  In  Germany,  the  lar§ 
European  economy,  the  clo \ 
watched  Ifo  index  declined 
the  first  time  in  ten  months 
the  strong  euro  took  its  toll  1 
business  optimism.  The  Ifo  [ 
findings  suggest  that  outpu  j 
will  peak  in  the  second  qua 
before  starting  to  decline, 
economists  say.  That  prosp^ 
has  set  alarm  bells  ringing 
among  politicians.  Germanl 
Economics  Minister  Wolfga 
Clement  is  demanding  that 
European  Central  Bank  cut| 
interest  rates  to  boost  the 
economy.  The  ECB's  key 
interest  rate  is  2%— twice 
as  high  as  the  comparable 
U.S.  rate. 

FRENCH  ASSETS  ARE 
BACK  ON  THE  BLOCK 

WITH  THE  stock  market 
rebounding,  France  is  dusti 
off  privatization  plans  at  rm 
state-owned  companies.  Th 
government  announced  on 
24  that  it  will  publicly  float 
"substantial"  part  of  its  97" 
holding  in  aerospace  group 
Snecma  before  summer,  wh 
retaining  a  majority  stake. 
Snecma's  listing  had  been 
hold  since  2001  because  oi 
market  conditions.  The 
government  also  is  expectec 
proceed  soon  with  long-aw£ 
share  sales  at  Air  France  and 
France  Telecom,  ending  its 
majority  control  of  both 
companies.  Nuclear  power 
group  Areva  also  is  set  for 
partial  privatization.  The 
government  hopes  the 
privatizations  will  help  close 
budget  deficit  that  topped  $ 
billion,  or  4%  of  gross  dome 
product,  last  year. 
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Northrop's 
Heavy  Artillery 

Folding  in  Litton,  TRW,  and  Newport  News, 
Shipbuilding  has  paid  off  mightily 


HE  INK  WAS  BARELY  DRY 
on  Northrop  Grumman 
Corp.'s  December,  2002, 
acquisition  of  TRW  Inc. 
when  the  company  began 
marshaling  its  newly  ac- 
quired troops  for  their  first 
big  campaign.  The  target  was  an  eight- 
year  contract  to  build  the  Pentagon's  new 
Kinetic  Energy  Interceptor,  a  Star  Wars- 
like  antimissile  system  that  aims  to  de- 
stroy enemy  rockets  shortly  after  takeoff. 
Separately,  Northrop  and  TRW  had  both 
passed  on  the  project,  thinking  they 
couldn't  compete  head  to  head  with  mis- 
sile-defense leaders  Boeing  Co.  and 
Lockheed  Martin  Corp. 

That  changed  with  the  merger.  North- 
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rop  put  together  a  team  of 
people  from  six  of  its  seven 
divisions,  including  special- 
ists in  defense  electronics,  in- 
formation technology,  satel- 
lites, and  shipbuilding.  A 
former  TRW  office  in  Vir- 
ginia was  put  in  command 
of  the  project,  and  reinforce- 
ments were  sent  from  across  the  country. 
The  effort  paid  off:  Northrop  scored  a 
surprise  victory,  winning  the  $4.5  billion 
contract  last  December  and  vaulting  the 
company  past  its  own  sales  targets.  "That 
award  blows  away  all  of  our  assumptions 
of  revenue  synergies,"  crows  Northrop's 
Chairman  and  CEO  Ronald  D.  Sugar. 
Synergy.  It  has  become  a  dirty  word  in 
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The  Best  Performers 


SUGAR  We're  "like  Corporate  Amc 

an  orchestra.  an     elusive 

We've  got  all  the  used  to  justify 

instruments''  dreds    of    m  ■ 

ceived  mergers  f 
Northrop,  based  in  Los  Angeles,  is 
ing  that  it  is  possible  to  acquire  a  sld 
companies  and  leverage  their  strengt| 
land  business  none  of  them  could 
gotten  separately.  Synergy  is  becoi| 
more  valuable  than  ever,  as  military  ] 
ners  move  to  favor  companies  thai) 
coordinate  the  development  of  coi 
armaments  on  their  own,  without] 
Pentagon  dealing  directly  with  sul 
tractors.  Once  known  mainly  for  thtl 
Stealth  Bomber,  Northrop  has  becoi 
major  player  in  software  and  informJ 
technology,  the  largest  shipbuilder  fcl 
U.S.  Navy,  the  builder  of  the  James  \1 
telescope— successor  to  NASA's  Hublf 
and  is  looking  to  score  big  in  missil^ 
fense  systems  for  commercial  airline 

TOEING  THE  LINE 

NORTHROP  HAS  SNAPPED  up  16 
companies  in  the  past  10  years,  inch 
TRW,  Litton  Industries,  and  Nev 
News  Shipbuilding.  By  now,  integral 
them  into  the  fold  is  down  to  a  sciti 
Each  must  conform  to  a  carefully  orcl 
trated  plan  of  integration  listing  nf 
400  items,  from  how  press   rekl 
should  be  issued  to  which  accouij 
software  to  use.  And  unlike  its  big  delj 
rivals  at  Raytheon  or  Boeing,  Nor 
managers  haven't  stumbled  with  ai| 
the  acquisitions.  "They  have  a  long  ] 
ry  of  drawing  a  box  around  what 
need  and  finding  it,  rather  than  findi| 
and  justifying  it  later,"  says  Jon  B.  R\ 
chairman  of  investment  banker  Jet 
Quarterdeck.  "When  you  do  that,| 
avoid  a  lot  of  mistakes." 

Sugar,  a  defense  industry  veteran  j 
previously  worked  at  1 
Northrop's    acquisitiol 
Litton  and  TRW— now  r| 
ages  a  company  largelj 
ated    by   his    predece| 
Kent  Kresa.  In  the 
1990s,  Kresa  correctly  al 
ipated  that  the  Penul 
would  focus  less  on  tl 
and  planes  and  morel 
space  and  warfare  information  techr| 
gy.  Coupling  traditional  armaments 
strength  in  those  fields,  he  figured, 1 
give  Northrop  a  leg  up.  After 
stepped  down  last  April,  he  left  his  h  J 
picked  successor,  Sugar,  to  carry  or 
strategy.  "We're  very  much  like 
chestra,"  Sugar  told  his  employees| 
September.  "We've  got  all  the 
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ments.  Our  challenge  is  to  make  North- 
rop Grumman  sing." 

So  far,  the  tune  has  caught  on.  Thanks 
largely  to  the  TRW  acquisition,  sales  at 
Northrop,  No.  50  on  last  year's  BW50— 
BusinessWeek's  list  of  the  top-performing 
large  public  companies— jumped  52%  in 
2003,  to  $26.2  billion.  Operating  income 
rose  at  a  similar  rate,  to  nearly  $2  billion. 
Northrop's  existing  businesses  enjoyed  a 
strong  13%  increase  in  sales.  One  weak 
spot:  Earnings  per  share  dipped  24%,  to 
$432,  because  of  noncash  expenses  relat- 
ed to  Northrop's  pension  fund.  But  Sugar 
anticipates  a  rebound  this  year,  with  earn- 
ings hitting  $575  a  share.  Over  the  five 
years  ended  Jan.  29,  Northrop  stock  has  re- 
turned investors  13.4%  annually,  com- 
pared with  a  3.3%  yearly  gain  in  the  Stan- 
dard &  Poor's  Aerospace  &  Defense  Index. 


CUTBACKS  COMING? 

MANY  DEFENSE  analysts  think 
that  Pentagon  spending  will  soon 
plateau.  The  next  Administration, 
worried  about  budget  deficits, 
could  even  ratchet  down  Pentagon 
spending.  "If  Bush  loses,  all  bets 
would  be  off.  We'd  probably  be  cut- 
ting back  on  such  things  as  missile 
defense  and  ships,"  says  Paul  H. 
Nisbet,  an  analyst  with  JSA  Re- 
search, an  independent  defense 
stock  research  firm.  He  notes  that 
some  Democrats  already  want  to 
cancel  a  new  attack  submarine  that 
Northrop  is  building  with  General 
Dynamics.  With  30  planned,  at 
about  $2  billion  each,  that  would 
represent  a  serious  blow.  Sugar, 
nevertheless,  is  betting  on  5%-to- 
7%  growth  in  military  procure- 
ment for  the  rest  of  the  decade, 
with  Northrop's  growth  exceeding 
that  Td  like  to  tell  you  the  world 
is  getting  safer,  but  I  don't  see  it," 
says  Sugar. 

The  CEO  is  counting  on  continu- 
ing cross-pollination  among  North- 
rop's businesses  to  fuel  earnings 
growth.  The  company's  shipbuild- 
ing business,  which  it  entered  by 
buying  Litton  in  2001,  offers  a 
model.  On  its  own,  Litton  didn't 
have  the  ability  to  integrate  all  the 
components  the  military  wanted 
on  a  new  class  of  destroyers.  As 
part  of  Northrop,  however,  it  had 
access  to  software,  electronic  com- 
ponents, and  the  stealth  technolo- 
gy from  its  B-2.  That  worked  in  its 
favor  as  it  bid  against  General  Dy- 
namics Corp. 

Northrop  moved  quickly  to  inte- 


grate the  operations  at  Litton's  two  poor- 
ly performing  shipyards  into  a  coherent 
unit.  The  Avondale  shipyard,  in  New  Or- 
leans, had  a  subpar  safety  record  and  a 
history  of  bad  labor  relations.  Ingalls,  in 
Mississippi,  had  stumbled  badly  with  a 
late-1990s  diversification  into  cruise  ship 
manufacturing.  Under  the  command  of 
Philip  A  Dur,  a  former  rear  admiral, 
Northrop  set  about  fitting  the  yards  into 
the  Northrop  mold.  He  shifted  responsi- 
bility for  key  departments  such  as  re- 
search and  development  and  quality  con- 
trol to  New  Orleans,  opened  contracts 
with  Avondale's  unions  two  years  early, 
and  even  hiked  pay. 

Once  the  shipyards  were  functioning 
well,  the  payoff  came:  The  Litton  ship- 
yards, along  with  Newport  News  Ship- 
building, acquired  a  year  later,  have 


The  Stealth  Destroyer 

The  futuristic,  $1.4  billion  DD(X)  destroyer  is  being  built  by 

Northrop's  ship-systems  division  in  Mississippi.  But  it 

incorporates  other  Northrop  technologies,  including 

techniques  for  making  it  hard  to  detect. 


DECKHOUSE  Northrop's  aircraft  and  electronic  systems 
units  are  building  radar  and  communications 
equipment  into  the  ship's  walls,  which  will  be 
constructed  of  airplane  composite  materials.  That 
limits  the  ship's  visibility. 


PROPULSION  Borrowing  from  Northrop's  Newport  News 
Shipbuilding  division,  the  DD(X)  is  powered  by  a  newly 
developed  quiet  and  fuel-efficient  electric  motor. 


HULL  Rather  than  using  a  standard  V-shaped  hull, 
Northrop's  ship-systems  unit  made  the  DD(X)'s  sides 
slant  away  from  the  deck.  That  helps  deflect  radar-a 
nod  to  the  company's  B-2  Stealth  bomber. 


GUNS  Northrop's  information  technology  division  is 
testing  the  software  that  will  operate  the  two 
155-millimeter  guns,  which  can  fire  12  satellite-guided 
shells  per  minute,  up  to  a  distance  of  100  miles. 
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snared  two  contracts  that  should  keel 
company's  bottom  line  afloat  for  yeaJ 
April,  2002,  the  U.S.  Navy  chose  thej 
lead  a  $2.9  billion  design  for  a  new 
of  destroyers  and  small  boats  c| 
DD(X).  That  success  was  repeated 
the  company  won  a  U.S.  Coast 
contract  worth  $11  billion  in  June, 
to  modernize  its  fleet  "It  really 
down   to   individual   contracts, 
whether  they  bid  them  correctly  am 
low  through  on  execution,"  says  Jc 
Pike,  director  of  think  tank  GlobalS« 
ty.org.  "Boeing  bid  wrong.  Lockhe 
bad  execution.  We  haven't  seen  any  < 
those  problems  yet  from  Northrop."  | 

'SPACE  CADET' 

MORE  BIG  AWARDS  could  come  J 
year.  Northrop  is  vying  for  the  hi 
$200  million  award  for  the  SI 
Based  Radar,  a  set  of  USI 
Force  reconnaissance  satell 
as  well  as  the  contract  for  thej 
E-10A  command  and  control 
craft.  It  is  also  angling  to  \* 
competition  to  outfit  commc 
airliners  to  deflect  shoulder-! 
missiles.  Northrop,  whose  d^ 
uses  a  laser  to  track  and  cor 
missiles,  was  one  of  three  i 
nies  chosen  by  the  Homeland 
fense  Dept.  in  January  to  exj 
the  technology. 

Sugar,  55,  was  drawn  tc 
possibilities  in  the  defense 
ness  at  a  young  age.  The  scl 
beauty  parlor  owners,  he  grei 
in  southern  California  and[ 
inspired  in  grade  school  b} 
Sputnik  launch.   "I   beca 
young  space  cadet,"  he 
earned  his  doctorate  in  elect 
engineering  from  the  Unive 
of  California  at  Los  Angeles 
and  went  to  work  immedk 
designing  military  satellite:] 
the  Aerospace  Corp.,  a  spin-< 
TRW.  He  spent  20  years  at 
before  being  passed  over  fo  I 
top  spot  and  jumping  to  Littcl 
president.  At  the  time,  therel 
much  talk  of  a  merger  som| 
of  Northrop,  Litton,  and 
"That  was  the  dream  roll-upj 
says.  "The  problem  was  e{ 
body  wanted  to  be  on  top  wh| 
ended."  Northrop,  of  course! 
the  one  that  made  it  to  the| 
Now  it  is  up  to  Sugar  to 
it  there.  ■ 

-By  Christopher  Palml 

Los  Angeles,  with  Stan  (I 

in  Washirl 
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What  is  CEO 
Craig  Barrett 

up  to?  Hint: 

If s  about 

much  more 

than  computers. 


OURS  AFTER  DRIVING  AC! 
Craig  R.  Barrett's  500-acre  Mo  I 
ranch,  the  Intel  Corp.  chief  exe-l 
and  half  a  dozen  of  his  top  exe| 
the  snow  for  a  cross-country 
jaunt  Kicking  off  a  January, 
weekend  retreat,  the  outing 
turned  into  a  grim  slog.  With 
I  setting  and  a  winter  chill  deept 
the  guests  wondered  aloud  whether  it  was  time  to  head  b; 
the  ranch.  But  Barrett  showed  no  signs  of  ending  the  adve 
For  three  hours,  he  plowed  ahead  at  a  pace  that  left  even  the 
of  the  team  bone-weary.  For  Barrett's  lieutenants,  the  me 
was  clear:  Turning  back  was  not  an  option. 

Just  15  months  before  he  hands  the  CEO  job  over  to  Pres 
Paul  S.  Otellini  and  becomes  chairman,  the  64-year-old  Bar  | 
pushing  just  as  hard  to  secure  his  legacy.  After  a  rocky  start 
tenure  in  which  Intel  invested  billions  in  new  businesses 
largely  failed,  Barrett  has  been  racing  to  transform  the  chip  ] 
er.  He  has  since  shaken  up  Intel's  insular,  engineering-drive:| 
ture.  He  has  ignored  the  scorn  of  critics  and  plowed  $28 
into  cutting- edge  plants  and  new  technologies  during 
longest  downturn  in  the  chip  industry's  history.  Today, 
manufacturing,  always  a  cut  above,  is  unrivaled  throughoi 
semiconductor  industry.  "Everybody  thought  Barrett  was  cr 
says  money  manager  Snehal  Vashi  of  Henssler  Equity 
which  counts  Intel  shares  among  its  $1  billion  in  assets. ' 
than  pulling  back,  he  invested  more,  and  that  is  bearing  I 

Now  Barrett  is  planning  a  last  hurrah  that  may  have 
questioning  his  sanity  all  over  again.  At  a  time  when  some  < 
would  be  eyeing  their  pensions,  Intel's  chief  is  launching 
most  ambitious  move  beyond  computers  in  the  company  I 
year  history.  Forget  Intel  Inside.  Think  Intel  Everywhere.  U 
Barrett's  plan,  Intel's  powerful  lineup  of  chips  would  be  the  J 
of  nearly  every  type  of  digital  device  on  the  planet.  Cell  ph< 
Flat-panel  TVs.  Portable  video  players.  Wireless  home  netv. 
ing.  Even  medical  diagnostic  gear.  All  told,  the  company  i< 
geting  10  new  product  areas  for  its  chips,  primarily  in  the 
sumer-electronics  and  communications  markets. 


BY  CLIFF  EDWARDS 


Barrett  is  convinced  now  is  the  time  to  strike  deep  into 
territory.  Communications,  content,  and  consumer  electrojl 
after  years  of  false  starts,  are  rapidly  evolving  from  the  old 
log  world  to  one  of  standardized  digital  products,  the  reahj 
Intel's  power.  Gung-ho  consumers,  surging  broadband  acl 
tion,  and  rapid  declines  in  the  costs  of  hard  drives,  chips,  [ 
other  key  technologies  are  driving  much  of  the  world  to  dij| 
content.  Once  photos,  music,  and  video  take  digital  form, 
become  the  bits  that  Intel's  chips  can  process,  store,  and  I 
across  the  Web.  "Everything  in  the  world  is  going  digrl 
Barrett  says.  "Communications  is  going  digital.  Entertainn| 
is  going  digital.  We  are  able  to  bring  our  expertise  into 
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LAST  HURRAH 

Barrett  (right)  will 
pass  the  reins  to 
Otellini  next'year 
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ent  areas  where  we  really  had  no  unique  capability  before." 
Translation:  Barrett  fully  intends  to  upend  the  status  quo  in 
communications  and  consumer-electronics  markets.  Think  of 
Intel  as  a  silicon  arms  dealer.  By  hawking  cutting-edge  digital 
technologies,  the  chipmaker  will  offer  weapons  that  upstart 
companies  can  use  to  knock  existing  players  for  a  loop,  while 
forcing  entrenched  companies  to  consider  buying  the  same 
weapons.  This  fall,  for  instance,  Intel  plans  to  roll  out  a  chip 
based  on  a  technology  called  WiMax  that  could  be  used  to  de- 
liver high-speed  wireless  Internet  access  throughout  a  small 
city  for  about  $100,000,  one-tenth  the  cost  of  rolling  out  fiber- 
optic lines  today.  Either  cable  and  phone  companies  buy  into 
Barrett's  vision,  or  their  near-monopoly  on  broadband  could 
be  cracked  by  upstarts  using  WiMax.  That's  just  the  tactic  that 
led  to  the  dizzying  popularity  of  Wi-Fi,  a  similar  wireless  tech- 
nology, after  Intel  got  behind  it  last  year. 


IF  INTEL  SUCCEEDS  THIS  TIME,  THE  PAYOFF 
could  be  huge.  The  consumer-electronics,  wireless- 
handheld,  and  communications -equipment  markets 
that  Intel  is  targeting  already  use  $77  billion  worth  of 
semiconductors,  and  Intel  has  less  than  6%  of  that  to- 
tal. If  the  company  can  boost  its  share  to  10%  in  five 
years,  as  some  analysts  estimate,  its  revenues  from 
the  new  markets  would  soar  from  $4.4  billion  now  to  about  $10 
billion.  Add  that  on  top  of  the  11%  growth  expected  in  Intel's 
core  computer-chip  business,  and  Intel's  revenues  would  rise  by 
the  15%  annual  average  that  Barrett  is  targeting.  "They're  one 
of  the  few  companies  in  the  world  that  can  dream  of  doing 
something  that  massive,"  says  analyst  David  Lytel  of  the  in- 
vestment research  firm  Precursor  Group. 

Sound  risky?  A  bet-the-company  gambit?  At  first  blush, 
maybe.  After  all,  Intel  is  investing  about  $2  billion  in  everything 
from  chip  design  to  marketing  to  get  into  these  new  markets. 
But  look  closely,  and  you'll  see  how  shrewd  Barrett's  strategy  is 
in  limiting  the  risk.  As  Intel  pushes  into  new  markets,  it's  doing 
as  the  Romans  did  and  making  sure  that  all  roads  lead  back  to 
the  heart  of  its  empire:  the  computer-chip  business.  If  the  new 
markets  take  off,  they'll  pump  up  demand  for  PCs  and  servers- 
bringing  in  new  revenues  for  Intel  even  if  it  doesn't  win  big  in 
those  new  markets.  Take  portable  media  players,  which  store 
TV  shows  and  movies  on  a  hard  drive.  If  demand  for  them 
booms,  Intel  benefits  because  consumers  will  want  beefier  PCs 
to  handle  all  the  digital  video  they'll  be  loading  onto  their  play- 
ers. If  Intel  sells  the  chips  in  media  players,  too,  Barrett  grabs  a 
share  of  the  trade  in  today's  Carthage  and  Rome.  "With  Craig's 
strategy,  you  get  a  double  hit,"  says  Charles  E.  Young,  an  Intel 
board  member  since  1974  and  University  of  California  at  Los 
Angeles  Chancellor  Emeritus. 

Even  if  one  or  two  initiatives  fizzle,  Intel's  world  won't  come 
crashing  down.  The  company's  core  PC  and  server  business 
should  continue  to  produce  solid  results  in  the  years  ahead.  A 
strong  showing  in  the  computer  businesses  is  the  primary  rea- 
son Intel's  profits  are  expected  to  jump  46%  this  year,  to  $8.2 
billion,  as  revenues  rise  15%,  to  $34.7  billion,  according  to  in- 
vestment bank  Lehman  Brothers.  Still,  those  results  will  be 
boosted  by  an  expected  recovery  in  tech  spending.  Without  help 
from  new  markets,  Intel  risks  being  chained  to  a  slower-growth 
PC  business,  especially  in  light  of  competition  from  a  rejuve- 
nated Advanced  Micro  Devices  Inc. 

There  is  reason  to  be  skeptical  about  Intel's  chances  in  sev- 
eral of  the  new  markets.  The  company's  past  attempts  to  ex- 
pand beyond  the  computer  market  have,  with  few  exceptions, 
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branching  out  beyond  computer  chips  to  make  semiconductors  for  a  host  of 
oducts,  from  portable  video  players  to  flat-panel  TVs.  These  products,  in  turn, 
)ected  to  boost  Intel's  core  PC  and  server  business.  Here's  how: 
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failed.  In  2001,  Intel  backed  out  of  making  cameras  and  other 
consumer-electronics  gear  after  key  customers,  including  Dell 
Inc.  and  Hewlett-Packard  Co.,  complained  that  it  was  compet- 
ing against  them.  And  in  2002,  the  chipmaker  took  a  $100  mil- 
lion charge  when  it  pulled  the  plug  on  a  foray  into  Web  hosting. 
Now,  several  of  Barrett's  bets  are  on  markets  that  depend 
on  unproven  technologies.  Portable  media  players,  for  in- 
stance, may  never  catch  fire  beyond  a  handful  of  eggheads  and 


Now,  Barrett  says,  Intel  is  creating 

products  that  fit  customers'  needs 

instead  of  products  nobody  asked  for 

movie  buffs.  "Where  they  have  the  world's  best  understanding 
of  the  PC  market,  they  may  not  have  the  best  understanding  of 
[consumer  electronics],"  says  Gerard  Kleisterlee,  CEO  of  Roy- 
al Philips  Electronics,  the  Dutch  giant  that  makes  both  semi- 
conductors and  consumer  electronics. 

Even  in  promising  areas  where  Intel  has  made  headway, 
there  have  been  recent  gaffes.  Last  year,  the  chipmaker  tried  to 
push  through  a  nearly  40%  price  increase  for  flash  memory,  the 
chips  that  store  data  after  devices  like  phones  or  PDAs  are 
turned  off.  But  rivals  didn't  follow  suit,  and  analysts  estimate 
that  Intel  forfeited  nearly  $1  billion  in  sales  as  Nokia  and  other 
cell-phone  makers  bought  memory  from  rivals  Samsung  and 
AMD.  Intel  then  tried  to  take  on  Texas  Instruments  Inc.  in  the 
market  for  digital  signal  processors,  one  of  the  key  ingredients 
in  cell  phones.  But  cell-phone  manufacturers  stuck  with  TI, 
since  they  didn't  think  Intel's  product  was  significantly  better. 
Intel  admits  it  misjudged  the  market,  and  rivals  say  Intel  has  a 
steep  learning  curve  outside  PCs.  "What's  the  difference  be- 
tween us  and  Intel?"  asks  Tl's  incoming  CEO,  Richard  K.  Tem- 
pleton.  "We  have  customers." 

Maybe  so,  but  Barrett  knows  a  thing  or  two  about  fortitude. 
After  sprinting  up  five  flights  of  stairs  at  Intel's  Santa  Clara 
(Calif.)  headquarters  with  more  vigor  than  men  half  his  age,  he 
sits  in  an  executive  conference  room  and  explains  why  Intel  will 
succeed  where  it  has  failed  time  and  again.  Working  with 
Otellini,  he  says  he  has  examined  the  threads  of  failure  from  the 
past,  and  the  two  have  woven  together  a  strategy  that  avoids  the 
old  mistakes.  He  claims  the  chipmaker  has  become  more  mar- 
ket-sawy  and  better  equipped  to  pick  its  fights  in  new  markets. 


It  has  forged  closer  ties  with  customers,  working  to  create  I 
ucts  that  fit  their  needs  instead  of  designing  products  1 1 
has  asked  for.  And  with  $13  billion  in  its  coffers,  one 
largest  stashes  in  the  tech  industry,  Intel  can  pour  casl 
sales  and  marketing,  he  says,  persuading  potential  parti  I 
take  its  plans  seriously.  "You  start  to  generate  a  lot  of  en| 
asm  to  get  the  whole  ecosystem  lined  up,"  Barrett  says. 
Building  an  ecosystem  is  not  something  Intel  lea 

chance.  The  com 
venture-capital  am  I 
Capital,  increasing 
being  used  to  seed 
that  help  create  a  ccl 
industry  around  a  I 
Intel  product.  Take  | 
Many  months  befo  j 
chipmaker  launcht 
Centrino  product,  which  combines  the  low-power  PentiJ 
processor  and  a  Wi-Fi  chipset,  Intel  Capital  dedicated  I 
million  to  backing  companies  that  supported  the  wij 
technology.  Among  the  beneficiaries  was  Cometa  Net 
Inc.,  which  created  "hot  spots,"  or  places  where  people 
get  speedy  Wi-Fi  links  to  the  Net.  Intel  followed  up  the  ii| 
ments  with  a  massive  $300  million  global  marketing  ] 
paign  that  set  the  industry  abuzz.  Now  Intel  Capital  is 
the  same  approach  in  its  10  target  markets.  On  Jan.  7,  the| 
ture  unit,  which  holds  stakes  worth  $1.3  billion  in  344  cc 
nies,  created  a  $200  million  fund  to  accelerate  innovatk 
the  digital  home. 


WHAT  MAY  HELP  THAT  SEED  ?| 
ey  take  root  is  that  several  custc 
say  Intel  is  becoming  more  coo  rj 
tive.  In  the  past,  the  chipn  L 
tried  to  establish  standards  foi  ^ 
technologies  on  its  own.  But  re  ^ 
ly,  it  joined  several  standards-se  L_ 
groups,  including  one  for  home-electronics  gear  and  am  ^ 
for  wireless  technology.  In  one  case,  Intel  even  agreed  to  ^~ 
port  a  mobile-phone  technology  developed  by  Nokia  Corp.  ^ 
indicative  of  a  difference  in  how  they're  approaching  the  j... 
ket,"  says  Anssi  Vanjoki,  manager  of  Nokia's  multimedia  g;  ..j. 
Says  Samsung  Electronics  Co.  Senior  Vice-President  Cha  LI 
Hyung:  "Intel  has  certainly  softened  its  stance  and  beco  {X 
cooperative  partner  in  new  markets." 
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ilore  than  anything,  it's  Intel's  manufacturing  that  makes  it 
u-some  force  this  time.  In  late  2002,  Barrett  debated  with 
ward  because  he  wanted  to  keep  investing  heavily  in  new 
ts  while  hanging  on  to  all  of  Intel's  older  plants.  If  the  long 
nturn  persisted,  some  board  members  feared,  that  could 
len  Intel  with  too  much  capacity.  During  a  series  of  board 
tings  that  fall,  Barrett  convinced  the  doubters, 
ow  Intel  looks  ready  to  wage  its  own  campaign  of  shock  and 
.  By  2005,  five  new  factories  will  be  able  to  churn  out  chips 
g  12-inch  wafers  the  size  of  a  dinner  plate,  printed  with  90- 

I  ometer  circuit  lines  just  0.1%  the  width  of  a  human  hair. 

I I  plant  will  slash  chip  costs  in  half  by  producing  2%  times 
e  product  than  older-generation  fabrication  plants.  That 
s  Intel  the  ability  to  produce  1.25  million  processors  a  day— 
iggering  375  million  a  year.  Because  of  the  expense  of  these 
t  rivals  TI,  AMD,  and  IBM  will  have  only  one  plant  each  with 

I  \  advanced  equipment  in  that  time  period.  TI  concedes  that 
apacity  to  produce  the  latest-technology  chips  will  be  limit- 
about  250,000  chips  a  day.  "No  one  can  go  toe  to  toe  with 
I  right  now,"  says  analyst  Joseph  Osha  of  Merrill  Lynch  & 
which  has  done  investment  banking  for  Intel  in  the  past, 
lthough  Intel  is  taking  a  financial  risk  by  investing  so  much 
ipacity,  it's  modest.  The  company's  leading-edge  factories 
be  kept  running  full  tilt,  since  they're  the  most  efficient  and 
capable  of  producing  the  cutting-edge  chips  for  PCs, 
ers,  and  Intel's  other  established  markets.  Intel's  seven  old- 
ants  are  the  ones  that  will  be  used  to  supply  the  new  mar- 
as  well  as  commodity  products  like  memory  chips.  In  the 
st-case  scenario,  with  weak  demand  in  most  of  the  new 
kets,  Intel  may  have  to  shut  two  or  three  of  these  older  fac- 
Since  the  plants  and  equipment  were  paid  off  when  they 


made  PC  chips,  there  would  be  no 
write-offs.  Instead,  Intel  would  sell  off 
the  gear  and  shutter  the  facility,  a 
process  the  company  says  costs  no  more 
than  $5  million  per  plant. 

Most  challenging  among  the  new 
markets  will  be  communications, 
where  Intel's  past  arrogance  alienated 
potential  partners.  In  December,  Barrett 
removed  Ronald  J.  Smith  as  head  of 
Intel's  Wireless  Communications  Busi- 
ness and  folded  the  unit  into  the  Com- 
munications Group,  headed  by  Execu- 
tive Vice-President  Sean  M.  Maloney. 
Barrett's  third  in  command  now  has  the 
monumental  task  of  turning  around  the 
combined  operations,  which  together 
lost  $858  million  last  year  on  $4  billion 
in  revenues. 

After  the  success  of  Wi-Fi,  Maloney's 
next  great  hope  is  for  WiMax.  The  wire- 
less technology  is  similar  to  Wi-Fi  in 
that  it  provides  high-speed  Net  access 
to  computer  users  anywhere  within  the 
range  of  an  antenna.  The  difference  is 
that  while  Wi-Fi's  range  is  200  feet, 
WiMax's  range  extends  to  some  30 
miles.  If  the  technology  works  as  billed, 
a  company  could  put  a  WiMax  node  on 
an  existing  cellular  tower  and  make 
service  available  throughout  metro  St. 
Louis  or  St.  Petersburg  for  as  little  as 
$100,000.  "With  its  much  lower  costs, 
it  catches  the  vision  of  all  the  operators,"  says  Zvi  Slonimsky, 
CEO  of  Alvarion  Ltd.,  a  WiMax  equipment  maker. 

Trouble  is,  vision  doesn't  pay  the  bills.  The  major  telecom 
players,  including  Verizon  Communications  Inc.,  have  been 
building  broadband  networks  for  more  than  a  decade  using 
their  existing  copper  wires  and  fiber-optic  lines.  To  serve  cus- 
tomers who  want  fast  wireless  connections  to  the  Internet,  most 
of  the  telecom  giants  have  picked  out  Third  Generation,  or  3G, 
technologies  that  compete  with  WiMax.  Verizon's  chief  tech- 
nology officer,  Mark  A.  Wegleitner,  says  the  company  tested 
WiMax  in  Virginia  and  found  it  "satisfactory."  But,  he  says,  the 
company  has  no  plans  to  use  the  technology,  since  they've  al- 
ready started  writing  checks  for  3G  gear. 


OTHER  COMPANIES  MAY  BE  MORE  OPEN 
to  WiMax.  Qwest  Communications  Inter- 
national Inc.  doesn't  have  its  own  wireless 
network  and  hasn't  invested  in  third-gen- 
eration gear.  CEO  Richard  C.  Notebaert 
says  he's  looking  carefully  at  WiMax,  par- 
ticularly because  providing  broadband 
over  copper  phone  lines  is  expensive  in  much  of  the  Denver  car- 
rier's sparsely  populated  territory.  Startups  in  the  U.S.  and 
abroad  may  gravitate  to  the  technology  because,  for  the  cost  of 
one  or  two  towers,  they  could  compete  with  phone  and  cable 
companies  in  selling  broadband.  AT&T,  Sprint,  and  BellSouth 
also  joined  the  WiMax  Forum  recently  to  keep  tabs  on  the  tech- 
nology, although  none  has  committed  to  deploying  it. 

Barrett  may  find  it  easier  to  shake  up  the  $100  billion  con- 
sumer-electronics industry.  Traditionally,  heavyweights  such  as 
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Sony  Corp.  and  Philips  have  designed  their  own  parts,  then 
constantly  tinkered  with  the  technology.  Besides  costing  loads 
of  dough,  that  process  can  give  customers  headaches  if  they 
purchase  gear  made  by  different  companies  and  want  every- 
thing to  work  together. 

Now,  Intel  plans  to  change  those  old  ways.  The  company  is 
pushing  for  more  standardization  and  has  persuaded  compa- 
nies such  as  Samsung  to  use  similar  parts  and  software  in  their 


Execs  say  Intel's  technology  could 

cut  the  price  of  some  flat-panel 

TVs  in  halfby  the  end  of  this  year 


products.  That  approach  makes  products  easier  to  use— and 
gives  the  chipmaker  the  opportunity  to  sell  more  processors, 
sound,  and  graphics  chips  for  digital  TVs,  cameras,  and 
portable  video  players.  Intel  is  counting  on  the  faster  product 
cycles  and  distribution  capabilities  of  traditional  PC  partners 
such  as  HP,  Gateway,  and  Dell,  as  well  as  a  growing  collection 
of  Asian  contract  manufacturers,  to  give  it  a  leg  up.  "Intel  is  a 
key  partner  of  ours,  and  they're  going  to  be  a  key  player  in  the 
consumer  space  because  so  many  of  the  consumer  devices  are 
based  on  Intel  chips,"  says  HP  CEO  Carleton  S.  Fiorina. 

Intel's  prospects  look  bright.  Take  Barrett's  bet  on  a  high-def- 
inition display  technology  called  liquid  crystal  on  silicon,  or 
LCOS.  Intel  is  committing  nearly  $500  million  to  producing  the 
chips,  whose  mirror-like  surfaces  reflect  light  to  produce  a  dig- 
ital image.  Execs  promise  Intel's  manufacturing  will  help  slash 


large-screen  costs  in  half  by  the  end  of  this  year,  to  less 
$2,000  for  a  60-inch  projection-TV  set.  If  Asian  TV  makti 
HP  make  sets  using  the  technology,  Intel  could  muscle  in  i 
and  even  Sony.  "It  was  a  peaceful  marketplace.  Now 
from  the  outside  are  coming  in  like  hunting  tribes,"  grui 
Sony  Electronics  President  Hideki  Komiyama. 

Even  as  Intel  pushes  into  new  markets,  it  will  need  to  dt 
its  flank.  Last  April,  rival  AMD  launched  its  new  Hammer  h\ 

microprocessors,  hopiil 
break  Intel's  lock  on| 
market   for    server 
Most     of    today's 
process  data  in  chunks 
bits  at  a  time,  but  the 
mer  chip  for  servers, 
Opteron,  also  can  pnl 
data  at  double  the  rate  J 
no  performance  trade-offs.  Opteron  quickly  gained  a  foot 
in  the  server  market,  and  Intel's  rival  is  hungry  for  more.  I 
are  going  to  reinvent  our  position  in  the  market,"  says  | 
CEO  Hector  de  Jesus  Ruiz. 

To  counter  the  threat,  Intel  on  Feb.  18  revealed  it  is  adding 
bit  capabilities  to  its  popular  Pentium  and  Xeon  chips.  Pre.H 
from  key  server  makers  HP  and  Dell  forced  Intel  to  move  uJ 
64-bit  introduction  by  at  least  six  months,  according  to  J 
sources  at  Intel  and  HP.  Intel's  move  could  marginalize  its  J 
er  64-bit  chip,  Itanium  2,  which  is  targeted  at  high-pov 
server  systems  (page  64).  Intel  says  it  will  activate  the  64- 
pabilities  in  its  new  Pentium  4  chip  as  soon  as  PC  software  | 
requires  the  feature  is  available.  "You  can  be  fairly  confident 
when  there  is  [64-bit]  software,  we  will  be  there,"  says  i 
Soon  enough,  it  will  be  Otellini  who  will  be  making 


Intel's  Fierce  New  Rivals 


Intel's 
expansion 
into  new 
markets  will 
pit  it  against 
powerful 
rivals/Here's 
how  the 

competition  will 
stack  up: 


THE  DIGITAL  HOME 


THE  COMPETITION  Intel  isn't  just  going  up  against  the 
giants,  but  many  that  have  teamed  up.  To  share  costs, 
Sony,  Toshiba,  and  IBM  have  partnered  to  create  a  chip 
the  new  Playstation3,  set-top  boxes,  and  digital  TVs.  Ar 
Philips  Semiconductor,  Motorola,  and  STMicroelectron 
have  a  chip  research  and  manufacturing  alliance. 

THE  BOTTOM  LINE  Intel's  technology  may  give  it  the  ec 
in  some  markets,  such  as  flat-panel  TVs.  But  the  indust 
is  too  fragmented  with  competing  technologies  for  ther 
to  be  one  clear  winner. 


WIRELESS 


COMMUNICATIONS 


THE  COMPETITION  Texas  Instruments  and  Qualcomm 
reign  in  chip  design  and  manufacturing,  with  key  phone 
customers  Nokia  and  Samsung.  Motorola  makes  its  own 
chips.  Broadcom,  Airgo  Networks,  and  others  are 
developing  chips  for  wireless  data. 

THE  BOTTOM  LINE  The  relative  concentration  of  this 
industry  gives  Intel  its  best  chance  to  grab  big  market 
share.  But  the  chipmaker  has  to  draw  customers  to  its 
Internet-on-a-chip  concept-and  hope  the  market  for 
PDA-phone  combos  takes  off. 


THE  COMPETITION  Agere,  Applied  Microcircuits,  and 
Motorola  have  worked  with  Lucent,  Nokia,  and  Siemens 
for  years  to  produce  infrastructure  equipment.  They  ha-l 
established  track  records  but  face  intense  pressure  frorj 
customers  to  standardize  parts  and  lower  costs. 

THE  BOTTOM  LINE  Intel's  strength  is  making 
standardized,  low-cost  chips,  which  helped  it  become  1 1 
No.  1  supplier  of  processors  for  network  routers  last  yesj 
Still,  with  many  competing  chipmakers,  Intel's  share  of 
the  $41  billion  market  may  top  out  at  15%,  up  from  5% 
now,  analysts  say. 
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c  it  stay. 


Days  Inn    hotels  are  famous  for  their  hospitality  and  pet-friendly, 

wner-operated  locations.  Who  sees  to  their  financial  comfort  level  so  they 

can  sleep  at  night?  CIT.  Learn  more  at  CIT.com.  We  see  what  you  see. 
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strategic  decisions  at  Intel.  A  30-year  veteran  who  has  focused 
on  sales,  marketing,  and  the  PC  business,  Otellini  doesn't  have 
the  deep  roots  in  manufacturing  that  Barrett  has.  Still,  he  vows 
that  he'll  continue  to  bet  just  as  big  on  manufacturing  as  the 
company's  other  leaders.  Even  a  junior  employee,  he  says,  un- 
derstands the  value  of  Intel's  manufacturing  leadership.  "And 
there's  45,000  other  manufacturing  people  to  help  nudge  me  if 
I  don't  remember  that,"  he  says,  laughing. 

There's  also  Barrett.  In  2005,  he  is  expected  to  take  over  as 
Intel's  chairman  from  co-founder  Andrew  S.  Grove,  who  will 


become  chairman  emeritus.  For  many  more  years,  Barret 
be  around  to  argue  that,  like  his  guests  on  the  snowy  turf, 
must  slog  through  the  semiconductor  boom-and-bust 
and  focus  every  ounce  of  energy  on  growing  new  busint 
The  alternative  is  being  left  out  in  the  cold.  ■ 

-With  Moon  Ihtwan  in  Seoul  andAncfyReinharxkin  I 
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For  an  interview  with  Intel  Chief 
Executive  Craig  Barrett  and  a  look  at  Intel  Capital,  go  to 
www.businessweek.com/magazine/extra.htm 


PRODUCTS 


Goodbye  to  the 
Chip  of  the  Future? 


When  Intel  and  Hewlett- 
Packard  released  the 
Itanium  server  chip 
they  had  jointly 
developed  three  years 
ago,  detractors  quickly  labeled  it  "the 
Itanic."  Delivered  two  years  late  and  at  a  cost 
of  $2  billion,  the  chip  was  billed  as  the  future 
of  computing  because  it  could  process  data 
64  bits  at  a  time,  twice  the  amount  of  other 
chips.  But  Itanium  performed  poorly 
on  its  maiden  voyage,  chewing 
through  data  even  more  slowly  than 
Intel's  own  32-bit  chip.  Potential 
customers  gave  it  a  chilly  reception, 
especially  because  so  little  software 
could  take  advantage  of  its  64-bit 
capabilities. 

On  Feb.  17,  Intel  Corp.  Chief 
Executive  Craig  R.  Barrett  sank 
Itanium's  last  hopes  for  gaining  broad 
success.  He  announced  that  Intel  will 
reconfigure  its  own  32-bit  chips,  the 
Xeon  for  servers  and  the  Pentium  4 
for  desktops,  so  that  by  midyear  they 
also  will  be  able  to  process  64-bit 
software.  With  Intel  throwing  its 
weight  behind  other  products  that 
can  handle  64-bit  applications,  Itanium 
looks  doomed  to  niche  status. 

The  Itanium  experience  is  a  timely 
reminder  of  how  Intel's  culture  may  make  it 
challenging  to  expand  into  new  markets.  The 
company's  forays  into  consumer  electronics 
and  communications  depend  on  its  ability  to 
cooperate  effectively  with  other  companies. 
But  Itanium  is  a  symbol  of  the  go-it-alone 
arrogance  of  the  company's  past.  When  Intel 
was  developing  the  chip,  critics  outside  and 
even  inside  the  company  said  it  was 
unreasonable  to  require  software 
companies  to  rewrite  millions  of  lines  of 


code  so  their  software  would  run  at  64  bits. 
Indeed,  that  became  a  critical  flaw.  Although 
Intel  is  showing  signs  now  of  becoming  more 
humble,  such  miscues  mean  it  will  have  to 
work  hard  to  win  over  potential  customers. 

No  question,  Barrett  needed  an 
alternative  to  Itanium.  Last  April,  rival 
Advanced  Micro  Devices  Inc.  began  selling 
its  Opteron  server  chip,  which  can  handle 
both  32-bit  and  64-bit  applications.  The 


customers  have  been  demanding  more 
choices  in  the  servers  they  buy. 

How  did  AMD  outmaneuver  Intel?  The 
plucky  underdog  bet  that  existing  chip 
technology  would  continue  to  double  its 
performance  every  18  months-just  as  Inte 
co-founder  Gordon  E.  Moore  had  predicted] 
in  what  became  known  as  Moore's  Law. 
Although  Intel  also  believes  in  Moore's  Law.| 
it  felt  the  Itanium  architecture  would  be 
superior.  AMD's  gamble  paid  off.  In  the  10 
years  since  Intel  announced  it  would 
develop  chips  for  64-bit  applications,  32-bi  I 
chips  have  grown  to  account  for  91%  of  the  [ 
server  market. 

Now  Intel  is  making  up  for  its  misstep.  It 
still  holds  96%  of  the  mainstream  server 
market,  according  to  IDC.  And  by  adding  6^ 
bit  extensions  to  its  Xeon  line,  it  has  the 


A  Troubled  History 

Itanium's 
development  was 
long  and  costly— 
andcustomers 
didn't  rave  when  it 
finally  debuted  in 
2001.  Now  it 
appears  doomed 
to  niche  status 

1994  Intel  and  Hewlett-Packard  say  they're  collaborating  on  a  64- 
bit  microprocessor,  later  called  Itanium. 

2001  After  two-year  delay  and  $2  billion  in  development  costs, 

Itanium  is  released  to  lukewarm  reviews. 

2002  The  chipmaker  releases  Itanium  2,  citing  improved 
performance. 

2003  Rival  Advanced  Micro  Devices  releases  its  Opteron  server 
chip.  Its  ability  to  handle  both  64-bit  and  32-bit  tasks  wins 

enthusiastic  reviews. 

2004  Intel  adds  64-bit  capabilities  to  its  32-bit  Xeon  chips,  raising 
questions  about  the  need  for  Itanium  2. 

flexibility  helped  Opteron  grab  3.9%  of  the 
mainstream  server  market  by  December, 
according  to  researche,  IDC.  "It's  not 
64  bits  that  most  people  want  right 
now.  It's  performance  and  value,"  says 
Peter  N.  Glaskowsky,  editor  in  chief  of 
Microprocessor  Report. 

Even  Hewlett-Packard  Co.  is  hedging  its 
bet  on  Itanium.  On  Feb.  24,  HP  revealed  that 
it  will  begin  selling  servers  with  AMD's 
Opteron  alongside  Intel's  products.  Chief 
Technology  Officer  Shane  V.  Robison  says 
HP's  relationship  with  Intel  is  "the  deepest 
partnership  in  the  industry"  but  adds  that 


option  of  starting  a  price  war  if  AMD  makes  | 
more  headway  with  corporate  customers. 
The  move  helped  keep  Dell  Inc.,  the  world's  I 
second-largest  server  seller,  from  defecting! 
to  AMD  by  giving  it  a  32-  and  64-bit  product| 
to  sell  against  Opteron  offerings  from  Sun 
Microsystems,  IBM,  and  HP  Dell  President 
Kevin  B.  Rollins  says  his  company  has  no 
plans  to  use  AMD  chips. 

By  developing  an  alternative  to  Itanium, 
Intel  looks  plenty  capable  of  defending  its 
server  dominance.  But  the  chip  of  the  futurcj 
doesn't  have  a  very  bright  one. 

-By  Cliff  Edwards  in  San  Mateo,  Cali\ 
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Finance  Enforcers 


Where  Will  Eliot  Spitzei 
Strike  Next? 

New  York's  crusading  Attorney  General  isn't  done  with  mutu; 
funds— or  with  the  rest  of  the  financial-services  industry 


Y  NOW  IT  SOUNDS  AL- 
most  old  hat.  New  York 
Attorney  General  Eliot 
Spitzer,  in  his  latest  move 
on  Feb.  24,  charged  Fleet- 
Boston Financial  Corp.'s 
mutual-fund  unit  with 
"engaging  in  a  massive  mutual-fund- 
trading  scheme."  Although  the  civil  suit 
was  filed  by  the  Securities  &  Exchange 
Commission,  it  was  Spitzer  who  basked 
in  the  headlines.  "Spitzer  once  again 
leads  the  charge  against  corporate 
fraud,"  says  Anthony  M.  Sabino,  law  pro- 
fessor at  St.  John's  University.  "He's  at- 
tacked the  fund  industry  with  a 
vengeance,  and  he's  far  from  finished." 

In  fact,  he  has  a  long  hit  list.  Business- 
Week has  learned  that  next  up  may  be 
former  New  York  Stock  Exchange  Chair- 
man Richard  A.  Grasso.  A  source  in  the 
AG's  office  says  Spitzer  plans  to  file  a  civ- 
il complaint  as  early  as  March  alleging 
that  Grasso  breached  his  fiduciary  duty  in 
collecting  his  infamous  $1875  million 
pay  package.  All  Spitzer  will  say  is  that 
the  case  is  still  under  investigation.  Gras- 
so's  attorney,  Brendan  V.  Sullivan  Jr.,  did 
not  return  calls  seeking  comment. 

Spitzer's  office  also  says  it  is  likely  to 
soon  file  the  first  criminal  charges  against 
an  officer  of  a  fund  company  since  the 
scandal  broke  in  September— Richard 
Strong  of  Strong  Capital  Management. 
Strong  quit  as  CEO  in  December  after  al- 
legations that  he  traded  in  his  own  funds. 
Says  his  attorney,  Stanley  Arkin:  "There's 
no  criminal  case  here.  Any  criminal 
charges  would  be  completely  unwarrant- 
ed." And  a  settlement  with  Bank  of  Amer- 
ica, one  of  the  first  firms  charged  on  Sept. 
3,  could  come  even  sooner. 

More  criminal  charges  against  mutual- 
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fund  figures  are  likely.  In  contrast  to  the 
Wall  Street  analysts'  case— in  which  he 
wrested  $1.4  billion  from  10  firms  but  sent 
no  one  to  prison— Spitzer  aims  to  put 
wrongdoers  behind  bars.  He  says  it  would 
have  been  unfair  to  jail  analysts  for  follow- 
ing a  business  model  that  was  widely  ac- 
cepted as  proper.  For  the  same  reason,  he 
says,  it  would  have  been  impossible  to 
make  charges  stick  against  higher-ups.  In 
the  fund  cases,  neither  restriction  applies 
because  laws  prohibit  after-hours  trading, 
while  fund  prospectuses  limit  market 
timing.  "We  will  bring  criminal  cases," 
Spitzer  told  BusinessWeek.  "Unfortunately, 
there  will  be  a  number  of  individuals  who 
will  go  to  jail." 

Spitzer  also  is  delving  into  new  areas  of 
the  financial-services  industry.  His 
spokesman  says  Carmel  (Ind.)-based  in- 
surer Conseco  Inc.  may  face  civil  charges 


Spitzer's  Hit  List 

The  New  York  Attorney  General  is  considering  charges 
against  a  host  of  well-known  financial  players 

WHO 

WHAT 

WHEN 

FLEETBOSTON 

Civil  charges  related  to  alleged 
mutual-fund  market  timing 

Feb.  24 

RICHARD  STRONG, 
FORMER  CEO, 
STRONG FUNDS 

Criminal  charges  related  to 
alleged  short-term  trading  of 
funds  for  personal  gain 

March 

RICHARD  GRASSO, 
FORMER  NYSE 
CHAIRMAN 

Civil  complaint  on  alleged 
breach  of  fiduciary  duty 

March 

CONSECO 

Allegations  of  allowing  market 
timing  in  annuities 

By 
May 

Genera  ;  Offioe 

by  May  in  connection  with  impropej 
ket  timing  in  its  annuity  products.! 
he  could  set  off  a  wave  of  investigati  [ 
insurance  firms.  "His  resources  a  J 
credibly  limited  in  contrast  to  the  | 
than  1,000  enforcement  officers 
SEC,"  says  David  Gourevitch,  a  fij 
SEC  lawyer  and  assistant  district  att] 
in  Manhattan.  "And  yet  they  are  chi 
out  these  cases,  which  is  what  all 
competent,  ambitious,  aggressive  }| 
cutors  do."   Conseco  confirmed 
ceived  subpoenas,  but  says  it  sold  i  | 
nuity  unit  in  2002. 

CROSSING  SWORDS 

AT  LEAST  15  STATE  attorneys  gene 
looking  into  improper  trading  at 
fund  firms,  yet  no  one  turns  head 
Spitzer.  "He's  got  an  unusual  talent  f( 
pact  cases  that  portend  a  fundan 
change  in  the  law  o: 
a  policy  issue,"  say 
Seligman,      dean 
Washington  Unive 
School  of  Law.  "An 
got  a  greater  gift  for 
relations."  So  busy   i 
staff  of  29  investor-p 
tion  attorneys  that  S  p 
is  farming  out  cas 
neighboring  states, 
latest:  an     investig 
into  alleged  market 
ing  at  Newport  I  i^ 
(Calif.)  fund  outfit  I 
Investment  Manage 
Co.  (page  69). 

Meanwhile,     S\ 
shows  no  sign  of 
taming  his  habit  of  c  t 
ing  swords  with  the 
He  broke  ranks  wit 


h 


to 


■H 


1  n  December  by  striking  a  deal  requir- 
ii  Uiance  Capital  Management  to  cut  its 
ilgement  fees  by  20%  and  freeze  them 
*  least  five  years.  Within  hours,  SEC 
Joissioners  branded  Spitzer's  move  as 

2  nment  price-setting.  But  by  Jan.  15, 
j  :r  was  at  it  again,  enlisting  the  state 
I  irers  of  New  York,  California,  and 
P  l  Carolina  to  pressure  fund  managers 
e  i  management  fees,  among  other  re- 

>  that  go  further  than  recent  SEC  pro- 
if  s  that  simply  require  more  disclosure. 
!  itzer  jumps  in  where  others  hesitate 
fd  ad.  One  legal  expert  says  a  civil  action 
ie  ;ht  by  the  NYSE  against  Grasso  and 
jj  jard  would  have  been  "far  easier  to 


Spitzer  is 
so  busy  he 
is  farming 


out  cases 


to  AGs  in 
other  states 


/ 


prove,  far  more  predictable,  and  much 
more  appropriate."  Yet  the  new  NYSE 
leadership  opted  to  turn  the  investigation 
over  to  Spitzer  and  the  SEC  on  Jan.  8.  In  a 
letter  to  them,  interim  NYSE  Chairman 
John  Reed  wrote:  "We  believe  that  you  are 
more  capable  of  pursuing  the  matter." 
Dan  Kurtz,  a  partner  with  Holland  & 
Knight,  says  the  case  may  have  been  too 
awkward  for  the  board.  "They  were  seen 
as  enablers  and  actively  involved  in  the 
compensation  process,  willfully  or  not." 
Spitzer  will  likely  make  full  use  of  his  au- 
thority under  New  Yorks  Not-for-Profit 
Corporation  Law,  under  which  the  ex- 
change is  incorporated.  That  law  allows 


him  to  go  after  directors  who  re- 
ceived assets  they  weren't  entitled  to 
or  who  wasted  corporate  assets, 
says  Kurtz. 

Spitzer  has  already  shown  he's 
ready  to  use  the  full  arsenal  of  pros- 
ecutorial weapons.  On  Feb.  2,  he 
charged  Paul  A.  Flynn,  the  former 
managing  director  of  Canadian 
Imperial  Bank  of  Commerce,  with 
financing  two  hedge  funds  that  al- 
legedly took  part  in  late  trading  and 
market  timing.  Spitzer  did  not  lim- 
it himself  to  New  York's  securities- 
fraud  statute,  but  charged  Flynn 
with  grand  larceny— which  carries 
a  prison  term  of  up  to  25  years. 
Flynn's  attorney,  David  Gendle- 
man,  had  no  comment. 

SPITZER  IN '06? 

LATELY,  SPITZER  SOUNDS  distinct- 
ly like  a  man  on  the  campaign  trail. 
(He's  raising  money  for  what  some 
say  will  be  a  bid  for  New  York  gover- 
nor in  2006.)  In  a  Feb.  24  speech  at 
Georgetown  University  Law  Center, 
he  accused  the  Bush  Administration 
of  being  hostile  to  environmental, 
housing,  civil  rights,  and  other 
laws— and  said  if  s  up  to  him  and 
other  AGs  to  step  in.  In  particular,  he 
attacked  the  feds  for  tying  states' 
hands  by  preempting  state  rules 
against  predatory  lending  practices 
by  banks,  which  harm  minorities. 
"Access  to  capital  is  one  of  the  most 
important  civil  rights  issues  we  face 
today,"  he  said.  "Predatory  lend- 
ing...needs  to  be  confronted." 

Spitzer  says  AGs  can't  do  every- 
thing. "We  cannot  have  50  state  reg- 
ulators trying  to  regulate  the  securi- 
ties markets,"  he  said  at 
Georgetown.  "There  must  be  a  pri- 
mary regulator,  but  we  can  provide  a 
competitive  counterpoint"  by  bring- 
ing cases  to  light  and  pushing 
Washington  to  tighten  the  laws. 

It's  not  that  other  regulators  haven't 
made  headway;  they  just  don't  make  the 
headlines.  Since  the  start  of  the  year,  in  fact, 
the  SEC  has  issued  a  slew  of  proposals— on 
governance,  on  justifying  the  choice  of  in- 
vestment advisers,  on  sales  practices,  on 
market  timing  and  late-day  trading— that 
will  permanently  change  the  business  of 
mutual  funds,  says  Gourevitch. "  Because  of 
that,  the  SEC  has  regained  a  lot  of  the  lead- 
ership that  they  initially  lost,"  he  says.  Even 
so,  Spitzer's  not  likely  to  let  anyone  forget 
who  keeps  the  ball  rolling.  ■ 

-By  Mara  Der  Hovanesian  in  New 
York,  with  Paula  Dwyer  in  Washington 
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Finance  Brokerages 


Courting  the 
'Mass  Affluent' 

Schwab  needs  to  win  over  a  bigger  share  of 
those  with  $100,000  to  $1  million  to  invest 


IF  THERE'S  A  HOLY  GRAIL  FOR 
financial-services  firms,  if  s  the  vast 
middle  market  of  people  who  have 
money  to  invest  but  not  enough  to 
interest  a  private  banker.  This  mar- 
ket is  huge,  rich,  and  elusive,  with 
$6  trillion  in  assets  held  by  22  mil- 
lion households  that  switch  firms  every  5 
or  10  years.  Now,  Charles  Schwab  Corp.  is 
counting  on  this  market  for  a  much- 
needed  boost. 

Chief  Executive  David  S.  Pottruck 
aims  to  sell  those  customers  advice,  and 
if  they  still  have  questions,  even  more 
advice.  He's  backing  up  the  effort  by 
spending  an  extra  $19  million  on  mar- 
keting in  the  first  quarter.  Says  Pottruck: 
"We  think  this  market  is  less  well- 
served.  The  question  becomes:  'How  do 
we  do  more  for  these  clients?' " 

Pottruck  hopes  his  new  push,  dubbed 
Schwab  Advised  Investing,  will  get  the 
San  Francisco-based  firm  back  on  track. 
The  bear  market  hammered  the  company, 
forcing  10,000  layoffs,  or  37%  of  its  peak 
workforce.  And  despite  a  bull  market  that 
began  last  Mar.  12,  last  year  Schwab's  cus- 
tomer accounts  fell  to  75  million  from  8 
million,  and  its  revenue  was  flat,  at  just 
over  $4  billion.  Bat  Schwab's  new  servic- 
es will  help  it  fill  a  gaping  hole  in  what  it 


offers  mid-market  investors  and  may  dis- 
suade customers  from  defecting  while  at- 
tracting new  ones. 

Selling  more  advice  is  a  key  to  reduc- 
ing Schwab's  reliance  on  commissions, 
which  accounted  for  nearly  half  of  rev- 
enue in  the  bubble  years  but  dropped  to 
around  30%  during  the  bear  market  (the 


IS  SCHWAB  READY  TO  REBOUND? 


The  company  keets  ...but  its  trading  volume         ...and  its  revenue  from 

losing  customer  accounts...  is  recovering...  commissions  is  rising  again 
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rest  comes  from  asset-managemen 
administration  fees  and  interest 
enue).  Also,  it's  part  of  Pottruck's  ov 
strategy  of  pushing  Schwab  into 
far  beyond  discount  trading,  event 
making  it  a  full-service  brokerage  fir  : 
the  company  broadens  both  the  kin  i 
investors  it  targets  and  the  servic  k  '• 
sells  to  them.  a" 

ONE  ON  ONE  L 

SCHWAB  IS  AIMING  its  campaign  a  ersb 
so-called  "mass-affluent"— people 
$100,000  to  $1  million  in  assets  to  in 
Schwab  is  already  quite  familiar 
these  folks— its  average  accoun  o:a 
$200,000— and  it  will  now  offer 
two  new  levels  of  advice  services.  Th  is  b 
sic  "Foundational"  pacj  \w 
costs  $500  a  year  am 
eludes  an  annual  session 
an  adviser  either  in  pen 
on  the  phone  to  disi 
client's  portfolio,  and 
phone  access  througho 
year  to  a  group  of  ad 
The  higher-end  "Signal 
service  adds  a  second  co 
tation  each  year  and 
phone  access  to  a  singl 
viser.  That  costs  0.35%  o|> 
sets  invested,  or  at  Jwe:.: 
$1,000  a  year. 

But  Pottruck  faces  an  eire  a 
mous  obstacle:  Schwab  I 
far  behind  the  competitkpM 
A    the  race  to  cater  to  the 
^k      market.  One  out  of  every!; . 
^fl        households  in  this  marke 
^fl  a   Fidelity   Investments  . 

^fl  count,  according  to  a  su 

^^^^*    of  3,800  homes  by  SRI  (Jre:; 
suiting  Business  Intelligence  in 
2002.  Vanguard  Group  Inc.  comes  ii 
ond  at  nearly  12%,  Merrill  Lynch  &  i 
third  at  around  10%,  and  Schwab  is  I 
rant  ninth  at  6.9%,  tied  with  Sale 
Smith    Barney.    In   fact,   Schwab 
ground  from  two  years  earlier,  when ! 
of  households  had  a  Schwab  accoi 
What's  more,  Schwab  is  late  to  I 
vice  game.  Fidelity  launched  similar » 
ices  in  the  1990s  that  are  free  for 
tomers    who    maintain    a 
$100,000  account.  And  Merrill  bega 
fering  its  Merrill  Unlimited  Adva 
five  years  ago.  That  service  charges  i 
imum  of  $1,500  a  year,  or  1.5%  of; 
That's  more  than  Schwab's  Sig 
service,  but  customers  get  more  ser 
and  400  free  trades  a  year.  Eric 
Maronak  of  Victory  Capital  believe 
compared  with  Schwab,  "Merrill's  | 
upper  hand.  It's  got  more  experiei 
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;  financial  advice  to  this  market." 

1,  Pottruck  has  some  cards  to  play. 

ib  doesn't  do  investment  banking, 

free  of  many  of  the  conflicts  that 

olagued  Merrill  and  other  big  Wall 

1  firms— as  Schwab  trumpets  in  its 

nd  with  its  379  branches,  Schwab 

ffer  personal  meetings  to  more 

ners  than  either  Vanguard,  which 

st  3  branches,  or  Fidelity,  with  92. 

ick  also  argues  that  he's  offering 

Tiers  better  value  and  more  flexi- 

to  choose  what  services  they 

To  top  it  off,  Pottruck  doesn't 

his  competitors'  offerings  have 

of  a  profile.  "When  we  ask  in- 

s  which  firm  comes  to  mind  for 

ors  between  $100,000  and  $1 

n,  no  one  really  did,"  he  says. 

even  us.  We  want  to  be  that  firm 

omes  to  mind." 

iwab  isn't  exacdy  a  novice  at  the 
business,  either.  Since  2000  it 
ffered  customers  one-time  meet- 
vith  a  Schwab  adviser,  for  fees 
lg  from  $250  to  more  than 
),  to  discuss  stock  holdings,  retire- 
plans,  or  other  long-term  financial 
rs.  Pottruck  says  customers  began 
;  the  advisers  that  they  wanted  pe- 
sessions.  That's  when  the  light- 
vent  on  for  him.  "We  began  to 
about  how  we  could  do  this  and 
ve  would  price  it,"  he  says. 

R ACCOUNTS 

TAB  MIGHT  BE  able  to  lure  cus- 
away  from  the  big  firms  be- 
brand  loyalty  isn't  all  that 
SRI  estimates  that  as  many  as 
of  households  are  up  for  grabs 
ear  because  people  often  switch 
rage  firms  after  getting  a  new  job 
ving  to  a  new  town.  The  market 
much  their  territory  as  anyone 
!  says  Daniel  D.  Perrin,  an  ana- 
Harris  Bretall  Sullivan  &  Smith, 
owns  Schwab  shares. 
*ady,  Schwab's  fortunes  are  start- 
turn.  Pottruck  notes  that  the  size 
ypical  new  account  has  reached 
D00,  the  highest  ever.  Customer 
;  averaged  215,100  a  day  in  Janu- 
?  70%  from  a  year  earlier.  And  the 
Lssets  Schwab  holds  topped  $992 
l  in  January,  an  increase  of  31%  in 
r.  It's  too  early  for  a  read  on 
ier  Schwab  Advised  Investing  is 
ng  on,  but  if  the  mass  affluent  be- 
show  up,  Schwab  finally  has  some 
!  for  them.  ■ 

By  Louise  Lee  in  San  Mateo,  Calif., 
i  Emily  Thornton  in  New  York  and 
Faith  Arner  in  Boston 
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COMMENTARY 


BY  CHRISTOPHER  PALMERI 


Investors  Need 

Plain  Talk  From  PIMCO 

Bill  Gross  owes  clients  a  better  explanation 


HE  IS  A  SELF-STYLED 
financial  curmudg- 
eon who  frequently 
uses  his  monthly  let- 
ter to  harpoon  Wall 
Street's  follies.  But  now  bond  guru 
William  H.  Gross,  the  chief  invest- 
ment officer  of  Pacific  Investment 
Management  Co.  (PIMCO),  is  on  the 
other  end  of  the  spear.  On  Feb.  17, 
Jersey  Attorney  General 
Peter  C.  Harvey  charged 
PIMCO  and  three  related 
companies  with  securities 
fraud  for  allowing  hedge- 
fund  manager  Edward  J. 
Stern's  Canary  Investment 
Management  LLC  to  exe- 
cute frequent  trades  in 
PIMCO  funds. 

Gross  isn't  named  in 
the  complaint.  But  the 
veteran  manager,  who 
lords  over  PIMCO's  $370 
billion  in  assets,  is  work- 
ing hard  at  damage  con- 
trol. In  a  Feb.  19  letter  on 
PIMCO's  Web  site,  later 
reprinted  in  major  news- 
papers, he  declared  his 
firm's  innocence.  "Open 
air  and  sunshine  are  the 
best  disinfectants,"  Gross 
told  BusinessWeek  on  Feb. 
24.  Still,  PIMCO's  rela- 
tions with  Canary  raised  questions  that 
the  response  leaves  unanswered. 

At  the  heart  of  the  state's  case  is  a  De- 
cember, 2002,  agreement,  which  Gross 
confirms,  allowing  Canary  to  make  one 
"roundtrip"  trade  in  PIMCO  funds  each 
month.  Such  trades— equal-size  purchas- 
es and  sales  in  the  same  fund— aren't  ille- 
gal. But  many  funds  try  to  limit  their  fre- 
quency   because    rapid    trading    can 


IN  THE  DARK  Gross  says 
he  initially  wasn't 
aware  of  the  trading 
agreement  with  Canary 


increase  expenses  and  hurt  performance 
for  other  shareholders. 

The  problem  is  that  the  PIMCO  funds' 
prospectus  says  the  company  has  the 
right  to  refuse  investors  who  make  more 
than  six  such  trades  per  year.  Gross  says 
that  rule  applied  to  Canary  as  well,  but 
no  mention  of  such  a  limit  is  made  in  an 
e-mail  from  PIMCO  to  Canary  that  out- 
lined their  one-trade-per-month  agree- 
ment. (A  copy  of  the  e-mail  was  attached 
to  the  New  Jersey  complaint.)  Gross  says 
the  limit  was  understood  by 
Canary  but  can  offer  no  doc- 
umentation. "The  reality  is 
they  never  exceeded  the  lim- 
its in  the  prospectus,"  he 
says.  A  Canary  spokesman 
says  that  it  abided  by  the 
terms  of  the  agreement. 

Also  troubling  is  the  fact 
that  Gross  didn  l  know  of 
the  relation  slap  earlier,  nor 
did  he  reveal  it  immediately 
after  he  found  out.  He  tells 
BusinessWeek  he  learned  of  it 
from  investigators  in  mid- 
September,  several  days  af- 
ter New  York  Attorney  Gen- 
eral Eliot  Spitzer  announced 
a  $40  million  settlement 
with  Canary  over  question- 
able trading  at  other  firms. 
But  PIMCO's  connections  to 
Canary  didn't  become  public 
until  the  recent  New  Jersey 
suit.  Should  Gross  have 
alerted  investors  last  fall?  "We  could 
have  handled  it  better,"  he  says.  "We 
could  have  told  our  clients  earlier."  Such 
disclosure,  adds  New  Jersey's  Harvey,  "is 
what  self-policing  is  about." 

Gross's  investment  record  is  unim- 
peachable, and  most  of  his  clients  are 
expected  to  stand  by  him.  Still,  they  de- 
serve a  fuller  account  of  what  happened, 
why,  and  when.  ■ 
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The  Odyssey  of 
A  Cancer  Drug 

How  ImClone  overcame  scandal  and  FDA 
objections  to  get  Erbitux  to  market 


HARLAN  W.  WAKSAL  HAD 
just  landed  in  Telluride, 
Colo.,  for  a  ski  vacation 
with  his  family  when  he 
got  a  call  on  his  cell 
phone  that  he  can  only 
describe  as  "bitter- 
sweet." Erbitux,  the  cancer  drug  that  Dr. 
Waksal  spent  the  past  decade  developing 
as  a  co-founder  of  ImClone  Systems  Inc., 
had  finally  won  approval  from  the  Food  & 
Drug  Administration  on  Feb.  12. 

But  Waksal  couldn't  celebrate  with  his 
ImClone  colleagues;  he  had  resigned  last 
July.  Nor  could  he  share  his  joy  with  his 
brother  and  ImClone  co-founder  Samuel 
D.  Waksal.  Sam  is  currently  serving  seven 
years  in  a  federal  prison  for  insider  trad- 
ing, and  Harlan's  cell  phone  is  not  one  of 
the  phone  numbers  he  is  allowed  to  call. 
Still,  says  Harlan,  "I  feel  vindicated.  I 
am  elated  that  we  were  able  to  bring  a 
new  cancer  drug  to  patients.  I'm  disap- 
pointed about  the  fact  that  it  took  so  long. 
And  I'm  sad  that  I  wasn't  at  the  company 
that  has  been  such  an  important  part  of 
my  life  for  20  years." 

A  similar  stew  of  emotions  has 
gripped  virtually  everyone  connected 
with  Erbitux,  a  drug  that  has 
gained  more  :  me  for  its  role  in 
a  series  of  corporate  scandals 
than  for  its  efficacy  against  can- 
cer. Ever  s;nce  the  FDA  refused 


ImClone's 
Wttd  Ride 


to  consider  ImClone's  first  application  on 
Dec.  28,  2001,  the  company  has  stag- 
gered through  insider  trading  and  tax 
scandals,  ricocheting  share  prices, 
congressional  hearings,  management 
changes,  and  constant  questions  about 
whether  the  drug  really  works.  The  final 
indignity:  Erbitux  played  a  leading  role 
in  Martha  Stewart's  trial  for  obstruction 
of  justice,  related  to  her  sale  of  ImClone 
stock  on  Dec.  27, 2001. 

TRUE  BELIEVERS 

IMCLONE  SURVIVED  all  the  turmoil  for 
only  one  reason,  according  to  newly 
named  CEO  Daniel  S.  Lynch:  "Everyone  at 
the  company  really  believed  that  this  drug 
worked."  For  that  reason  ImClone  man- 
aged to  hang  on  to  all  of  its  senior  staff, 
and  employee  turnover  held  at  a  low  2%  to 
3%  the  past  two  years.  Lily  W  Lee,  vice- 
president  for  regulatory  affairs,  acknowl- 
edges that  "there  were  times  when  we  all 
thought  about  leaving,  or  when  our  close 
friends  would  say,  'Don't  you  think  you 
should  get  out?' "  But,  she  says,  "everyone 
was  focused  on  getting  the  drug  to  the  pa- 
tients. All  the  rest  was  just  noise." 

It  wasn't  supposed  to  be  so  hard.  In 
2001,  Erbitux,  an  antibody 
that  blocks  cancer  cell  growth, 
was  a  biotech  star.  A  clinical 
trial  fcund  that  Erbitux 
shrank  or  stabilized  tumors  in 


CEO  LYNCH   Every- 
one at  the  company 
really  believed  that 
this  drug  worked" 


1'": 


22.5%  of  patients  with  advanced 
cancer,  a  strong  result  for  a  cance;  n 
That  September,  Bristol-Myers  5 
Co.  paid  $2  billion  for  a  20%  stake 
Clone  and  a  share  of  the  U.S.  mar 
rights.  ImClone  filed  its  applicati 
approval  a  month  later. 

But  by  early  December,  the  FD 
losing  enthusiasm.  Sources  close 
application  process  say  there  was 
at  the  agency,  which  at  that  time  \  I 
director.  Some  staffers  disagreed  w  fes 
design  of  ImClone's  clinical  trial  b*  t 
it  tested  Erbitux  only  in  combinatio  r: 
standard  chemotherapy.  There  w 
"control  arm"  that  tested  the  drug 

When  the  FDA  rejected  the  appli 
on  Dec.  28,  Lee  says  the  ImClone 


10/31/01 

ImClone  files  for  FDA 
approval  of  Erbitux, 
discovered  by  Dr.  John 
Mendelsohn 


12/28/01 

FDA  refuses  to  accept 
application,  citing 
problems  with  clinical 
trial  design  and 
missing  data  on 
patients 


5/22/02 

Sam  Waksal  resigns 
as  CEO;  brother  and 
co-founder  Harlan 
takes  the  helm 


10/15/02 

Sam  Waksal  pleac 
guilty  to  insider  tr; 
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.Tinned  by  the  number  of  objections, 
letters  refusing  a  filing  run  a  page  or 
hd  are  never  made  public.  "A  nine- 
refusal-to-file  letter  is  pretty  daunt- 
says  Lee.  On  top  of  that,  the  letter 
paked  to  the  press  in  January.  "That 
rewrote  the  history  of  our  interac- 
with  the  FDA,  and  when  it  became 
[  it  made  it  seem  as  though  the  com- 
ihad  been  dishonest,"  says  Harlan. 
i  e  appearance  of  dishonesty  was  only 
i  tened  in  the  spring  when  it  came  out 
e  iam  Waksal  had  tried  to  dump  all  his 
» me  stock  on  Dec.  27,  after  an  FDA 
it  leaked  that  the  application  would 
used.  Even  before  his  panic  became 
iiL  Bristol-Myers  was  not  sure  it 
e  id  any  part  of  the  mess.  Lynch,  who 


V03 

Waksal 
i  5  as  CEO, 
m  as  chief 
fie  officer 
nch  named 
CEO 


had  arrived  at  ImClone  as  chief 
financial  officer  in  April,  2001, 
had  been  a  key  negotiator  in  the 
original  deal  with  Bristol.  In 
January,  2002,  he  had  to  head 
off  Bristol's  efforts  to  renege. 
His  attitude:  "The  deal  was  a 
deal."  ImClone  agreed  to  accept 
slightly  lower  payments  from 
Bristol,  but  that  was  it. 

"HAIL  MARY  PASS" 

AFTER  A  MEETING  with  the 
FDA  in  February,  2002,  Bristol 
decided  it  was  worth  its  while  to 
embrace  Erbitux.  "There  was  a 
lot  of  discussion  about  where  to 
go  from  there,  but  all  of  our  at- 
tention was  focused  on  the  fact 
that  the  refusal-to-file  letter 
never  questioned  whether  the 
drug  was  effective,"  says  Dr. 
Andrew  G.  Bodnar,  Bristol's  se- 
nior vice-president  for  strategy. 
The  relationship  between 
the  two  partners  remained 
chilly  for  some  time,  however. 
ImClone  stayed  firmly  in 
charge  of  the  application 
process,  and  an  ImClone 
source  says  Bristol  "mocked  the 
approach  we  were  taking.  They 
called  it  our  'Hail  Mary  pass.' " 
That  approach  was  to  base  a 
new  filing  on  a  329-patient  tri- 
al of  Erbitux  in  Europe,  run  by  Merck 
KGaA  of  Germany.  Merck  was  testing  Er- 
bitux alone  in  half  the  patients  and  in 
combination  with  chemo  in  the  other 
half,  giving  the  FDA  the  control  arm  it 
wanted.  "It's  hard  to  say  whether  Bristol 
was  in  agreement  with  the  Merck  study," 
says  Lee,  "but  the  FDA  was." 

Publicly,  ImClone  was  getting  raked 
over  many  different  coals.  Sam  Waksal  re- 
signed as  CEO  in  April,  2002,  and  was 
succeeded  by  Harlan.  In  June,  Sam  was 
arrested  for  insider  trading,  and  he 
pleaded  guilty  in  October.  "Everyone 
was  under  incredible  stress,  but  I  was  ex- 
tremely impressed  with  the  ability  of  the 
ImClone  people  to  compartmentalize," 
says  Dr.  John  Mendelsohn,  a  co-discover- 


6/01/03 

ImClone  presents 
positive  results  from 
European  trial  of 
Erbitux 


8/14/1 


Erbitux  application 
resubmitted  to  FDA 


er  of  Erbitux  and  president  of  M.D.  An- 
derson Cancer  Center  in  Houston.  At 
Bristol,  according  to  Bodnar,  "we  just 
kept  saying,  'It's  the  drug,  stupid.' " 

Harlan,  who  headed  up  the  approval 
process,  says  he  met  every  week  with  Im- 
Clone staffers  in  an  effort  to  bolster 
morale.  "I  encouraged  them  to  ask  any 
questions  they  wanted."  ImClone  also  set 
up  a  system  that  allowed  employees  to 
ask  questions  anonymously. 

Bolstering  investor  confidence  was  a  lot 
harder.  By  September,  2002,  ImClone's 
stock  had  sunk  to  $5.24,  from  more  than 
$70  a  share  a  year  earlier.  But  the  situation 
started  improving  in  November,  when  the 
FDA,  which  had  been  leaderless  for  almost 
two  years,  finally  got  a  commissioner.  Dr. 
Mark  B.  McClellan  made  it  clear  that  he 
wanted  to  streamline  drug  approvals, 
which  had  slowed  to  a  trickle  since  2000, 
and  Wall  Street's  confidence  in  the  entire 
biotech  industry  rose.  "Whether  the  appli- 
cation would  have  gone  differently  without 
Commissioner  Mc- 
Clellan, I  can't  say," 
says  Bodnar.  "But 
his  presence  cer- 
tainly didn't  retard 
the  process." 

ImClone  soon 
went  through  its 
own  leadership 
change.  Harlan  was 
asked  to  step  down 
as  CEO  in  April,  2003,  in  the  wake  of  a  fed- 
eral probe  into  taxes  the  company  failed  to 
pay  on  Sam's  stock  options.  In  July,  Harlan 
decided  to  resign  altogether.  Lynch  be- 
came the  first  person  not  named  Waksal  to 
run  ImClone. 

Lynch's  job  quickly  got  a  lot  easier.  By 
spring  of  2003,  preliminary  results  from 
the  Merck  trial  were  in,  and  the  German 
company  reported  a  22.9%  response 
rate,  slighth  better  than  ImClone  had 
gotten  in  its  earlier  trial.  On  June  5, 
2003,  Bristol  and  ImClone  officials  met 
with  FDA  staffers.  "They  told  us,  'submit 
the  results,'"  says  Bodnar,  a  sure  sign 
that  the  agency  was  happy  with  the  new 
Erbitux  data. 

On  Aug.  14,  ImClone  refiled  its  appli- 
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2/12/04 

FDA  approves 
Erbitux.  Drug 
goes  on  sale 
Feb.  24 
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cation,  and  this  time  the  drug  breezed 
through.  Erbitux  won  approval  exactly 
six  months  later,  and  went  on  sale  Feb. 
24,  at  a  cost  of  $2,500  per  dose. 

There  are  still  some  potential  stum- 
bling blocks.  Imclone  must  win  FDA  cer- 
tification of  its  own  manufacturing  plant 
for  Erbitux;  production  is  currently  con- 
tracted out.  The  company  also  needs  to 


win  approvals  for  other  cancers  if  it 
wants  to  maximize  sales.  Erbitux  is  now 
being  tested  in  ovarian,  head  and  neck, 
and  lung  cancers. 

As  for  the  two  founders,  Sam  has  six 
years  of  his  sentence  left  to  serve,  and 
Harlan  is  mulling  over  what  to  do  next. 
Mendelsohn  refuses  to  cast  stones  at  the 
only  two  men  willing  to  take  a  chance  on 


his  drug  in  the  early  1990s.  Whatev 
one  might  say  of  the  man,  "Sam  wt 
much  a  visionary,"  says  Mende 
And  Harlan  notes  that  unlike  so 
other  companies  caught  up  in 
scandals,  ImClone— and  patients— 
up  with  a  product.  ■ 

-By  Catherine  Arnst  in  New  Yor> 
Jack  Ewing  in  Fra 
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And  When  ImClone's 
Drug  Doesn't  Work... 


Physicians  have  greeted  ImClone 
Systems  Inc.'s  cancer  drug, 
Erbitux,  with  a  mixture  of  glee 
and  grim  realism.  The  drug 
dramatically  shrinks  colon 
tumors  in  some  patients.  But  in  others,  it 
has  little  effect— and  no  one  knows  why. 

The  situation  may  soon  get  more 
confusing.  After  decades  of  neglecting  colon 
cancer,  drugmakers  are  suddenly  producing 
a  slew  of  treatments  that  should  hit  the 
market  in  a  few  years.  Right  behind  Erbitux 
is  Genentech  Inc.'s  Avastin,  which  the  Food 
&  Drug  Administration  could  approve  by 
April.  Novartis  and  Amgen  Inc.  also  have 
drugs  in  the  pipeline.  But  what  doctors  really 
need  is  a  toolbox  of  ultraprecise  tests  that 
can  identify  which  medicines  will  work  for 
which  patients.  It  may  take  several  more 
years  for  that  wish  to  come  true. 

The  problem  boils  down  to  this:  Colon 
cancer  is  not  just  one  disease.  It's  iikely  that 
there  are  many  subtypes,  each  carrying  its 
own  set  of  'biomarkers."  These  might  be 
mutated  genes  in  some  tumors,  say,  or 
abnormally  high  levels  of  certain  proteins  in 
the  food.  The  goal  of  oncologists  is  to 
identify  all  these  signals,  analyze  how  they 
relate  to  one  another,  and  then  develop  tests 
to  identify  the  various  strains  of  the  disease. 
"  Ve  know  that  patients  are  not  all  the  same. 

at  we're  trying  to  io  now  is  define  the 
differences,''  s^  Dr.  ^avid  R.  Parkinson, 
head  of  clinical  c    ok  7  at  Amgen. 

Despite  its  sho  Lor  :ngs,  Erbitux  is  a 
step  in  the  right  direct      On  the  day  it  was 
approved,  the  FDA  also  .  <.'d  a  test  that 
broadly  indicates  Ahjch  p    ents  might 
benefit  from  the  drug.  The  test  works  by 
recognizing  a  protein  cs  led  epithelial 
growth  factor  receptor  (lGFR),  which  is 
found  in  abundance  on  th.     iaceofmany 


tumor  cells.  But  this  test  is  not  perfect.  The 
problem  is  that  77%  of  patients  with  colon 
cancer  produce  EGFR.  On  the  basis  of  the 
test,  they  are  all  eligible  for  Erbitux-yet  only 
some  of  them  show  a  significant  response. 

Much  of  the  drug  industry  has  been 
swept  up  in  the  hunt  for  biomarkers.  The 
first  place  scientists  typically  look  is  in 
tumors  themselves.  After  collecting  tissue 
samples  from  patients,  researchers  run  a 
battery  of  tests  seeking  abnormalities  such 
as  mutated  strands  of  DNA.  As  the  trials 
progress,  they  can  study  whether  the 
abnormality  correlates  with  a  higher  or 
lower  success  rate  for  a  particular  drug. 

Collecting  tumor  samples  isn't  always 
feasible.  That's  why  pharmaceutical 
companies  are  embracing  new  technologies 


that  can  detect  proteins  after  they've  bee 
sloughed  off  from  the  tumor  and  have 
started  circulating  in  the  blood.  By 
examining  thousands  of  proteins  at  a  tim 
"We  may  find  some  signature-a  pattern 
proteins  that  define  a  fingerprint,"  says  tf 
John  Reed,  CEO  of  the  Burnham  Institute 
cancer  research  center  in  La  Jolla,  Calif. 
That  might  guide  doctors  to  the  most 
effective  treatment. 

The  search  for  more  precise  biomarke 
has  already  produced  some  successes, 
including  Novartis'  Gleevec,  which  won 
approval  in  2001  to  treat  a  subset  of  patk 
with  leukemia.  A  year  later,  Novartis  won 
approval  to  market  it  to  patients  with  a 
specific  type  of  stomach  tumor-found  w 
a  test  that  searches  for  a  telltale  enzyme. 
2003,  sales  of  Gleevec  grew  83%  to  $1 
billion.  But  such  triumphs  are  still  rare.  "\ 
have  to  get  smarter  about  how  we  select 
drugs,"  says  Dr.  Leonard  Saltz,  a  colon 
cancer  specialist  at  Memorial  Sloan- 
Kettering  Cancer  Center  in  New  York.  The 
coming  flood  of  new  cancer  treatments 
makes  that  mission  all  the  more  urgent. 
-ByArlene  Weintraub  in  Los  Ang. 


Erbitux  can  shrink 

Metastatic  colon  cancer  cells  showing  EGFR  genes 


The  blue  shapes 
are  nuclei  of  color 
cancer  cells 

The  many  red  dot; 
are  genes  that 
produce  the 
protein  EGFR. 
meaning  these 
cells  may  be  kille< 
by  Erbitux 

The  green 
dots  represent 
the  central  part  0 
chromosome  7 
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Profit  from  insider  information. 

Legally. 


Introducing  BusinessWeek  MBA  Insider. 

A  premium  interactive  guide  that  helps  you 

choose  the  right  B-school  —  and  teaches 

you  the  best  strategies  for  getting  in. 


Get  ahead  of  the  competition: 

■  Which  schools  will  give  your  career 
and  salary  the  biggest  boost 

■  How  they  decide  who  gets  in  and 
what  you  need  to  do  to  make  the  cut 

■  The  truth  on  what  interviews  are  really  like 
and  actual  essays  that  made  the  grade 

■  Interact  with  alumni  mentors  and  learn 
what  makes  them  successful 


Now  available  online  at 
www.businessweek.com/mbainsider/ 


SUBSCRIBE  NOW 
for  the  annual  rate  of  $29.95 
and  we'll  include  complimentary  access 
to  the  complete  edition  of  BusinessWeek 
magazine  on  the  Web  for  a  full  year. 


AS  CFO,YOU  HAVE 
TWO  CHOICES: 

1.  FIND  A  WAY  TO  REDUCE  HEALTH  INSURANCE  COSTS. 
2.  ACQUIRE  A  TASTE  FOR  MACARONI-AND-CHEESE  DINNERjl 


Unless  your  idea  of  a  power  lunch  is  a  heaping  helping  of  orangey-yellowy  goodness,  it's  probably  a  good  time  to  talk  i 
your  HR  director  about  Blue  Cross  of  California's  new,  cost-effective  health-coverage  solutions.  With  our  new  generatic 
of  innovative,  consumer-directed  plans,  you  can  help  put  a  lid  on  your  company's  rising  healthcare  costs.  While  helpin  l 
your  company  weather  through  tough  times,  you'll  also  be  giving  your  employees  the  power  to  take  control  of  tht, } 
own  health-coverage  costs.  So,  ask  your  HR  director  to  show  you  our  affordable,  new  options -over  lunch,  perhap 
Health  '-Dental  •  Pharmacy  •  Behavioral  Health  •  EAP  I  Blue  Cross  of  California.  The  Power  of  Blue. 


Medical  Genu 
only   lundlec  i 


yioral  Health  products  from  Blue  Cross  of  California  [BCC)  and  or  BC  Life  8c  Health  In 
fcCLfiH  are  independent  licensees  of  the  Blue  Cross  Association       21103  BCC 
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HE'S  EVERYWHERE 

Soon,  there  may 
bean  O'Reilly 
Factor  kids'  book 


I 


\\.\ 
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e  conservative  commentator  has 
iwned  a  $60  million-a-year  empire 


3  ILL    O'REILLY    INC. 
touched  down  in  Los  Ange- 
les on  Feb.  15  for  a  whirl- 
wind  week   that   would 
have  fatigued  most  hard- 
driving  CEOs.  The  acerbic 
53-year-old     Fox     News 
nel  commentator  chaired  a  benefit  for 
that  raised  $40  million,  appeared  on 
bnight  Show  with  Jay  Leno,  and  ate 
r  at  Hollywood  hot  spot  the  Ivy  with 
oss,  Rupert  Murdoch,  chairman  of 
Jews  parent  News  Corp.,  and  Mur- 
wife,  Wendi— all  the  while  doing  his 
and  TV  show  every  day.  He  also  took 
:reening  of  Mel  Gibson's  The  Passion 
Christ,  interviewed  Gibson  the  next 
aped  appearances  on  Fox's  MADtv 
and  Fox  Sports'  Best  Damn  Sports 
did  a  Barnes  &  Noble  Inc.  book  sign- 
)r  his  best-seller  Who's  Looking  Out 
u?,  and  delivered  a  speech  at  a  forum 
»ored  by  radio  station  KABC,  which 
casts  his  show.  He  capped  off  the 
by  interviewing  Swamp  Thing  and 


HBO  series  Carnivale  star  Adrienne  Bar- 
beau  for  a  quick  segment  on  his  TV  show. 
"It's  mania,  sheer  mama  when  I'm  on  the 
West  Coast,"  says  O'Reilly,  the  son  of  a 
Long  Island  accountant. 

Love  him  or  hate  him,  O'Reilly  has  done 

Brand  O'Reilly 


w 


^ 


a  masterful  job  of  using  the  groundswell  of 
support  for  his  conservative  views  to  build 
himself  into  a  multimedia  brand.  For  en- 
during that  kind  of  pace,  O'Reilly  is  reap- 
ing the  rewards  and  helping  lots  of  other 
media  outlets  cash  in  on  his  popularity  as 
well.  Sweep  in  TV,  radio,  books,  newspa- 
pers, and  the  Internet,  and  O'Reilly  gener- 
ates an  estimated  $60  million  a  year  for  his 
outlets  through  ad  and  books  sales,  syndi- 
cation fees,  and  merchandise  sales.  "Bill  is 
one  of  our  cherished  marquee  authors," 
says  Stephen  Rubin,  president  of  Double- 
day  Broadway  Publishing  Group,  a  unit  of 


Fox  News 
commentator 
Bill  O'Reilly  is  a 
multimedia  star, 
generating  huge 
revenues  for 
various  outlets. 


npany  es! 


TV  The  O'Reilly  Factor  on  Fox  News  is  one  of  the  most  watched 
shows  on  cable  TV,  accounting  for  about  $30  million  of  the 
channel's  annual  $300  million  in  ad  revenues. 
RADIO  Through  Westwood  One,  O'Reilly's  radio  show  is  heard  on 
400  stations,  attracting  at  least  $10  million  a  year  in  ad  sales. 
BOOKS  His  latest,  Who's  Looking  Out  for  You?  (Broadway  Books), 
has  sold  an  estimated  644,000  copies  at  $24.95  apiece. 
NEWSPAPERS  O'Reilly's  weekly  newspaper  column  is  syndicated 
through  Creators  Writer  Syndicate  to  100  newspapers,  which 
shell  out  a  total  of  $100,000  a  year  to  run  his  words. 
INTERNET  Billoreilly.com  generates  about  $3  million  a  year  in  ad 
and  merchandise  sales,  including  $50  "The  Spin  Stops  Here" 
doormats. 
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Random  House  Inc.  that  has  published 
four  of  O'Reilly's  works.  "It  doesn't  hurt 
that  he  shamelessly  promotes  his  books." 
His  latest  tome  has  sold  644,000  copies 
since  it  was  released  last  year,  according  to 
sales  tracker  Nielsen  BookScan. 

A  heated  political  year  is  almost  certain 
to  keep  O'Reilly's  fortunes  growing,  but 
can  the  commentator,  who  once  hosted 
the  tabloid  news  show  Inside  Edition, 
keep  up  this  explosive  run  for  the  long 
term?  "He's  popular  because  he  is  a 
renegade,  a  bit  of  a  rebel,"  says  Simon 
Williams,  CEO  of  brand  consultant  Ster- 
ling Group.  "But  like  any  celebrity  brand 
in  which  you  can  rapidly  emerge  and  then 
rapidly  decline,  I  would  focus,  if  I  were 
him,  on  sustainability  rather  than  popu- 
larity." O'Reilly  admits  he  thinks  about 
oversaturation.  But  he  says  he  will  be  in 
demand  as  long  as  he  keeps  raging  on  be- 
half of  America— he  lambastes  liberal  me- 
dia elites,  predatory  priests,  Hillary  Clin- 
ton, corrupt  CEOs,  illegal  aliens,  and 
"racial  witch-hunters"  who  hijack  policy 
debates  with  charges  of  racism.  O'Reilly 
gets  peeved  when  he's  labeled  a  right- 
winger,  noting  that  he  opposes  the  death 
penalty  and  supports  gay  marriage.  He 
recendy  apologized  for  often  repeating 
President  Bush's  claims  about  weapons  of 
mass  destruction  in  Iraq. 

HANDS-ON  APPROACH 

ADVERTISERS  HAVE  NOT  shied  away 
from  his  caustic  views— General  Motors 
Corp.  and  SBC  Communications  Inc.  are 
big  spenders— maybe  in  large  part  be- 
cause 31%  of  his  viewers  age  25  to  54 
make  more  than  $100,000  a  year,  says 
Fox.  His  nightly  The  O'Reilly  Factor  on  Fox 
News  is  one  of  the  most  watched  shows 
on  cable,  attracting  an  average  of  2.1  mil- 
lion viewers,  according  to  Nielsen  Media 
Research.  (CNN's  Larry  King  Live,  by  con- 
trast, draws  an  average  of  1.3  million.)  Ad- 
vertisers have  been  lining  up  for  O'Reilly, 
doubling  their  spending,  to  nearly  $30 
million  a  year  (about  $12,000  for  a  30-sec- 
ond  spot)  since  2000,  says  Paul  Ritten- 
berg,  Fox  News's  senior  vice-president  for 
sales.  "We  see  no  resistance  to  Bill  in  the 
ad  community,"  says  Rittenberg.  "He's 
edgy  and  pushy,  but  in  a  good  way." 

O'Reilly  rakes  in  the  dough  on  radio, 
too.  "Rush  Limbaugh  might  do  three 
times*  the  ad  revenues  for  a  three-hour 
show,  after  25  years  on  the  air,  but  with  his 
two-hour  show,  Bill  is  one  of  the  fastest- 
growing  programs  on  radio,"  says  Peter 
Kosann,  president  of  ad  sales  at  Westwood 
One  Inc.,  which  syndicates  O'Reilly's  radio 
show  to  400  stations  nationwide. 

O'Reilly  has  created  three  separate  cor- 
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porations  to  handle  his  business  affairs- 
one  each  for  TV,  radio,  and  his  Web  site, 
billoreilly.com.  He  hassabout  25  people 
working  for  him,  but  he  prides  himself  on 
being  hands-on,  writing  his  own  TV- 
show  scripts,  speeches,  newspaper  col- 
umn, and  books.  It's  not  as  if  he  can't  af- 
ford some  help.  His  Fox  contract  pays 
him  $4  million  a  year,  still  less  than  half 
what  broadcast  anchors  make,  according 
to  industry  sources.  He  is  estimated  to 
earn  tens  of  millions  of  dollars  more  on 
his  books  and  Web  site.  He  accepts  one 
speaking  gig  a  month  at  an  estimated 
$50,000  to  $70,000  per  appearance.  He 
says  he  gives  a  lot  of  his  loot  to  charities, 
including  Families  of  Military  Casualties. 


LEFT  FIELD 


"I'm  not  a  materialistic  person.  I 
born  with  that  gene,"  says  O'Reilh 
So  what's  next?  O'Reilly,  who 
wife  and  two  daughters,  is  loo! 
spread  his  message  of  self-reliance 
other  generation.  He  says  a  kids 
The  O'Reilly  Factor  For  Kids:  A  S 
Guide,  is  set  to  be  published  in  Octd 
Harper  Collins,  owned  by  Fox  ; 
News  Corp.  In  just  seven  years  sine 
ing  Fox  News  at  its  launch,  O'Reil 
become  a  national  presence.  "Wher 
now  is  where  I  should  be,"  he  res 
when  asked  about  any  larger  amb 
And  that' s  just  fine  with  the  slew  o 
panies  riding  the  O'Reilly  wave 

-By  Tom  Lowry  in  Nei 
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Please,  Bill,  Rant 
At  Me  Some  More 
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A  I  Franken  isn't  quite  as  prolific 
across  all  media  as  Bill 
O'Reilly  is,  but  the  left-leaning 
satirist  and  Saturday  Night 
Live  alum  is  equally  poised  to 
ride  the  crest  of  this  election  year  to  a  new 
level  of  national  stardom.  Being  a  brand 
doesn't  come  naturally  to  the  52-year-old 
Franken,  however.  "Not  a  lot  of  attention  paid 
to  [business].  Not  proud  of  that,"  he  quips. 

Don't  be  fooled.  Franken's  latest  book,  Lies 
and  the  Lying  Liars  Who  Tell  Them:  A  Fair  and 
Balanced  Look  at  the  Right,  published  by 
Penguin/Dutton  Books,  is  a  best-seller. 
Readers  have  snapped  up  848,000  copies, 
about  200,000  more  than  O'Reilly  has  sold 
with  his  latest,  estimates  Nielsen  BookScan. 
The  author-actor-activist  has  also  been 
touring  for  his  book,  which  appeals  to 
audiences  skeptical  of  claims  that  the  media 
have  a  liberal  agenda.  Franken  and  O'Reilly 
initially  sparred  over  who  has  sold  more, 
and  Fox  News  sued 
Franken  and  Penguin 
for  trademark 
infringement.  A  judge 
dismissed  the  suit. 
Franken  says  the 
shouting  matches 
"have  been  great  for 
business.  That's  why 
I'm  calling  my  [new 
radio]  show  The 
Franken  Factor.  Any 
reason  to  have  him 
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sue  us  again."  O'Reilly,  not  surprisingly, 
concludes  the  opposite:  The  feud  "wasn't 
worth  it  even  if  it  was  [good  for  business] 

Franken's  big  push  now  is  preparing  a 
radio  show  for  Air  America  Radio,  a  liber 
network  soon  to  be  launched  by  Progres 
Media.  Franken  and  his  co-host,  ex-publ 
radio  host  Katherine  Lanpher,  will  prem 
their  new  show  on  Mar.  31,  going  head  tc 
head  for  three  hours  against  Rush  Limb 
on  more  than  600  stations.  Says  Franke 
"We're  going  to  try  to  do  it  drug-free,  too' 
taking  a  swipe  at  Limbaugh's  admission 
addiction  to  prescription  pills. 

Air  America  will  likely  start  out  in 
Chicago,  Los  Angeles,  New  York,  and  Sar 
Francisco.  "Al  is  a  premiere  brand  wheth' 
he  acknowledges  it  or  not,"  says  Progres 
CEO  Mark  Walsh,  a  former  top  exec  of  dc 
com  VerticalNet.  Franken  says  he  has  be 
approached  about  creating  a  TV  show,  b 
for  now  he's  focused  on  radio.  "There  wil 
time  to  sell  the  co 
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Ariba  LIVE  2004  Phoenix,  Arizona 
May  2-5 

Ariba  LIVE  2004  Phoenix,  Arizona  is  the  conference  for  people  who  want  to 
learn  more  about  implementing  an  intelligent  end-to-end  companywide 
solution  for  Enterprise  Spend  Management.  For  additional  information  or 
to  register  for  the  conference,  visit  www.aribalive.com/bw. 


Microsoft*  Word 


Productivity  Without  Boundaries 

ScanSoft  PDF  Converter  for  Microsoft  Word  instantly  converts  PDF  files  into 
Microsoft  Word  documents  that  look  just  like  the  original  -  complete  with 
all  formatting  and  graphics!  For  more  information,  visit  www.ScanSoft.com. 
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Columbia  Executive  Education 

Translate  learning  into  superior  performance  with  Columbia  Executive 
Education.  Upcoming  courses  include: 

The  Columbia  Senior  Executive  Program,  6/27  -  7/23 

Leading  Strategic  Growth  and  Change,  5/2  -  5/7 

Fundamentals  of  Management:  Highlights  of  an  MBA,  6/13  -  6/25 

For  fees  and  more  information,  visit  www.gsb.columbia.edu/execed 

or  call  800-692-3932. 
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Life  After  GE? 
And  How 

Jack  Welch  may  no  longer  be  chairman, 
but  he's  not  exactly  sitting  on  the  beach 


THE  RETIREE 

"I  have  almost 
a  dream  life" 


HE  MAY  CALL  HIMSELF  A  PENSIONER,  but  Jack  Welch,  68,  has  hardly 
retired  from  public  life.  The  former  General  Electric  Co.  chair- 
man, who  stepped  down  in  September,  2001,  continues  to  consult 
and  speak  on  everything  from  New  York  City  schools  to  corrup- 
tion in  Corporate  America.  But  the  man  regarded  as  one  of  the 
great  CEOs  in  history  has  endured  questions  over  his  generous 
pension  benefits  from  GE,  messy  divorce,  and  romance  with  Suzy 
Wetlaufer,  who  is  now  his  fiancee.  They  are  working  on  a  book 
called  Winning,  due  out  next  year.  Welch  sat  down  with  Editor- 
in-Chief  Stephen  B.  Shepard  on  Feb.  19  as  part  of  the  Captains 
of  Industry  series  at  New  York's  92nd  Street  Y.  Excerpts: 
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Start  by  telling  us  how  you're  spen 
your  time  these  days. 

I  have  almost  a  dream  life.  I  cons 
CEOs ....  I  ended  up  with  Bill  Harr 
J.P.  Morgan,  Barry  Diller  in  the 
rive  world,  and  Don  Gogel  of  C 
Dubilier,  which  is  a  buyout  firm.  I 
up  having  a  divorce,  and  on  to  a  n 
with  a  magnificent  person.  I'm  m. 
love.  I've  got  four  young  kids 
Man,  is  it  good. 

What  are  you  doing  with  New  York  C 
public  schools? 

If  you  care  about  education,  you'v 
re-elect  Mike  Bloomberg  because 
ally  does  care.  We  have  these  fa]  I** 
principals  who  come  and  spend  tw 
with  us,  and  we  go  over  what 
everything  work.  We  teach  them 
leadership.  We  teach  them  about 
ing.  They  are  really  the  CEOs  o 
school.  We  tell  them  to  take  con 
their  school. 

iff- 
Are  there  times  when  you  sort  of  mi 
action  of  being  a  CEO? 
I  don't  miss  it  for  a  day.  I  love  whe    - 
when  I'm  with  Barry  Diller  in  h 
meeting.  I  love  it  like  I  was  ther 
guess  what?  When  it's  over,  I  mee 
we  go  to  dinner  at  a  great  place  an 
a  bottle  of  wine.  I  don't  worry  ab( 
quarter,  the  half  year,  or  the  ye    I 
while  I'm  there,  man,  if  s  in  the  gu 

During  your  divorce,  the  details  cam  ifc 
about  the  pension.  Was  the  package  ta 
justified  in  the  first  place?  And  if  it  v  i  a 
why  did  you  give  some  of  it  back? 

Perfect  question.  It's  1996.  I'm  61 
old.  I  just  had  a  five-way  [heart]  b 
All  my  predecessors  had  retired 
and  63.  The  board  came  to  me— I 
had  a  contract  in  35  years  in  GE 
they  said:  "We'd  like  to  give  you 
million  in  restricted  stock  to  st  t 
you're  65  and  make  the  suco  t 
work."  I  said:  "I  don't  need  $10<  : 
lion.  I'm  too  cheap  to  spend  ii 
way... But  what  I  would  like  to 
keep  the  plane  and  the  apart 
which  cost  about  $1.7  million  a  ye; 
tuarially,  if  I  live  to  be  115,  it's  a  1 
even  for  the  company.  It  was  an 
man  taking  a  deal.  It  was  a  ret( 
agreement,  and  every  time  you  say 
the  golden  handshake/pension  th 
sets  me  off.  Then  five  years  later  I  r 
and  then  I  got  divorced.  If  you 
couple  of  very  sharp  New  York  la 
on  the  other  side,  they  can  mak 
thing  sound  awful.  [To  spare  ( 
chose  giving  it  back. 
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/e  strong  economic  growth  and 
ob  creation;  productivity  numbers 
uople  never  thought  possible,  and 
ircing.  Is  the  world  fundamentally 
nt  than  when  you  were  CEO  of  GE? 
t  think  so  at  all.  When  I  became 
f  GE,  it  was  1980.  Outsourcing  was 
ning— Mexico.  Textiles  had  already 

I  out  of  the  Northeast.  We  recovered 
moved  up  the  food  chain. 

/e,  we're  going  to  move  up  the  food 
|  again.  The  outsourcing  rhetoric  far 
ips  the  outsourcing  numbers.  Far 
ips. ...  I  don't  know  what  the  num- 

II  be,  but  we'll  create  100,000  plus 
month.  You  can't  run  a  4.5%  econ- 
nd  not  get  jobs. 

dia  and  China  a  threat,  or  are 
n  economic  advantage  to 
S.? 

hem  as  a  real  threat  if  we 
p  with  stupid  platforms 
on't  allow  us  to  be  com- 
e.  If  we  put  our  head  in 
ind,  we  will  definitely  lose 
irticularly  to  China.  India 
[•eat  intellectual  place,  but  it  never 
1  of  the  British  bureaucracy.  China, 
t  other  hand,  is  going  to  be  a  fierce 
:titor.  Intellectually,  off  the  wall.  You 
in  energy.  You  have  a  drive  that's 
passed. . . .  We're  going  to  have  to  do 
credible  job  of  moving  up  the 
ology  curve. 

ig  into  this  a  little  bit  more.  In 
lore,  at  GE's  research  center  there- 
is  called  the  John  Welch  Research 
r— there  are  1,400  researchers, 
lird  of  whom  have  PhDs.  This  is 
j  good  for  GE.  Why  is  it  good  for 
ca? 

se  these  people  can  develop  soft- 
and  we  can  develop  it  faster.  The  vi- 
aday  is  to  sell  somebody  a  CT  scan- 
nd  tell  them:  "You  can  use  that 
ine  for  10  years."  Before,  we  would 
?e  CT  scanner  for  $2  million,  and 
hree  years  later,  we  rip  out  the  old 
nd  put  in  a  new  one.  Now,  we  will 
hem  procedures  with  software.  We 
disk  to  a  doctor,  to  a  hospital,  about 
'  shoulder  procedure  or  a  new  leg 
dure,  and  we  will  allow  them  a 
i's  free  trial. 

1/11  run  that,  developed  in  India, 
leople  will  be  here  managing  the 
ss.  If  they  like  it,  it  stays  live.  If  they 
like  it,  we  shut  it  off  right  from 
luarters,  and  they  lose  the  ability  to 
le  machine  for  that  purpose.  There 
rmous  intellectual  capital  that's  be- 
amed back  into  the  U.S.  by  these 
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ties.  These  engineers  [in  India]  are  mak- 
ing the  engineers  in  Schenectady— 
where  the  numbers  haven't  fallen  off- 
more  productive. 

So  it's  making  us  more  efficient  and 
productive. 

You're  not  going  to  sell  products  that 
aren't  competitive.  How  many  of  you  go 
and  say:  "Give  me  the  highest-price 
product,  because  I  really  want  to  keep 
jobs  in  America?  That's  what  I'm  think- 
ing about,  shopping  here  today."  It  isn't 
happening.  Stop  kidding  yourself. 

Given  all  that's  happening  in  the  world,  is 
it  harder  today  to  run  a  company  like  GE 
than  it  was  in  the  time  you  were  there? 

We  had  a  recession,  inflation  was  awful, 
we  had  to  lay  off  tens  of  thousands  of  peo- 
ple. It  was  horrible.  We  weren't  competi- 
tive. We  used  to  give  speeches  to  our  peo- 
ple: "No  one  can  guarantee  you  a  job 
other  than  satisfied  customers."  That's  the 
only  thing  that  works.  Nothing  creates 
work  other  than  products  and  services  you 
provide  that  create  satisfied  customers. 
State  and  federal  governments  don't  have 
any  competition.  I'm  serious.  If  you  don't 
live  in  a  competitive  world,  you  don't  get 


it.  If  you've  been  drawing  a 
government  check  in  the 
Senate  or  somewhere  else  the 
last  20  years,  you  don't  get  it. 
No  one  is  after  your  job  except 
another  politician  every  four 
years  or  six  years. 

We're  going  to  outsource 
them  all.  So  the  qualities  it 
took  to  be  a  good  CEO  20 
years  ago  are  more  or  less  the 
same  now? 

Without  question.  A  passion 
to  get  great  people.  An  inordi- 
nate desire  to  want  to  win  in 
the  global  world— maybe  more 
intense  than  it  was  in  the  70s. 
Integrity  first.  Always  trying  to 
raise  the  intellectual  bar  of  a 
company,  looking  everywhere  for  ideas. 

How  interested  were  you  in  buying  the 
Boston  Red  Sox? 

I  was  fairly  interested  until  I  picked  up 
the  New  York  Post.  On  the  cover  was  a  pic- 
ture of  Pedro  Martinez'  body  and  my  face. 
I  said:  "Wait  a  minute,  this  is  way  too 
much  publicity  for  so  little  reward."  So  in- 
stead, I'm  just  an  avid  fan.  Don't  you  talk 
about  A-Rod  today.  I  think  Steinbrenner 
made  a  magnificent  move. 

So  what  would  your  advice  be  to  Red  Sox 
owner  John  Henry? 

Not  to  whine  about  it.  They  decided  not  to 
pony  up.  I  have  been  in  business  deals 
several  times  when  I  didn't  pony  up,  and 
you've  got  to  eat  it. 

How  would  you  like  to  be  baseball 
commissioner? 

That  is  the  last  job  [I'd  want].  Owners 
control  the  baseball  commissioner. 

What's  your  take  on  the  Comcast-Disney 
deal  or  potential  deal? 

Well,  I  would  say  that  Michael  [Eisner] 
has  got  some  work  to  do.  I  think  the 
Roberts  family  are  people  who  generally 
win.  Their  history  has  been  one  of  tena- 
cious, determined  commitment.  I  think 
that  they're  not  going  to  get  it  at  that  price. 
How  much  of  a  squeeze  will  take  place 
and  whether  or  not  somebody  like  Micro- 
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soft  comes  in  over  the  top.  who  knows? 

If  Michael  Eisner  were  one  of  your 
clients,  what  would  you  teil  him? 

Right  now,  he's  got  a  board  that  seems 
to  be  behind  him.  The  Comcast  bid  is 
below  his  stock  price.  He's  got  no  prob- 
lem at  this  moment.  Now  he's  got  to  line 
up  his  ducks,  to  get  a  great  performance 
out  of  ABC  in  the  first  quarter.  He's  got 
to  pray  that  we  don't  have  another  inci- 
dent so  the  theme  parks  aren't  hit.  If  he 
can  move  that  stock  price  three  or  four 
dollars,  Comcast  is  gone.  His  job  is  to 
deliver  earnings,  really  deliver  them. 

For  the  first  10  years,  Eisner  did  very 
well,  but  then  he  had  a  poor  record  and 
took  a  lot  of  money  out  of  the  company. 

For  Michael  Eisner  or  anybody,  I  think 
it's  pay  for  performance.  I  got  paid  plen- 
ty of  dough,  and  everybody  associated 
with  us  got  plenty  of  dough.  We  had  re- 
sults. The  problem  here  is  that  some 
bums  get  high  pay... It  absolutely 
blows  my  mind  to  see  people  that  sunk 
the  company  walking  out  with  a  suit- 
case of  money.  It's  just  wrong. 

Are  you  worried  about  the  consolidation 
of  media  in  fewer  and  fewer  hands? 

They  always  used  to  say  when  NBC  was 
owned  by  GE  that  we  would  have  some- 
thing to  say  about  it.  If  we  ever  whis- 
pered in  Tom  Brokaw's  ear  what  to  do,  he 
would  have  raised  a  flag  into  the  square. 
Sometimes  I  feel  they  are  communists, 
but  there's  nothing  I  can  do  about  it 

If  different  outlets  are  all  owned  by  the 
same  people,  you  might  not  have 
diversity.  This  doesn't  worry  you? 

I  don't  stay  up  all  night  over  it. 

Well,  I  do. 

Steve,  get  a  life. 

Is  George  Bush  really  good  for  Big 
Business? 

The  big  myth  is  that  George  Bush  is 
great  for  Big  Business.  I  don't  see  this 
great  connection.  I  never  did,  by  the 
way.  I  never  saw  Ronald  Reagan  do  it.  I 
never  saw  [Bush's]  father  do  it.  With- 
out Bill  Clinton,  we  wouldn't  have  had 
NAFTA.  Without  the  North  American 
Free  Trade  Agreement,  we  would  have 
been  really  behind  the  eight  ball  in 
competitiveness. 

So  Bill  Clinton  did  a  lot  for  business? 

Yes. 

You  heard  it  here  first.  ■ 
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No  Child:  Can  It  Make 
The  Grade? 

Consensus  on  the  act  is  fading,  but  it  can  be  sa^ 


THE  NO  CHILD  Left  Behind  Act  that  cle 
Congress  in  a  bipartisan  landslide  in 
2001  is  the  most  ambitious  school  refci 
effort  in  at  least  a  generation.  Presic 
Bush  champions  it  as  his  signature  so 
policy  achievement.  And  business  and  civil  ri 
groups  alike  have  cheered  its  historic  goals:  to  { 
every  child  in  America  a  "highly  qualified  teacher 
2006,  and  to  ensure  that  all  students  achieve  "pi 


ciency"  in  core  subjects  by  2014. 

Now  the  national  consensus  is  begin- 
ning to  crack.  On  Feb.  10,  the  solidly  Re- 
publican Utah  House  voted  to  bar  the 
use  of  local  money  to  comply  with  No 
Child.  A  few  weeks  earlier,  the  GOP- 
dominated  Virginia  House  of  Delegates 
voted  98  to  1  to  ask  Congress  for  a  waiv- 
er from  the  law,  which  it  branded  as 
"the  most  sweeping  intrusion  into  local 
control  of  education  in  the  history  of  the 
U.S."  Many  education  groups  worry 
that  the  law  could  undermine  support 
for  public  schools,  says  Anne  L.  Bryant, 
executive  director  of  the  National 
School  Boards  Assn. 

The  mounting  discord  is  sure  to 
make  No  Child  a  hot  issue  in  the  Presi- 
dential campaign.  Democrats  are  mak- 
ing hay  by  attacking  the  law,  while  the 
Administration  his  become  increasing- 
ly defensive  about  complaints  that  it's 
an  underfunded  federal  mandate.  But 


L 


whatever  the  outcome  in  Nove 
there's  growing  pressure  to  open  i 
law  and  rewrite  some  of  it,  says  Mi 
Cohen,  president  of  Achieve  Ii 
group  of  CEOs  and  state  governor 
supports  the  law's  basic  approach 

That's  probably  the  best  way  to 
italize  on  No  Child's  good  intern  I 
Certainly,  nearly  everyone  agrees  E 
its  basic  aim,  to  use  testing  to  sh  s 
light  on  schools  that  aren't  delivei 
quality  education— and  insist  thi 
problems  be  fixed.  But  after  the 
two  years,  it  has  become  clear  thi 
practical  difficulties  of  doing  so  re 
some  adjustments  (table).  "Ther 
good  parts  of  the  act,  so  we  don't 
to  repeal  it,"  says  Gary  M.  Ratne. 
ecutive  director  of  Citizens  for  Effe 
Schools  Inc.,  a  reform  group  in  si 
ban  Washington.  "But  making  it 
will  require  major  changes." 

For  one  thing,  the  law's  timetal 
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No  CWld  Left  Behind: 
How  To  Fix  the  Law 

Adjustments  to  the  2001  act  are  needed  to  avoid  fallir 
of  its  key  goals-better  teachers  and  academic  prof  ic 
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MASTERWORK? 

Bush,  herewith 
Knoxville  kids, 
calls  the  act  his 
defining  social 
policy  success 


i  unrealistic,  especially  for  the  chil- 
vho  need  the  most  help.  It  should 
ered  so  that  schools  aren't  desig- 
as  failing  if  they're  making 
iss  with  subgroups  such  as  minor- 
or,  and  special- education  kids.  The 

flexibility  would  make  it  easier  to 
Is  the  wildly  varying  standards  of 
;s  designed  by  each  state.  States 
is  Colorado  are  setting  theirs  low  to 
failure,  while  those  like  South  Car- 
with  high  standards,  face  stringent 
ons  if  too  few  students  pass  their 
National  standards  may  be  anathe- 

local  educators,  but  some  sort  of 
num  benchmarking  across  the 
ry  is  the  most  logical  approach.  The 
sf  teachers'  pay  also  needs  some  ag- 
Ve  reform.  To  staff  classes  with 
fed  teachers,  schools  should  take  a 

market-based  approach  and  pay 
for  those  in  the  highest  demand, 
is  science  instructors. 


Although  No  Child  has  run  into  a  buz- 
zsaw  at  local  levels,  the  law's  overall  pur- 
pose is  undisputed:  to  close  the  yawning 
gaps  that  plague  U.S.  education.  After 
some  two  decades  of  reform,  only  29%  of 
the  nation's  eighth-graders  are  proficient 
in  math  and  just  32%  read  at  their  grade 
level,  according  to  the  2003  results  of  the 
National  Assessment  of  Educational 
Progress,  often  known  as  the  nation's  re- 
port card.  NAEP  shows  clearly  that  mil- 
lions are  indeed  being  left  behind.  By  age 
17,  minority  students  are  four  years  be- 
hind their  white  counterparts.  Moreover, 
the  most  disadvantaged  children  are 
stuck  with  some  of  the  worst  teachers. 
More  than  half  of  those  teaching  7th-  to 
12th-grade  math  in  poor  schools  don't 
have  a  major  or  minor  in  math,  according 
to  Richard  M.  Ingersoll,  a  University  of 
Pennsylvania  education  professor. 

To  accelerate  change,  No  Child  re- 
quires states  to  test  third-  to  eighth-grade 


children  in  math  and  reading  yearly  and 
once  in  high  school.  They  must  then  issue 
report  cards  on  every  school,  assessing  the 
performance  of  all  students  and  of  sub- 
groups such  as  low-income,  minority,  and 
special-ed  students. 

Raising  the  Bar 

SOUNDS  GOOD  ON  paper,  but  so  far  just 
20  states  have  all  the  required  tests  in 
place,  according  to  a  January  study  issued 
by  the  Center  on  Education  Policy,  a 
Washington  research  group.  Massachu- 
setts, for  one,  ultimately  managed  to  get 
95%  of  the  class  of  2003  to  pass  a  test  it 
now  requires  to  graduate  from  high 
school,  even  though  many  students  ini- 
tially failed  it.  But  other  states  are  run- 
ning into  major  hurdles. 

For  starters,  an  unrealistically  high 
number  of  schools  are  being  classified  as 
failing.  No  Child  requires  that  schools 


STABILITY 

I:  Schools  "fail"  if  just 
)up  in  one  grade  doesn't 
oals 

:nize  progress  schools 
hard-to-educate 
and  poor  kids 


STANDARDS 

PROBLEM:  Many  states  have  set 
standards  too  low  in  order  to  avoid 
failure,  while  those  with  high 
standards  face  punishment 

FIX:  Set  minimum  standards  for  all 
states 


TEACHERS 

PROBLEM:  Up  to  25%  of  classes 
are  now  taught  by  teachers  who 
didn't  major  in  the  subject 

FIX:  Align  teacher  pay  more  with 
the  market  and  tie  it  to  student 
improvements 


TESTING 

PROBLEM:  Many  states  use 
inexpensive  off-the-shelf  tests 
that  lead  teachers  to  teach  to 
the  test 

FIX:  Find  funds  to  design  more 
sophisticated  tests 
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make  "adequate  yearly  progress"  toward 
moving  100%  of  students  to  proficiency. 
But  schools  can  fail  if  just  one  sub- 
group, such  as  third-grade  special-ed 
kids,  fails.  Already,  more  than  25,000 
schools,  28%  of  the  total,  are  failing,  ac- 
cording to  the  Center  on  Education  Poli- 
cy. Even  prestigious  high  schools  in  tony 
Greenwich  and  Fairfield,  Conn.,  flunked 
last  year  because  they  didn't  get  the  need- 
ed 95%  of  students  to  take  the  exam. 

The  failure  rate  will  only  climb  as 
states  keep  raising  the  bar  to  meet  the 
2014  deadline.  This  year,  Ohio  is  requir- 
ing just  52%  of  students  to  be  proficient  in 
reading  and  42%  in  math.  But  consider- 
ing that  only  one-third  of  the  state's  black 
students  are  proficient  in  math,  how  like- 
ly is  it  to  get  to  100%  in  10  years?  With 
minorities  starting  off  so  far  behind, 
states  with  more  minorities  and  more  in- 
tegrated schools  will  have  the  highest  fail- 
ure rates,  predicts  Thomas  J.  Kane,  pro- 
fessor of  policy  studies  at  the  University 
of  California  at  Los  Angeles. 

Financial  Burden 

PARADOXICALLY,  the  unrealistic  stan- 
dards causing  high  failure  rates  are  ac- 
companied by  too  much  flexibility  from 
Washington  in  defining  what  students 
must  know  to  be  proficient  In  Texas,  for 
example,  more  than  80%  of  fourth- 
graders  scored  as  proficient  on  the  state 
reading  test,  even  though  only  about  30% 
met  the  NAEP  standard.  Yet  No  Child  of- 
ten ends  up  punishing  states  with  high 
standards.  Fully  62%  of  schools  in  South 
Carolina  fell  short  of  the  required 
progress  last  year,  which  could  lead  to  lost 
federal  funds,  while  just  13%  of  Texas 
schools  failed  to  do  so.  If  the  law  isn't 
changed,  experts  predict,  states  with  high 
standards  will  have  little  choice  but  to 
lower  them  to  look  better. 

No  Child's  demands  also  threaten  to 
overburden  states  financially.  The  law  re- 
quires low-performing  schools  to  offer  free 
tutoring  and  school  choice.  And  they  face 
restructuring  if  they  don't  improve  in  five 
years.  But  Michigan  officials  are  already 
overwhelmed  by  the  112  failing  schools 
targeted  for  restructuring.  "Most  urban 
high  schools  have  more  staff  than  I  do," 
complains  Michigan  schools  superintend- 
ent Thomas  D.  Watkins,  who  is  adopting  a 
triage  approach  to  focus  on  just  some  of 
the  very  worst  schools. 

True,  federal  spending  on  K-12  educa- 
tion has  climbed  by  more  than  a  third  un- 
der Bush.  But  with  state  and  local  gov- 
ernments still  footing  more  than  90%  of 
the  $480  billion  tab  for  K-12  education, 


the  $8  billion  hike  in  federal  outlays 
translates  into  less  than  a  2%  increase  in 
total  spending.  Even  that  has  been  partly 
offset  by  education  cuts  in  fiscally  trou- 
bled states.  "There's  a  real  disconnect  in 
the  idea  that  you  can  leverage  fundamen- 
tal change  with  such  a  marginal  amount 
of  money,"  says  David  L.  Shreve,  head  of 
the  education  committee  of  the  Na'tional 
Conference  of  State  Legislatures.  Nor 
does  the  law  go  far  enough  to  correct  the 
funding  inequities  among  rich  and  poor 
districts  within  a  state  that  help  perpetu- 
ate the  achievement  gaps. 

Despite  all  its  flaws,  the  education  law 
could  do  a  lot  once  if  s  improved.  Getting 


into  state  affairs.  "But  in  our  mobil 
ety,  in  which  people  regularly  mo\| 
state  to  state,  and  in  which  we  al| 
compete  in  a  global  economy,  the 
compelling,"  says  Achieve's  Cohei 

This  would  be  easier  if  No  Chile 
size-fits-all  mandates  better  reffec 
ality.  A  rural  state  like  Montana  hj 
school  districts  with  fewer  than 
dents.  It  makes  no  sense  for  each  tl 
five  science  teachers,  each  of  whc| 
majored  in  different  sciences,  say! 
tana  Superintendent  Linda  McCulJ 

Similarly,  educators  want  the 
take  into  account  whether  a  school 
ing  up  disadvantaged  subgroups,  i 


serious  about  qualified  in- 
structors could  be  next  on 
the  reform  agenda.  The 
decades-old  system  of  paying 
all  teachers  in  lockstep  based 
on  seniority  should  be  tossed 
out,  argues  a  new  report  by 
the  Teaching  Commission,  a 
group  of  educators  and  busi- 
ness executives  headed  by  ex- 
IBM  Chairman  Louis  V. 
Gerstner.  The  group  recom- 
mends that  instead,  teachers 
should  be  paid  more  for  serving  in  tough 
inner- city  schools  or  for  teaching  subjects 
in  demand  like  math  and  science.  Pay 
should  also  reflect  performance,  so  that 
teachers  who  raise  student  achievement 
beyond  expectations  are  rewarded.  Ten- 
nessee is  already  adopting  a  "value- 
added"  measure. 

An  even  bolder  move  would  be  to  es- 
tablish a  set  of  national  standards  for 
what  students  should  know.  Many  states 
would  oppose  that  as  a  federal  intrusion 


A  more 
market- 
based 
approach  is 
needed  for 
teacher  pay 


they  don't  all  reach  pro] 
cy  on  deadline.  The  Adf 
tration  recently  mov| 
this  direction  by  relaxiii 
teria  for  how  soon  chl 
with  limited  English  [ 
pass  state  tests.  But 
flexibility  is  needed. 

More  money  is  nd 
too.  The  Teaching  Cc 
sion's  ideas  on  pay  coul 
$30  billion  a  year.  But  | 
makers  are  serious 
putting  a  qualified  teacher  in  every  I 
room,  there  may  not  be  another  wa>| 
ilarly,  educators  can't  hope  to  lift  uj[ 
income  and  special-education  st 
without  addressing  the  underlying) 
ing  inequities. 

The  law  was  a  great  start.  Now  thj  I 
makers  can  see  its  shortcomings  f 
need  to  act  The  worst  that  could  hap  I 
that  No  Child  is  left  unchanged,  blf 
apart  the  consensus  on  reform— ancl 
ing  behind  yet  another  generation. 
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Personal  Business  Travel 


Design 

Your  Own 

Discount 
Getaway 

The  Web  lets  you  customize— from  airfare  to  surfing 
class-and  still  get  a  deal,  by  timothy  j.  mullaney 


tin 
[fece: 
fnx 

wffl 


bbi 


IF  youVe  tried  book 
vacation  online  lately,  yo 
have  gotten  a  new  whiff  (  c 
dom.  On  travel  sites  Fj 
Travelocity,  and  Orbitz,  yr 
mix  and  match  airlines, 
car  rentals,  and  even  lift  tic  \  -•- 
surfing  lessons  into  one  custo 
money-saving  package. 

Called  dynamic  packaging,  this  1 
liberates  you  from  having  to  pic.  s 
deals  designed  by,  say,  an  airline-i  ft 
tour  company  that  insists  you  i 
planes  and  partner  hotels.  Exped'  ^ 
neered  dynamic  packaging  two  yes 
and  now  gets  almost  30%  of  re  mi 
from  package  buyers.  Little  wonde 
elocity  and  Orbitz  rolled  out  pad 
engines  last  year. 

The  travel  sites  say  dynamic  pacl 
means  big  savings  for  consumers 
locity  says  the  average  trip  booke 
package  is  $115  cheaper  than 
bought  the  components  of  the  trip^r 
rately.  Why?  Airlines  and  hotels  w 
count  more  if  they  can  do  it  w 
directly  tipping  off  their  full-payin 
tomers— by  burying  the  reduced  ra 
package  rather  than  posting  it  on  tl 


P 
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also  will  often  agree  to  lower 
on  a  big  site  in  exchange  for  being 
ar  the  top  of  a  city's  hotel  listings, 
placement  can  sell  tens  of  thou- 
bfroomsayear. 

will  dynamic  packaging  give  a 
•r  the  best  deal  in  town?  To  find  the 
t,  we  tested  10  domestic  and  inter- 
al  trips— from  weekend  jaunts  to 

vacations  and  a  honeymoon— on 
ee  sites  and  compared  them  with 

from  travel  agents  at  the  American 
lobile  Assn.  We  also  checked  some 
Sgainst  the  travel  search  engine 
ep,  which  scours  the  big  agency 
nd  hotel  and  airline  sites  for  dis- 
l  The  bottom  line:  AAA  and  Side- 
vere  often  able  to  beat  the  major 
jackage  prices.  But  dynamic  pack- 
adds  convenience  and  choice  to  va- 

planning,  as  well  as  competitive 

That's  not  a  bad  combination, 
edia's  vacation-packaging  engine 
rly  the  best.  It  has  packaged  rates 
nore  hotels  in  nearly  every  city— 

in  all.  And  it  has  a  long  fist  of 
i  attractions.  Dara  Khosrowshahi, 
f  Expedia  owner  InterActiveCorp, 
\C  sold  2,400  wedding  packages, 


900  tours  of  Graceland,  and  3,300  heli- 
copter tours  of  Manhattan  last  year. 
"More  and  more,  Expedia  is  about  the 
whole  trip,"  he  says.  Orbitz  and  Traveloc- 
ity  say  closing  the  gap  is  mostly  a  matter 
of  time  and  shoe  leather,  as  they  fan  out  to 
convince  hotels  and  local  merchants  to 
sell  through  their  sites.  A  handful  of 
ground  attractions,  including  Disney 
World  passes  and  ski  lift  tickets,  are  al- 
ready available  at  the  two  sites. 

EXCLUSIVE  ACCESS 

SOME  OF  EXPEDLA'S  advantages  will  last 
a  while.  Because  IAC  owns  Ticketmaster 
and  distributes  restaurant  discount 
coupons  through  its  Entertainment  Pub- 
lications unit,  Expedia  has  exclusive  ac- 
cess to  such  things  as  NBA  tickets  or  a 
half-off  deal  at  Outback  Steakhouse.  So 
it'll  be  a  cold  day  in,  well,  Orlando  before 
you'll  see  tickets  to  a  Knicks-Magic  game 
on  Travelocity. 

The  convenience  of  packaging  is  a 
huge  competitive  edge,  but  our  test  sug- 
gests the  sites  may  be  overselling  its  mon- 
ey-saving power.  On  our  fictional  trip  to 
St.  Croix,  I  got  lower  prices  going 
through  SideStep  and  "buying"  the  air- 
fare and  hotel  separately.  We  also  gave 
our  10  trips  to  offline  travel  agents  at  AAA. 
Not  only  were  they  able  to  beat  prices 
about  half  the  time,  but  they  also  offered  a 
long  list  of  suggestions  for  things  to  do  at 
our  destinations  that  they  could  arrange 
for  us.  One  thing  our  test  showed  for 
sure:  If  an  agent  knows  he's  competing 
against  the  Web's  Big  Three,  he'll  go  the 


extra  mile.  "You  say,  'compared  to  Expe- 
dia, Travelocity,  and  Orbitz,'  and  travel 
agents  get  worked  up  a  bit,"  says  AAA 
spokesman  Justin  McNaull. 

Among  the  big  online  vacation  pack- 
agers themselves,  our  test  gave  no  clear 
verdict  about  who's  cheapest.  Travelocity 
and  Expedia  were  within  $10  of  each  other 
for  their  cheapest  week  in  Hawaii,  for  ex- 
ample, and  the  lowest  available  prices  for 
our  Memorial  Day-weekend  jaunt  from 
Dallas  to  Las  Vegas  at  all  three  sites  were 
within  about  $50  of  each  other;  also,  trav- 
el prices  change  every  day.  But  we  found 
the  occasional  glaring  difference:  On  our 
Seattle-Chicago  April  weekend  trip,  Expe- 
dia delivered  a  trip  featuring  the  hotel  Orb- 
itz tabbed  as  its  best  value  for  $200  less. 

If  price  is  your  main  motivation,  sites 
such  as  Priceline  and  Hotwire  offer  deep- 
er discounts.  But  they  often  won't  tell  you 
the  name  of  your  hotel  in  advance  when 
you  ask  for,  say,  a  three-star  hotel  in  San 
Francisco's  Union  Square  neighborhood. 
The  more  a  site  lets  hotels  obscure  the 
discounts  they're  giving— especially  by 
not  disclosing  the  hotel's  name  until  after 
you  buy— the  fatter  the  discounts. 

Dynamic  packaging  offers  lots  of  op- 
tions, saves  time,  and  may  save  money, 
too.  If  planning  your  whole  trip  in  one 
place  sounds  like  a  big  deal,  you'll  like  the 
service.  It's  certainly  an  intriguing  addi- 
tion to  the  savvy  shopper's  toolbox.  ■ 


BusinessWeek  online 


For  a  detailed 
breakout  on  the  trips  mentioned,  go  to 
www.businessweek.com/magazine/extra.htm 


Bundle  Up  and  Save? 

Online  travel  agencies  say  they  can  save  consumers  money  by  letting  them  mix  and  match 

airline,  hotels,  car  rentals,  and  even  admission  to  tourist  attractions.  We  found  such  packaging 

good  for  choice  and  convenience,  but  not  a  surefire  way  to  save  dough. 

TRAVEL AGENCY 

THE GOOD 

THE BAD 

THE  VERDICT 

EXPEDIA 

Best  hotel  selection 
and  the  most  ability  to 
book  ground  attractions 
online  in  advance. 

Usually  not  the  cheapest 
option. 

Best  for 
convenience, 
competitive 
on  price. 

ORBITZ 

Matrix  display  separates 
choices  by  airline— a  plus 
for  brand-loyal  travelers. 

Weaker  hotel  selection 
and  few  ground  attractions. 

Not  ready  for  the 
major  leagues  yet, 
but  changes  are 
coming  rapidly. 

TRAVELOCITY 

More  hotels  than  Orbitz 
available  at  packaged 
rates. 

Like  Orbitz,  hotel 
selection  is  well  behind 
Expedia.  Ground  attractions 
are  few. 

Behind  the  pace, 
but  expected  to 
upgrade  sharply 
this  year. 

AAA 

Traditional  travel  agents 
made  helpful  suggestions 
about  ground  attractions. 

Since  agent  sifts  choices, 
you  may  see  fewer  options. 
Takes  longer  than  online 
research. 

Always  competitive 
on  price  and 
more  personal 
service. 
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Personal  Business  Cell  Phones 


V 

Does  Prepaid 
Save  You  Money? 

Maybe,  if  you're  a  light  or  emergency-only 
cell-phone  user.  Otherwise...  by  JESSI  hempel 


I'VE  SPENT  MY  ENTIRE  CELLU- 
lar  life  trying  to  adhere  to  a  diet 
of  minutes  that  never  exactiy 
suits  my  needs.  One  month,  I 
have  spare  minutes.  The  next 
month,  with  a  brief,  poorly  timed 
call  to  my  mother,  my  bill  dou- 
bles. Every  time  I  shift  plans,  I  lock  myself 
into  another  year-long  contract.  So  when 
I  saw  an  ad  for  Virgin  Mobile  USA's  pre- 
paid plan,  I  decided  to  check  it  out.  After 
all,  it  seemed  like  a  novel  idea:  You  pay 
for  the  minutes  you  use. 

Prepaid  has  some  great  benefits.  In- 
stead of  a  contract,  you  buy  a  "starter  kit" 
at  a  retailer  such  as  Target  or  Wal-Mart 


Stores.  It  includes  the  phone,  some 
accessories,  and  usually  a  set  num- 
ber of  minutes  to  get  you  started. 
You  avoid  monthly  taxes,  which 
can  regularly  tack  on  upward  of  $15  to  a 
typical  New  York  City  bill.  And  most  pre- 
paid plans  aren't  peppered  with  extra 
charges  like  activation  fees.  Plus,  you  nev- 
er run  over  your  minute  allowance.  With 
most  plans,  if  you  buy  additional  minutes 
before  the  old  ones  expire,  you  can  carry 
them  over.  What  could  be  better? 

Most  traditional  plans,  actually.  With 
average  minutes  prices  ranging  from  15<t 
to  25<t  per  minute,  prepaid  plans  still 
don't  match  the  prices  of  a  well-selected 


monthly  contract,  in  which  you  c 
rates  as  low  as  8<t  per  minute.  Eve 
frequently  run  over  your  minutes  i 
extra  fees,  frequent  talkers  will  p 
do  better  with  the  standard  mode 
Still,  prepaid  plans  are  a  good 
for  those  who  just  want  a  phone 
gencies.  They're  also  great  fi 
adults  with  no  credit  history,  \* 
needed  to  qualify  for  most  regula 
And  parents  may  prefer  prepaid  p 
the  kids  rather  than  risk  letting 


RE 


Comparing 


Plans 


PLAN 


COMPANY 


STARTER  KIT*  PREPAID  PLANS* 


COMMENTS 


:-..: 


Boost 


Boost  (a  division 
of  Nextel) 


$79.99 


250/tnin. 


Markets  mainly  to  teenagers.  So  far,  available 
in  California  and  Nevada  but  plans  to  expand. 


EasySpeak 


T-Mobile 


79.99  $10/30  min.;  $25/100  min.; 

$50/250  min.;  $100/665  min. 


Afteryouspend$250onairtime,youget400/   . 
regular  rates. 


Free2Go 


GoPhone 


KIC- 

Keep  in  Contact 


Pay  As  You  Go 

From  Verizon  Wireless 

TracFone 


Virgin  Mobile 
USA 


AT&T  Wireless  99.99  $10/20  mm.;  $50/167min. 

$100/833  min. 


Different  prices  for  local  and  national  calls. 


In 


AT&T  Wireless  69.99  Ranges  from  $19.99/80  min.  to 

$69.99/700  min.  Free  weekends 
for  plans  $39.99  and  up 


Automatically  replenishes  minutes  when  you  i 
out  or  after  30  days. 


Cingular 


99.99  $ladayandlOMnin.or$laday 

and  300/min.  with  free  weekends. 
Another  alternative:  350/min. 
peak  and  100/rnin.  off-peak 


Confusing  plans  will  have  you  obsessing 
overtimes,  dates,  and  amounts. 


Verizon  Wireless        129.99 


30^/rnin.  day,  15tf/min. 
nights  and  weekends 


$20  activation  fee  in  some  states. 


TracFone  Wireless       49.99 


$19.99/40  min.;  $29.99/100  min. 
$49.99/200  min.;  $79.99/400 
min.  Or  card  good  for  a  year 
with  150  min./$94.99 


You  lose  your  number  when  your  minutes 
expire.  Still,  it's  a  good  option  for  those  looking 
glove-compartment  safety. 


MVNO  (Sprint 
PCS/Virgin  Group 
joint  venture) 


69.99 


25£/min.  for  the  first  10  min. 
per  day,  and  lOtf/min.  after 


Most  straightforward  and,  by  far,  most  hip. 
Fun  features  include  VH-1  hookup  for  new  mus 
ring  tones. 


my  rebates  "User  most  purchase  additional  r-inutes  before  expiration  to  retain  unused  time 
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Autos 


;e  charges  on  a  conventional  plan. 
;in  Mobile  USA  had  the  youth  mar- 
mind  when  it  created  a  product 
great  teen  gimmicks,  such  as 
voice-mail  greetings— your 
of  celeb,  from  Destiny's  Child  to 
Hayes,  for  $2.95  a  message.  You 

-chedule  a  25<t  phone  call  from 
mpany  to  rescue  you,  say,  from  a 
ou  fear  may  go  bad.  The  rates, 

re  the  real  draw:  They're  easy  to 
rte  and  cheaper  than  competitors', 
ither  teen  pick,  from  Nextel  Com- 
ations  subsidiary  Boost  Mobile, 
t  have  Virgin  Mobile  USA's  fea- 
but  it's  hawking  its  products  in 
;-store  chain  Quicksilver  and  mu- 
tailer  Sam  Goody.  Boost  cuts 
;h  pricing  confusion  with  one 
er-minute  price  regardless  of  how 
minutes  you  buy  or  when  you  use 
And  the  phones,  like  Nextel's 
ess-oriented  products,  have 
^-talkie  capabilities.  Boost  is  only 
ilifornia  and  Nevada,  but  a 
^person  says  Boost  will  roll  out  in 
seven  new  markets  later  this  year. 

ND  OF  BOTH 

WIRELESS  SERVICES'  GoPhone 
blends  features  from  traditional 
repaid  plans.  There's  a  contract 
monthly  charge  for  a  set  number 
lutes.  But  your  minutes  are  re- 
hed  every  time  you  use  them  up  or 
30  days.  True  to  prepaid,  you  pay 
iat  you  use,  and  you  can  bank  the 
ling  minutes  from  month  to 
».  This  is  a  good  plan  if  you  often 
ter  your  minute  allowance.  Go- 
|  minutes  still  cost  more,  though— 
25<t— so  if  you  can  find  a  tradi- 
plan  you  can  stick  to  most  of  the 
hat's  your  best  option. 
;  danger  with  prepaids:  If  you  let 
ninutes  lapse,  you  could  lose  your 
:  number.  Most  plans  give  you  a 
period  to  replenish.  These  periods 
from  T-mobile  International's 
)us  110  days  to  Cingular  Wireless' 
y  window.  TracFone  Wireless 
you  fewer  than  two  weeks— hard- 
l  enough  to  remember  you  forgot 
'.  But  TracFone  does  offer  a  year- 
iervice  option,  making  it  a  great 
compartment  phone  for  those 
ig  emergency  availability, 
not  ready  to  go  prepaid,  even  if  it 
>  a  rescue  from  a  bad  date.  I'll  stick 
ny  traditional  plan  with  its  800- 
e  diet  until  prepaid  prices  fall.  Just 
sxpect  to  hear  from  me  from  until 
!th  of  the  month— when  my  next 
;  cycle  starts.  ■ 


2004ACURATL 

Sleeker  down 
to  its  door 
handles 


The  New  Acura: 
A  Big  Step  Up 

The  TL  has  much  more  power,  better  styling,  and 
bells  and  whistles  galore.  BY  LARRY  ARMSTRONG 


THE  FIRST  THING  I  No- 
ticed about  the  2004 
Acura  TL  is  how  good- 
looking  it  is.  Pretty  much 
gone  is  the  exasperating- 
ly  dull  styling  that  has 
long  been  the  hallmark 
of  Honda's  luxury  line.  The  new  TL  looks 
best  in  profile,  which  shows  off  its  sporty 
wedge  shape,  muscular  bulges  around 
the  wheels,  and  a  crease  along  the  side 
that  deftly  incorporates  the  door  handles 
and  side  lights.  O.K.,  from  the  rear 
there's  no  mistaking  the  conservative 
Honda  look— but  check  out  those  nifty, 
square  dual  exhausts. 

What  I  didn't  notice  until  I  got  a  look 
at  the  sticker  was  how  well  Acura  has 
equipped  the  TL  at  its  $33,195  base 
price.  The  only  factory  option?  A  $2,000 
navigation  system.  Otherwise,  every 
convenience,  safety,  and  luxury  amenity 
you  can  think  of  (except,  inexplicably, 
automatic  headlights)  comes  as  standard 
equipment.  There  are  even  a  couple  you 
haven't  thought  of,  such  as  the  industry's 
first  six-channel  DVD-audio  surround- 
sound  system  and  a  radio  link  that  lets 
you  pair  your  Bluetooth  cell  phone  with 
the  car  audio  for  hands-free  phone  calls. 
Acura  moved  both  luxury  and  spotti- 
ness up  a  notch  with  this  car.  You  can  see 
it  in  the  cabin:  The  leather  is  soft  and 
supple,  yet  the  firm,  well-bolstered  seats 
keep  you  in  place  during  turns.  Gauges 
light  up  day  and  night— white  on  black 


with  soft  blue  edges  and  bright  red 
pointers.  Aluminum  trim  on  the  console 
adds  to  the  sporty  feel,  and  safety  gear 
includes  front  and  side  airbags,  plus  cur- 
tain bags  to  guard  your  head. 

The  TL's  no  slouch  on  the  road,  either. 
It  has  270  horsepower,  the  most  in  its 
class  and  way 
above  the  225  hp 
on  last  year's 
base  model.  That 
means  you  get 
power  to  spare  in 
any  gear— the  TL 
comes  with  either 
a  five-speed  auto- 
matic or  six-speed 
manual  transmis- 
sion—and enough 
to  propel  the  car 
from  0  to  60  miles 
per  hour  in  less  than  six  seconds.  Yet  it 
gets  a  commendable  19  miles  per  gallon 
in  the  city  and  29  mpg  on  highways. 

While  common  wisdom  holds  that  a 
true  sports  sedan  needs  rear-wheel  drive 
for  better  handling— witness  BMW'S  3- 
series,  the  Cadillac  CTS,  Infiniti's  G35— 
the  TL's  front-wheel-drive  configuration 
stands  up  respectably.  Steering  is  pre- 
dictable and  quick,  and  I  could  accelerate 
fast  around  corners  without  the  front 
wheels  losing  their  direction  or  grip.  But 
the  real  fun  is  on  the  straightaways, 
where  the  new  TL  leaves  the  competition 
in  the  dust.  ■ 
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Revealing  Redemption  Rate  I 

Worried  that  market  timers  are  monkeying  with  your  mutual  fund?  Here' 
one  way  to  check  for  red  flags,  by  anne  tergesen 


SO  FAR,  DOZENS  OF  FUNDS 
from  19  mutual  fund  compa- 
nies have  been  implicated  in 
the  fund  industry  scandals. 
But  even  if  your  funds  have 
avoided  the  taint,  the  investi- 
gations are  far  from  over. 
Are  any  of  your  funds  targets  of  market 
timers?  There's  an  easy  way  to  spot  funds 
that  may  be  at  risk:  Calculate  a  fund's  re- 
demption rate,  which  tells  you  how  long 
shareholders  stick  around.  This  figure, 
which  can  be  derived  from  data  in  the  fine 
print  of  fund  disclosures,  can  be  "a  very 
good  indicator"  that  a  fund  is  allowing 
market  timers  in,  says  John  Bogle, 
founder  of  Vanguard  Group. 

Although  market  timing  isn't  illegal, 
many  companies  have  policies  that  dis- 
courage it,  and  some  got  in  trouble  for 
turning  a  blind  eye  to  their  own  rules.  In- 
deed, frequent  trading  siphons  profits— 
by  one  estimate,  up  to  $1  billion  a  year— 
from  buy-and-hold  investors.  Why?  To 
cash  out  traders,  managers  are  often 
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forced  to  sell  securities, 
incurring  brokerage  and 
tax  bills  that  get  passed  on 
to  remaining  sharehold- 
ers. In  addition,  quick-hit 
investors  are  entitled  to 
their  share  of  the  fund 
profits— even  if  they  dart 
in  and  out  so  quickly  that 
the  fund  manager  has  no 
time  to  put  their  cash  to 
work.  "Managing  money 
is  hard  enough,  but  if 
assets  are  pouring  in  and 
out,  it's  that  much  hard- 
er," says  Don  Phillips, 
managing  director  of 
mutual-fund  researcher 
Morningstar. 

To  find  a  fund's  re- 
demption rate,  you  need 
to  get  its  most  recent  an- 
nual or  semiannual  re- 
port. (Funds  are  required 
to  report  every  six 
months.)  For  instance,  look  at  the  most 
recent  annual  report  from  Massachu- 
setts Investors  Growth  Stock  Fund,  one 
of  11  funds  run  by  Boston-based  MFS 
that  regulators  say  allowed  illicit  market 
timing.  (On  Feb.  5,  the  management 
company  announced  a  $225  million  set- 
tlement with  regulators,  including  New 
York  Attorney  General  Eliot  Spitzer  and 
the  Securities  &  Exchange  Commission 
over  the  allegations.  MFS  neither 
admitted  nor  denied  the  charges.) 
The  report  is  available  on  the  company's 
Web  site,  mfs.com,  and  also  at  the 
SEC  site,  sec.gov.  Annual  and  semiannu- 
al mutual-fund  reports  are  coded 
with  "N-CSR." 

DOING  SOME  DIGGING 

GO  FIRST  TO  THE  section  labeled 
"Notes  to  Financial  Statements,"  and 
then  look  for  the  table  titled  "Shares  of 
Beneficial  Interest"  near  the  back  of  the 
section.  The  first  piece  of  information  to 
locate  is  the  dollar  value  of  the  fund's  re- 


00 


demptions— called  "Shares  Reacc 
on  MFS's  disclosures.  For  the  Ma> 
setts  Investors  Growth  Stock  Fu, 
total  for  all  the  fund's  share  cI^e 
about  $10.6  billion  for  the  ye 
ended  Nov.  30— the  most  recent 
sure  available. 

Next,  compare  that  with  the  fui 
erage  assets  during  the  same 
This  number  isn't  published,  but  j 
find  the  data  you  need  to  derive  v 
"Statements  of  Changes  in  Net 
in  the  report's  "Financial  State 
Simply  average  the  fund's  $10.2 
lion  in  assets  at  the  beginning  of 
riod  with  the  $11.08  billion  it  hek 
end.  The  result:  $10.6725  billion 
divide  the  fund's  redemptions  o 
billion  by  its  average  assets  of  $1 
lion,  and  convert  the  result  to  a  p 
age  by  multiplying  it  by  100. 
fund's  case,  the  redemptions  ant 
age  assets  are  about  the  same, 
redemption  rate  is  100%.  Or  put 
way:  It's  as  if  all  the  fund's  invesu 
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B 
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Who's  Cashing  Ou 

A  high  redemption  rate  may  signal 

market  timers  are  rushing  in  and  ou 

mutual  fund.  So  experts  recomme 

avoiding  funds  with  rates  above  t 

industry's  five-year  average  of  40 


HIGH  RATES 


FUND  NAME 


REDEMPTIOr 


AIM  International  Growth 


ING  International 


MFS  Emerging  Growth 


LOW  RATES 


AAL  Capital  Growth 


Columbia  Balanced 


T.  Rowe  Price  Small  Cap  Value 


Vanguard  Growth  &  Income 


-  -eports 


Data:  BusinessWeek.  Morningstar 
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over  their  shares  in  the  course  of 
ir. 

:n  it  comes  to  redemption  rates, 
too  high?  Amy  Arnott,  director  of 
ies  analysis  at  Morningstar,  says 
ould  be  concerned  when  redemp- 
t  equity  funds  are  over  40% 
age  assets.  That's  around 
iustry's  five-year  average, 
exchanges  among  funds 
the  same  fund  family  are 
id,  according  to  Bogle, 
ough  a  high  redemption 
l't  "an  automatic  indica- 
at  there  was  market  timing 
m  in  a  fund,"  Arnott  adds, 
;ed  flag.  Two  funds  with 
ates  are  AIM  International 
h  and  ING  International, 
third,  MFS  Emerging 
h,  was  one  name  in  the 
tors'  case  against  MFS. 
.men  for  the  funds  de- 
to  comment. 


Redemption  rates  will  be  coming 
down.  In  part,  thaf  s  because  of  regulato- 
ry pressure  and  because  many  fund  com- 
panies are  imposing  fees— 1%  or  2%— on 
withdrawals  made  within  three  months 
of  investing.  Bogle's  data  show  the  aver- 


age has  already  declined— from  41%  in 
2002  to  31%  in  2003.  Rather  than  assume 
your  funds  are  benefitting  from  this 
trend,  get  the  data  and  do  the  math.  Why 
should  you  be  sharing  your  profits  with 
market  timers?  II 


DO  THE  SUMS 

Add  in  the  other 
share  classes  to 
the  $9.7  billion 
in  A  shares, 
and  you'll  see 
redemptions  of 
$10.6  billion 


MEASURE 
THE  ASSETS 

Average  the 
beginning 
and  ending 
balances 


(5)  Shares  of  Beneficial  Interest 

The  fund's  Declaration  of  Trust  permits  the  Trustees  to  issue  an  unlimited 
number  of  full  and  fractional  shares  of  beneficial  interest.  Transactions  in 
fund  shares  were  as  follows: 


Year  ended  11/30/03 


Class  A  shares 

Shares  sold 
Shares  reacquired 
Net  increase 
(decrease) 

<"Ia«:s  B  sh»ros 

Net  assets 

At  beginning  of  period 


Shares 
999,838,772 

(990,973,324) 

8,865,448 


Amount 

$9,810,905,745 
(9,742.916,521) 

$67,989,224 


Year  ended  11/30/02 
Shares  Amount 


1,418,360,705 
(1.439,452,936) 


$15,312,208,246 
(15.563,436,835) 


(21,092,231)  $(256,228,589) 


Year  ended  11/30/03 
$10,265,013,081 


Year  ended  11/30/02 
$14,265,509,666 


At  end  of  period  (including  accumulated  net  investment  loss 
of  $230,949  and  $223,034,  respectively) 


$11,080,907,501       $10,265,013,081 


Dnds 


an  Junk  Be  Lofty? 

ie  Keefe's  Pax  World  fund  mixes  high  yields 
high  ideals,  by  toddi  gutner 


IANE  KEEFE  IS  A 
woman  of  conviction. 
After  graduating  from 
Wellesley  College  in 
1979,  she  founded  a 
nonprofit  environmen- 
tal group  and  went  on 
)  implement  the  Clean  Air  Act  at  a 
al  planning  agency  in  Middletown, 
Later,  as  an  MBA  student  at  Co- 
i  University,  Keefe  launched  Busi- 
tudents  For  Social  Responsibility. 
>till  passionate  about  the  environ- 
mt  now  comes  at  it  from  a  different 
She  runs  the  $50  million  Pax 
High  Yield,  the  only  socially  re- 
ble  junk-bond  fund, 
no  surprise  that  Keefe's  fund  is  in  a 
ry  of  one.  The  issuers  of  high-yield 
include  many  companies  in  politi- 
ncorrect  businesses.  The  Merrill 
High  Yield  Index,  the  benchmark 


for  junk-bond  investing, 
has  plenty  of  gaming, 
aerospace,  and  defense 
companies.  Those  indus- 
tries, along  with  tobacco 
and  alcoholic  beverage 
makers,  are  off  limits  to 
social  investing.  So  are 
companies  with  bad  la- 
bor practices  and  those 
that  use  animals  in  test- 
ing. As  a  result,  the  uni- 
verse of  potential  invest- 
ments is  restricted.  Keefe 
says  28%  of  all  compa- 
nies she  initially  screens 
are  rejected  on  social, 
not  financial,  grounds. 

Can  you  make  money  this  way?  The 
four-year-old  fund  earned  an  average  an- 
nual return  of  5%,  vs.  3.9%  for  the  con- 
ventional high-yield  funds  from  January, 


TITLE  Portfolio  manager,  Pax 
World  High  Yield  Fund 

RESIDENCE  New  York  City 

BORN  Sept.  10, 1958, 
Cohasset,  Mass. 

EDUCATION  MBA,  Columbia 
University,  1984;  BA, 
Economics,  Wellesley  College, 
1979 

PREVIOUS  JOB  Bond  trader, 
Dillon  Reed  1989-99 

HOBBIES  Tennis,  swimming, 
politics,  theater 


2000,  through  December, 
2003,  according  to  Morn- 
ingstar. Those  numbers 
aren't  exactly  barn  burn- 
ers, but  remember  that 
high-yield  bonds  went 
through   a   bear   market 

during  that  period,  as  did  stocks. 

Last  year,  Keefe's  fund  returned  17%, 

lagging  the  23%  posted  by  her  peers. 

The  reason?  Keefe  invests  in  the  highest- 
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quality  junk  bonds,  those  rated  B  and 
BB,  while  the  lower-rated  junk  bonds 
made  the  biggest  gains.  "The  CCC 
credits  fueled  last  year's  rally,  and  those 
are  companies  I  don't  buy,"  says  Keefe. 
Now  that  commitment  to  quality  may 
be  her  salvation.  Many  pros  fear  a 
bubble  in  the  junk-bond  market  (BW— 
Feb.  9),  because  the  huge  demand  for 
junk  has  enabled  companies  with  poor 
credit  ratings  to  issue  debt.  Experts 
predict  that  defaults  will  start  to  rise 
again  soon. 

Keefe,  45,  honed  her  high-yield  ex- 
pertise during  12  years  at  Dillon  Reed. 
Although  she  started  as  an  investment 
banker  in  municipal  finance— she  said 
she  wanted  to  raise  money  for  the  pub- 
lic good— she  transferred  into  high 
yield  just  before  the  1989  crash  and 
managed  to  hang  on  through  the  bear 
market.  During  maternity  leave  for  her 
first  child,  Keefe,  then  40,  decided  it  was 
time  to  meld  her  social  ideals  and  her  fi- 
nancial expertise  in  a  socially  responsi- 
ble high-yield  bond  fund.  Pax  World 
Funds,  which  runs  social  investing 
funds,  gave  her  the  seed  capital  to  get 
the  fund  going. 

SURPRISING  SELECTION 

WITH  SO  MUCH  OFF  limits,  just  what  is 
Keefe  buying?  High- end  retailers  and 
clothing  makers,  a  surprising  selection 
since  the  garment  industry  has  a  repu- 
tation for  not  treating  its  workers  well. 
That's  why  Keefe  invests  in  St.  Johns 
Knits,  which  keeps  most  of  its  produc- 
tion in  the  U.S.  and  permits  third-party 
monitors  into  the  factories.  She  also 
thinks  St.  John's  wrinkle-free  apparel 
for  professional  women  who  travel  a  lot 
is  a  great  product— and  wears  it  herself. 
Another  favorite  is  upscale  clothier  Bar- 
neys New  York.  Barneys,  which  recently 
emerged  from  Chapter  11,  is  a  comeback 
play.  Keefe  bought  its  bonds  for  86,  or 
$860  for  a  $1,000  bond;  the  retailer's 
bonds  now  trade  slightly  over  par. 

Health  care  is  also  a  natural  for  social 
portfolios,  and  indeed,  it  makes  up 
12.7%  of  the  fund.  One  winner:  Nation- 
al Nephrology  Associates,  a  private 
company  that  does  kidney  treatment, 
was  bought  out  by  Renal  Care  Group  in 
early  February,  and  her  bonds  jumped 
from^l06/:  to  115  in  a  day. 

Keefe  remains  sanguine  about  her 
fund's  prospects.  "Her  mild-mannered, 
conservative  approach  to  high  yield  sets 
her  apart  from  her  peers,''  says  Shannon 
Zimmerman,  a  junk-bond  analyst  for 
Morningstar.  That  assessment  suits 
Keefe  just  fine.  ■ 
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Irish  Whiskey 
With  a  Twist 

Producers  are  tweaking  their  distilling  to  create 
offerings  and  boost  sales,  by  GERRY  khermou  I 


FAR  MORE  THAN  OTHER 
kinds  of  spirits,  Irish 
whiskey  has  been  a  social 
drink  consumed  mainly  at 
bars  and  restaurants— par- 
ticularly on  St.  Patrick's 
Day— but  not  so  much 
bought  for  savoring  at  home.  That's 
changing.  Lately,  this  once  stagnant  spir- 
its segment  is  busy  introducing  new 
products  to  rival  more  widely  popular 
choices  such  as  bourbon  and  Scotch 
whisky  (spelled  without  an  "e").  "The 
producers  looked  at  their  cousin,  the 
Scotch  market,  and  saw  what  they  were 
doing,"  says  Joseph  Congiusti,  a  spirit 
specialist  at  Binny's  Beverage  Depot  in 
Chicago.  "New  expressions  of  the  old 
product  line  are  what's  hot." 

Most  of  that  stepped-up  activity  is  oc- 
curring at  Pernod  Ricard,  the  French 
company  whose  Irish  Distillers  unit  con- 
trols most  of  the  market  through  brands 
such  as  Jameson,  Bushmills,  Power's, 
and  Redbreast.  While  you  can't  go 
wrong  with  such  standbys  as  Bushmills' 
10-year-old  or  Jameson's  12  Years  Old 
(formerly  called  1780),  which  both  cost 
around  $30  for  a  750  ml  bottle,  there  are 
rewards  for  those  willing  to  stretch  their 
palates— and  their  wallets. 

Irish  whiskeys  have  much  in  common. 
Unlike  their  cousins  in  Scotland,  who  dry 
their  malt  over  open  peat  fires,  Irish 
whiskey  makers  dry  their  malts  in  closed 
kilns— avoiding  those  smoky  overtones 
that  some  find  off-putting  in  Scotch.  But 
they  are  finding  novel  ways  to  add  com- 
plexity by  tinkering  with  the  aging 
process  and  altering  the  proof.  Almost  all 
Irish  whiskeys  go  through  distillation 
three  times  to  ensure  that  they're 
supremely  smooth  on  the  tongue. 

Let's  start  with  Bushmills,  which  is 
produced  from  malted  barley  and  dis- 


tilled in  cofl 
stills,  makir 
drier  finish, 
and  16-year- 
gle  malts 
but  lately  it  1| 
raves  for  a 
old    (about 
that  spends 
its  life  in  tl 
and  oloroso  I 
casks,   then 
ished     in     1 
wine  drums, 
step   adds   ; 
spiciness      tl 
woody,      ch(  | 
tones  imbue 
bourbon  casl 
In  contra 
Bushmills,  J; 
uses  malted 
malted  bark 
ing  for  a  lonji 
ish  and  a  lot  i 
The  big  ne\ 
outstanding  1 J 
old  Master ! 
in  individualH 
^^^  bered    bottle 

run  about  $6(| 
blend  of  three  whiskeys  that  are  fi 
for  six  months  in  bourbon  barrels 
ing  a  fudge-and-toffee  taste. 

One  of  Pernod's  more  unusual 
tives,  out  last  fall,  was  a  trio  of  Bus 
first  cask-strength  (higher-proof)  :l 
barrel  whiskeys.  One  has  been  ag 
clusively  in  bourbon  casks  ($100  p 
tie),  another  in  sherry  casks  ($125 
the  third  in  rum  casks  (appros 
$200).  Look  for  them  at  such  ma 
tailers  as  Binny's  and  California's  1 
ages  &  more!  chain.  And  for  he 
sake,  don't  pour  them  into  your  cof 


SUPER-SMOOTH 

Three  whiskeys, 
toffee  taste 
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ONLINE  AUCTIONS 

Fear  Not,  E-Bidder 

MAYBE  YOU'D  BID  FOR  SOME  TCHOTCHKE  ON  EBAY,  but  you're  worried  about  seller  fraud. 
Now,  Hartford  Financial  Services  Group  and  buySAFE,  an  Alexandria  (Va.)  startup, 
think  they  can  make  money  by  assuaging  those  fears.  They've  created  a  buyer 
protection  plan  for  eBay  auctions. 

It  works  like  this:  Sellers  fill  out  an  online  questionnaire,  and  buySAFE  confirms 
their  identities  and  assesses  their  financial  stability  and  credibility.  Sellers  must  also 
have  a  98%  positive  feedback  score  from  previous  buyers  as  well  as  do  $1,000  per 
month  in  eBay  sales  to  get  approval  and  use  the  buySAFE  logo.  The  seller  then  pays 
buySAFE  1%  of  each  item's  sale  price.  "It's  a  reputation  builder  that  can  give  you  an 
edge,"  says  Carolyn  Berens,  who  sells  collectible  toys  on  eBay. 

Plenty  of  other  sellers  think  the  same  thing.  Since  the  November  launch,  there 
have  been  about  6,500  buySAFE-bonded  transactions  on  eBay,  ranging  from  a  $2.50 
Henry  Kissinger  wristwatch  to  an  $8,900  first  edition  of  Maurice  Sendak's  Where  the 
Wild  Things  Are. 


RSWH 


FASHION 

THE  MEN'S  TEC  (for  Technology  Enabled  Clothing)  Sport  Jacket 
has  14  hidden  pockets  to  accommodate  a  cell  phone,  PDA, 
digital  camera,  MP3  player,  and  ear  buds  (with  channels  to  hide 

their  wires),  a  small  laptop,  and 
more— even  the  pockets  nave  pockets. 
If  you  wear  it  fully  loaded,  you  can 
Drobably  skip  the  gym.  Yetthe  three- 
Dutton,  no-vent  styling  looks  up-to- 
date.  The  lightweight  50%  wool,  50% 
polyester  fabric  has  a  nice  feel  and 
doesn't  rumple-our  sample  traveled 
several  days  in  a  mail  bag.  (In  navy, 
even  sizes  36  to  48  regular  and  40  to 
48  tall,  $250  at  scottevest.com.) 
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INVESTING 

HE  MANAGES 
MILLION  BUT 
CANT  DRINK 

CHRIS  LAHIJI  IS  TIRED  of  being  moc] 
After  making  headlines  in  this 
publication  (BW— Apr.  21)  and  ot  I 
for  reading  thousands  of  annual  r  j 
and  creating  a  virtual  mutual  fun<j 
tender  age  of  19,  he  recently  score; 
as  a  portfolio  manager  of  the  Fron  "■ 
Equity  Fund  in  Hartland,  Wis.  But  t  [lit 
hasn't  stopped  the  ribbing.  "One  j  ^ 
met  at  a  conference  was  making  n  m 
the  fact  that  I  can't  even  legally  di  ^ " 
and  I  manage  people's  money,"  sr  ft  i] 
Lahiji,  now  20.  -.  j 

Lahiji  wants  to  be  judged  on  his    •. 
performance,  not  his  age.  So  far,  s(  MDlC 
Since  he  took  over  the  small-cap  fv  pft 
September,  it  has  gained  19.2%,  ha  t 
outpacing  the  12.1% 
return  of  the  Russell 
2000  index  of  small 
stocks.  Still,  the 
fund's  expense  ratio 
is  a  stiff  5%  of  assets, 
down  from  an 
ungodly  44%  last 
year.  Lahiji  agreed 


Lahiji's  Top  Holdings 


COMPANY/SYMBOL 


Tegal  (TGAL) 


Dynatronics  (DYNT) 


Industries  International  (IDUL) 


H-Quotient  (HQNT) 


Eye  Dynamics  (EYDY) 


k 


not  to  take  a  salary  until  the  expen:  t 
come  down  even  more.  He's  hopin 
his  returns  and  his  connections  wii  t 
some  wealthy  families  in  his  home 
of  Santa  Monica,  Calif.,  will  draw  c 
the  $1.1  million  fund.  His  own  fam 
invested  $94,000. 

Lahiji's  success  so  far  might  be 
luck.  Consider  this:  According  to 
statisticians,  it  takes  about  70  yeai 
verify  that  a  manager's  performan 
attributable  to  skill,  not  luck.  Lahi 
may  live  long  enough  to  prove  he' 
kidding  around.  -Lewis  Bri  ti 


le  Barker  Portfolio 


BY  ROBERT  BARKER 


A  Search  Engine 
For  Tech  Prospectors 


£ms  so  far  away.  In  March,  2002, 
investors  were  deep  in  a  second 
ght  winter  of  distress.  The  NASDAQ 
been  cut  by  two-thirds  in  just  two 
s.  Tech  was  positively  cryogenic— 
an  irresistible  draw  for  anyone 
gry  for  companies  with  fresh 
nology.  But  which  companies? 

>nsulting  firm  called  CHI  Research  makes  finding  those 
nies  its  business.  Two  years  back,  when  I  asked  CHI  to 
,ts  top  10  tech-stock  picks  with  BusinessWeek  readers,  half 
nes  on  the  list  were  new  to        , 


companies  exploit  scientific  advances  by  checking  the  median 
age  of  patents  cited  in  their  patent  applications.  Finally,  CHI 
considers  the  companies'  stock-price-to-book-value  ratios. 

Naturally,  CHI's  research  isn't  foolproof.  Of  the  10  picks 
listed  in  BusinessWeek  in  2002,  three  had  negative  returns, 
including  CHI's  then-favorite,  optical  networker  Ciena.  Now, 
its  favorites  (table)  include  several  biotech  names,  such  as 
Maxygen,  Transgenomic,  and  Caliper  Life  Sciences,  a  repeat 
from  2002.  Patrick  Thomas,  a  CHI  senior  analyst,  said  basic 
materials  companies  lately  are  climbing  the  ranks.  One  is 
Arch  Chemicals,  which  Olin  spun  off  in  1999.  CHI  is  keen  on 
its  patents  for  polishing  copper- coated  wafers  and  on  the 
relatively  low  age  of  its  patents— indicating  fast  innovation. 

Cabot,  another  name  on  the  list  that  many  investors  may 


How  CHI's  2002 
Picks  Fared... 


COMPANY  (SYMBOL)                                                        TOTAL  RETURN* 

SanDisk(SNDK) 

Amcol  International  (ACO) 

217.3% 

153.3 

American  Superconductor  (AMSC) 

109.6 

Donnelly  (DON) 

81.3 

Sprint  (FON) 
3Com  (COMS) 

50.3 
43.7 

ISCO(ISKO) 

16.0 

t  CHI  was  on  to 
ling.  Since  then,  its  picks 
turned  an  average  of 
(table),  while  the  NASDAQ 
d  Standard  &  Poor's  500 
s  returned  4.2%  and  6.1%, 
dvely.  Each  year  since 
when  CHI  began  issuing 
Jy  buy  recommendations 
itutional  investors 
ription  price:  $15,000  a 
it  has  killed  the  market 
es.  In  2003,  as  the  average 
:ock  mutual  fund 
ed  55.9%,  CHI's  picks 
ed  162%. 

-0  THEY  DO  IT?  CHI  uses  a 

/  quantitative  method 
on  evaluating  the  strength 
die  companies'  patent  portfolios.  Based  in  Haddon 
ts,  N.J.,  the  firm  got  its  start  in  1968  reviewing  patents 
:  National  Science  Foundation.  It  still  consults  for 
•ate  clients,  but  its  investment-research  method,  on 
it  has  its  own  patent,  is  gaining  renown.  Here's  how  it 
:  Every  month,  CHI  looks  over  the  patents  of  477 
itors,  from  mighty  General  Electric  to  the  likes  of 
lies  outfit  Lynx  Therapeutics.  It  checks  not  just  how 
patents  each  company  holds  but  what  it  refers  to  as 
on  impact"— how  often  they  are  cited  in  later  patent 
ations.  CHI  also  checks  how  many  references  a  patent 
i  to  academic  papers,  a  way  to  see  how  closely  to  basic 
e  the  company  is  working.  And  it  notes  how  quickly  the 


Ciena  (CIEN)  -24.8 

Caliper  Life  Sciences  (CALP)  -28.5 

Time  Warner  (TWX)  -25.8 

•Total  returns  from  Feb  25. 2002.  to  Feb.  23. 2004,  except  tor  Dome- 
return  ran  through  Oct.  1. 2002.  when  it  was  purchased  by  Magna  International 
Data:  CHI  Research.  Mornmgstar.  BusinessWeek 


..And  Its  Current 
Top  10 

COMPANY  (SYMBOL)  PRICE' 

Capstone  Turbine  (CPST)  $2.61 

Stratos  Lightwave  (STLW)  6.12 

-P) 

Arch  Chemicals  (ARJ)  27.02 

Cabot  (CBT)  33.30 

Companies  selected  by  CHI  on  Jan.  31. 2004.  prices  as  of  Fet.  23 
Data:  CHI  Research.  Comstock 


Maxygen  (MAXY) 

8.69 

Caliper  Life  Sciences 

(CALP) 

8.54 

Digimarc  (DMRC) 

12.86 

palmOne(PLMO) 

9.70 
2.48 

Transgenomic  (TBIO) 

Coherent  (COHR) 

27.68 

not  associate  with  high  tech,  is  a  longtime  producer  of  carbon 
black,  a  key  material  used  by  tiremakers.  But  Cabot  also  sells 
specialty  powders  for  ink  jets,  fuel  cells,  and  flat-panel 
displays.  And  it  knows  how  to  cash  in  on  innovation.  In  2000 
it  spun  off  Cabot  Microelectronics,  a  supplier  of  polishing 
slurries  and  pads  for  microelectronics.  Before  the  spin-off, 
Cabot  had  a  market  value  of  $2.2  billion.  Within  a  year,  the 
parent  and  offspring's  total  value  topped  $5  billion. 

Expecting  Cabot  to  hit  another  such  lode  is  unreasonable, 
just  as  it's  unlikely  the  NASDAQ  will  have  another  year  like 
2003  soon.  Still,  CHI's  list  strikes  me  as  a  good  place  for  tech 
investors  to  keep  prospecting.  ■ 

E-mail:  rb@businessweek.com 
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«    BY  GENE  G.  MARCIAL 

DISNEY  MAY  BE  HUNGRY  FOR  BARRY  DILLER'S  INTERACTIVECII 
MARIMBA  SOFTWARE  COULD  PROVIDE  BIGGIES  A  MISSING  NOl 
NEW  PROMISE  FOR  FAILING  ARTERIES  FROM  A  VALENTIS  PRO) 


FINER 

CRUMBS 


DOLLARS 


JULY  1.  '03  FEB.  25, '04 

Data:  Bloomberg  Financial  Markets 


A  Nibble  from  the  Mouse? 

SOME  PROS  WHO  OWNED  shares  of  both  Walt  Disney  and 
Comcast  before  the  latter  made  its  bid  for  Disney  are  now 
buying  into  InterActiveCorp  (IACI).  Here's  why:  They 
figure  if  s  undervalued  on  assets  and  fundamentals  and  also 
that  Disney  may  end  up  buying  it  (page 
38).  InterActiveCorp  is  Barry  Diner's 
online  travel,  hotel,  financial,  and  TV 
home-shopping  outfit,  and  CEO  Diller 
could  be  a  big  reason  Disney  boss 
Michael  Eisner  may  be  after  it.  Both 
men  have  deep  roots  in  entertainment— 
and  they're  buddies.  Part  of  a  deal  could 
be  for  Diller  to  succeed  Eisner  in  a  year 
or  two,  thus  cooling  the  boiling  issue  of 
succession  at  Disney— and  discourage 
Comcast  from  reigniting  its  rejected  all- 
stock  bid  for  Disney.  One  pro  who 

thinks  Disney  will  move  on  InterActiveCorp  and  promise  Diller 
the  top  job  is  Alec  Cuder  of  Brandywine  Asset  Management, 
which  owns  shares  in  InterActive,  Disney,  and  Comcast. 
InterActive  hit  42  in  July.  The  stock  is  now  at  31— since  rumors 
in  mid-February  that  Diller  might  pursue  Disney.  Cuder  says 
that  "quite  the  contrary  could  be  in  the  works."  He  figures 
InterActiveCorp  is  worth  about  51— based  on  30  times  its  free 
cash  flow  of  $1.2  billion,  or  $1.60  a  share,  which  comes  out  to 
48  a  share— plus  cash  equivalents  of  $2.2  billion,  or  3  a  share. 
Disney  would  get  InterActive's  Net  assets,  such  as  Expedia  and 
LendingTree,  plus  a  variety  of  media  talents,  says  Cutler.  Brian 
Egger  of  Harris  Nesbitt  Gerard  sees  InterActive  earning  95<t  a 
share  in  2004  and  $1.20  in  2005,  up  from  2003's  23<t-  He  rates 
it  outperform,  with  a  12-month  target  of  45.  Diller  declined 
comment,  and  Disney  didn't  return  a  call  for  comment. 

Are  Suitors  Listening  to 
Marimba's  Music? 

MARIMBA  (MRBA),  A  LITTLE-KNOWN  outfit  whose 
software  lets  companies  streamline  the  way  they 
manage  info  tech  resources,  is  catching  investors' 
attention.  Not  only  is  it  adding  customers,  such  as  GE  Capital, 
Verizon,  and  Circuit  City  Stores,  but  some  pros  think  it  could 
also  be  a  takeover  target.  Possible  suitors:  IBM  and  Unisys. 
They  compete  with  Hewlett-Packard  in  this  business.  On  Feb. 
4,  HP  acquired  two  companies— Novadigm  and  Consera 
Software— to  boost  its  share  in  that  market.  Few  companies  are 


RUNNING  U 
THE SCALE 


DOLLARS 


JULY  L '03 
Data  Bioomtierg  Rn 


in  it,  "so  Marimba  could  become  the 
next  target,"  says  a  New  York  hedge- 
fund  manager  who  owns  shares  and 
asks  not  to  be  named.  Nicholas  Aberle 
of  investment  firm  Caris  also  expects 
Marimba  to  be  a  buyout  target  because 
of  its  "best-of-breed"  product  in  a  niche 
market.  IBM  or  Unisys,  he  says,  could 
acquire  Marimba  and  hugely  benefit 
from  it.  He  figures  it  will  earn  21<t  a 
share  in  2004,  up  from  2003's  llcf. 
Marimba  CFO  Andy  Chmyz  says  the 
Hewlett  deal  has  focused  attention  on  Marimba.  The  st 
up  from  3  in  July  to  5.80  on  Feb.  25. 

What  George  Soros 
Sees  In  Valentis 

YOU  MIGHT  CALL  biotech  Valentis  (VLTS)  a  late  bli 
On  Dec.  29,  it  traded  at  2.49  but  by  Feb.  25  had  jui 
to  572.  What  happened?  George  Soros,  through  h 
Perseus-Soros  BioPharmaceutical  Fund,  bought  more  s' 
a  private  deal,  upping  his  stake  to  20%.  Valentis'  lead  pr< 
Deltavasc,  is  a  novel  angiogenesis— that  is,  it's  designed  i 
grow  new  blood  vessels  in  patients 
suffering  from  arterial  disease.  Dennis 
Purcell,  managing  director  at  Perseus- 
Soros  Fund,  says  Soros  wants  to  help 
biotechs  with  good  products  complete 
their  clinical  trials.  Initial  results  from 
Valentis'  Phase  2  trials,  which  test  for 
safety,  look  promising,  Purcell  says. 
This  should  enhance  prospects  for 
Phase  3,  which  tests  for  efficacy  in 
larger  samples.  While  the  clinical  test 
was  meant  to  show  Deltavasc's  safety, 
there  was  evidence  of  efficacy,  too,  in 
certain  doses,  says  Valentis  CEO  Benjamin  McGraw  III. 
Valentis  has  yet  to  make  money.  "We  are  fighting  the  big  j| 
such  as  France's  Aventis  and  Japan's  Daiichi  Pharmaceut1 
[in  developing  blood-vessel  products],"  says  McGraw. 


mi.sincssWcek  onliiu 


Gene  Marcial's  Inside  Wall  Street  is  posted  | 
businessweek.com/  today.htm  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays.  See  Gene  on  Fridays  at  1:20  p. 
EST  on  CNNfn's  The  Money  Gang. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  inside  Wall  Street  norl 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  invesf 
banking  or  other  financial  relationships  with  them. 
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Thump. 

Thump. 
Thump. 


^H 


Around  the  world,  patients  trust  Wyeth  to  produce 

injectable  drugs  precisely  and  safely  to  improve  their  quality  of  life. 

Who  did  Wyeth  call  for  help? 
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STOCKS 


S&P  500 

FEB.     AUG. 


FEB.  FEB.  19-25 


980 


870 


1175 


!,, 

f|-pu43J 

1130 

r     —    ins 

COMMENTARY 

Markets  fell  four  days  in  a  row 
before  finally  turning  up  on 
Feb.  25.  Adding  to  the  unease 
were  falling  January  consumer 
confidence  numbers.  Federal 
Reserve  Chairman  Alan 
Greenspan,  predicting  lively 
growth,  gave  a  thumbs-up  to  tax 
cuts  and  a  thumbs-down  to 
deficits.  His  advice?  Cut  the 
government's  massive 
entitlement  spending. 

Data:  Bloomberg  Financial  Markets.  Reuters 


MUTUAL  FUNDS 


4-WEEK  TOTAL  RETURN 

WEEK  ENDED  FEB.  24 

■  SAP  500  ■  U.S.  DIVERSIFIED        ALL  EQUITY 


i 


52-WEEK  TOTAL  RETURN 

WEEK  ENDED  FEB.  24 

■  SAP  500  ■  U.S.  DIVERSIFIED  SB  ALL  EQUITY 


S  9  IS         27         36         45         54 

Data:  Standard  &  Poor's 


THE  WEEK  AHEAD 


PERSONAL  INCOME  Monday, 
Mar.  1,  8:30  a.m.  EST  » 
Personal  income  in  January  is 
expected  to  have  jumped  by  0.7%, 
following  a  0.2%  gain  in  December. 
That/s  based  on  the  median 
forecast  of  economists  polled  by 
Informa  Global  Markets.  Consumer 
expenditures  most  likely  grew  by 
0.7%  as  well,  after  a  0.4%  increase 
in  the  prior  month. 
PURCHASING  MANAGERS*  INDEX 
Monday,  Mar.  1, 10  a.m.  EST 


U.S.  MARKETS 

FEB  25 

WEEK 

%  CHANGE 

YEARTO    LAST12 

DATE      MONTHS 

S&P  500 

1143.7 

-0.7 

23 

36.4 

Dow  Jones  Industrials 

10,601.6 

-Q.7 

L4 

34.0 

NASDAQ  Composite 

2023.0 

-2.6 

1.0 

52.2 

S&P  MidCap  400 

594.2 

-1.9 

3.2 

46.6 

S&P  SmallCap  600 

280.3 

-1.5 

3.7 

52.8 

Wilshire  5000 
SECTORS 

11,133.6 

-0.9 

3.1 

40.1 

BusinessWeek  50* 

6363 

-0.1 

2.4 

23.8 

BW  Info  Tech  100" 

356.3 

-1.9 

L7 

35.4 

S&P/BARRA  Growth 

569.7 

-0.8 

2.5 

31.2 

S&P/BARRA  Value 

569.7 

-0.6 

3.2 

41.8 

S&P  Energy 

235.8 

1.6 

52 

30.3 

S&P  Financials 

399.3 

-0.5 

5.1 

42.5 

S&P  REIT 

122,2 

1.1 

53 

38.8 

S&P  Transportation 

189.7 

-1.6 

-6.1 

22.6 

S&P  Utilities 

120.6 

-0.7 

LB 

32.9 

GSTI  Internet 

1383 

-5.1 

-4.0 

86.1 

PSE  Technology 

72L1 

-3.2 

3.4 

58.3 

GLOBAL  MARKETS 

FEB.  25 

WEEK 

S&P  Euro  Plus  (U.S.  Dollar) 

12243 

-3.3 

London  (FT-SE 100) 

45073 

1.5 

Paris  (CAC  40) 

3702.6 

-02 

Frankfurt  (DAX) 

3995.3 

-2.4 

Tokyo  (NIKKEI  225) 

10,658.7 

-0.2 

Hong  Kong  (Hang  Seng) 

13.5993 

-2.4 

Toronto  (S&P/TSX  Composite)  8637.3 

-0.9 

Mexico  City  (IPC) 

9926.7 

-2.0 

jfltlE 


•Mar.  19. 1999=1000     "Feb.  7.  2000=1000 


FUNDAMENTALS  feb.24  weeka 

S&P  500  Dividend  Yield  135%  1.52 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  23.4  23.8 

S&P  500  P/E  Ratio  (Next  12  mos.)*  182  18.5 

First  Call  Earnings  Revision*  0.76%  0.72< 

TECHNICAL  INDICATORS  feb .24  weeka 

S&P  500  200-day  average  1037.1  103L7 

Stocks  above  200-day  average  86.0%  89.0 

Options:  Put/call  ratio  0.69  0.60 


Insiders:  Vickers  NYSE  Sell/buy  ratio    623         6.05 


, 


.■ 


BEST-PERFORMING 
GROUPS                    i 

LAST 

torn : 

LAST  12 
MONTHS* 

Health-Care  Supplies 

12.1 

Divsfd.  Metals  &  Mining 

136.1 

Wireless  Services 

11.9 

Internet  Software 

116.7 

Fertilizers  &  Ag.  Chems. 

11.7 

Wireless  Services 

109.1 

Motorcycles 

11.5 

Instrumentation 

102.3 

Hypermarkets  &  Suprcntrs.10.0 

Fertilizers  &  Ag.  Chems. 

94.3 

EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN                            %      52-WEEK  TOTAL  RETURN 
LEADERS                                                    LEADERS 

% 

Europe 

1.7 

Latin  America 

84.5 

Real  Estate 

1.6 

Diversified  Emerg.  Mkts. 

70.7 

Natural  Resources 

0.6 

Europe 

64.7 

Financial 

LAGGARDS 

0.5 

Pacific/Asia  ex-Japan 

LAGGARDS 

63.4 

Technology 

-6.0 

Domestic  Hybrid 

24.8 

Small-cap  Growth 

-5.1 

Miscellaneous 

29.3 

Latin  America 

-4.9 

Utilities 

33.8 

Japan 
EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN 
LEADERS 

-4.0 
% 

Large-cap  Growth 

52-WEEK  TOTAL  RETURN 
LEADERS 

35.0 

% 

ProFds.Wrlss.Ultsr.lnv. 

11.0 

Apex  Mid  Cap  Growth 

156.4 

Rydex  Dynam.  Vent.  100 

7.4 

Reynolds 

148.4 

ProFunds  UltSh.  OTC  Inv. 

7.4 

PFds.  Ult.  Sm.  Cap  Inv. 

137.5 

Henderson  Europ.  Focus  A 

LAGGARDS 

6.6 

ProFds.  Wrlss.  Ultsr.  Inv. 

LAGGARDS 

131.2 

Grand  Prix  A 

-17.7 

Rydex  Dynam.  Vent  100 

-60.1 

Thurlow  Growth 

-14.6 

ProFunds  UltSh.  OTC  Inv. 

-60.1 

Navellier  Pert.  Aggr.  Gr 

-13.2 

Rydex  Dyn.  Tempest  500 

-50.6 

Van  Wagoner  Emerging  Gr. 

-12.0 

ProFunds  UltraBear  Inv. 

-50.5 

WORST-PERFORMING 
GROUPS 

Employment  Services 
Tires  &  Rubber 
Broadcasting 
Automobiles 
Airlines 


LAST 
MONTH  M 

-16.2 
-14.2 
-12.8 
-12.3 
-11.1 


boDe 

H 

Photographic  Prodi 
Health-Care  Facilit 
Trading  Cos.  &  Distr    ..•: 
Health-Care  Distrib 
Brewers 

BOB 
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INTEREST  RATES 


KEY  RATES 

iln.fi,  II  i»-L«l  CmJ* 

Money  Mantel  rtinas 
90-Day  Treasury  Bills 
2-Year  Treasury  Notes 
10-Year  Treasury  Notes 
30-Year  Treasury  Bonds 
30-Year  Fixed  Mortgage 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated. 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 


039% 

0.60 

035 

0.92 

L60 

1.67 

4.01 

4.05 

4.89 

4J91 

5.48 

5.45 
;Bar 

General  Obligations 

3.34% 

Taxable  Equivalent 

4.77 

Insured  Revenue  Bonds 

3.48 

Taxable  Equivalent 

4.97 

»  The  Institute  for  Supply 
Management's  industrial-activity 
index  for  January  most  likely 
moderated  to  60%,  from  63.6%. 
BEIGE  BOOK  Wednesday,  Mar. 
3,  2:00  p.m.  EST  »  The  Federal 
Reserve  will  issue  its  overview  of 
regional  economic  activity  ahead 
of  its  Mar.  16  policy  meeting. 
FACTORY  INVENTORIES 
Thursday,  Mar.  4,10  a.m. 
EST  » January  manufacturing 
inventories  probably  fell  by  0.1%. 


That's  suggested  by  the  sluggish 
gain  in  factory  output  for  the 
month.  Factory  inventories  were 
unchanged  in  December. 
EMPLOYMENT  Friday,  Mar.  5, 
8:30  a.m.  EST  "February 
nonfarm  payrolls  are  forecast  to 
have  increased  by  110,000,  after 
adding  112,000  positions  in 
January.  The  unemployment  rate 
probably  held  steady  at  5.6%, 
while  average  hourly  wages  very 
likely  ticked  up  by  0.2%. 


The  BusinessWeek  producti 
held  steady  at  212.3  for  tl 
ended  Feb.  14 ,  but  stood  9.4 
its  previous-year  level.  Bel 
culation  of  the  four-week 
average,  the  index  climbed  t 
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For  the  BW50,  more  invest 
data,  and  the  components 
of  the  production  index  vis 
www.businessweek.co(TL4nagazine 
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ie  Companies 

jex  gives  the  starting  page  for  a  story  or  feature  with 
icant  reference  to  a  company.  Most  subsidiaries 
exed  under  their  own  names.  Companies  listed  only 
;s  are  not  included. 


./Washington 

116 

,ADELQ)41 
Micro  Devices 
5,64 

rational  Growth 

lpital  16. 66 

ALVR)56 
MGN)72 
Bystemsll 
Meals  (ARJ)  91 
8.41.56 
less  (AWE)  84 

VE)92 
lucts(AVN)40 


:apital(BCS)47 

^oble(BKS)73 

3NNY)87 

rns(BSC)31 

(BLS)56 

A)  52 
jile84 
|  id  Sox  76 
;ientific(BSX)41 
/ers  Squibb 


Chieftain  Capital  38 
China  Construction  Bank 
28 

China  International 
Capital  28 
CIBC(BCM)66 
Ciena  (CIEN)  91 
Cingular  Wireless  84 
Circuit  City  (CC)  92 
Cisco  Systems  (CSCO)  11 
Clayton  Dubilier  76 
CNN(TWX)24 
Coca-Cola  (KO)  24, 40 
Comcast  (CMCSK)  38, 

76,92 

Cometa  Networks  56 
Conference  Board  25, 32 
Conseco  (CNO)  66 
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Outsourcing: 
Stop  the  Hysteria 


SHAME  ON  THE  Democratic  Presidential 
candidates  for  scapegoating  globalization 
in  their  primary  campaigns.  Opposing 
NAFTA  "to  keep  American  jobs  right  here  in 
America,"  as  John  Edwards  does  in  his  TV 
ads,  is  protectionist  claptrap.  Decrying  "Benedict 
Arnold  companies  and  CEOs  shipping  jobs 
overseas,"  as  John  Kerry  has,  is  insulting  nonsense. 
Both  candidates  know  that  even  as  America  "exports"  jobs 
when  U.S.  companies  send  operations  offshore,  it  "imports" 
jobs  as  foreign  corporations  invest  in  the  U.S.  Both 
understand  that  a  dynamic  economy  churns  constantly, 
sending  lower-valued  jobs  offshore  as  people  move  up  into 
more  highly  valued  employment.  If  s  time  for  the  Democrats 
to  stop  their  demagoguery  and  propose  policies  that  work. 
Sadly,  the  Bush  Administration  is  behaving  no  better  than 
the  Democrats  (page  32).  Republicans  pounced  on  the 
President's  chief  economist,  Council  of  Economic  Advisers 
Chairman  N.  Gregory  Mankiw,  when  he  spoke  the  economic 


truth— that  outsourcing  enhances  growth  by  cutting  cc 
hiking  efficiencies.  The  GOP  leadership  criticized  outsoj 
The  two  Democratic  Presidential  candidates  who  c{ 
outsourcing  and  the  Republicans  who  agree  with  thei 
a  pretty  basic  economic  lesson:  When  production  i 
lowered,  jobs  are  created.  For  example,  the  outsourci 

computer  hardware  to  Asi; 

TTl  P  VOtPT^  '^0s  maa^e  the  information  I 

technology  revolution  pos;  I 
lowering  costs  and  spurrir| 
demand  in  every  industry, 
result,  millions  of  jobs  wer  \ 
„|onc    „  _ +  created  in  the  U.S. 

pidllS,  IIO  L  Edwards,  Kerry,  and  the 

President  should  be  talking 
programs  to  make  people  i 
competitive:  extending  fedd 
trade-impact  programs  to  i 
employees  to  help  them  ret  j 
extending  jobless  insuranaj 
people  hit  by  outsourcing  to  give  them  time  to  retool;  s  f 
innovation  by  hiking  spending  on  research  and  develoj  j 
promoting  broadband;  and  providing  financial  aid  to  sif 
so  more  graduate  from  college.  (Despite  alarms  about 
outsourcing  of  high-tech  jobs,  only  2.9%  of  college  grai 
U.S.  are  unemployed.) 

The  Democratic  Presidential  candidates  should  kntl 
the  rhetoric  of  economic  fear  and  offer  plans  to  deal  \\J 
reality  of  America's  economic  future.  Voters  deserve  i 


voters 
deserve  real 
economic 

ls,  not 
protectionist 
claptrap 


The  Changing 
Shape  of  Inflation 


ALTHOUGH  THERE'S  NO  reason  to  start 
hoarding  cat  food  yet,  it  is  time  to  start 
thinking  about  inflation  again.  For  the 
first  time  since  the  1970s,  when  OPEC 
dealt  the  U.S.  economy  an  unexpected 
blow  by  hiking  oil  prices,  another  outside  power- 
China— is  having  a  surprising  impact  on  America's 
economic  life. 

OPEC  unleashed  inflationary  and  deflationary  forces,  which 
confused  policymakers  and  ended  the  1960s  era  of  high 
productivity  growth.  Today,  China  is  sending  inflationary  and 
deflationary  price  pressures  into  the  U.S.  economy,  and  if  s 
unclear  how  this  will  affect  growth.  The  conventional  wisdom 
is  that  inflation  will  remain  tame.  Probably  so.  But  the  shape 
of  inflation  is  changing,  and  we  should  examine  it  (page  28). 

We  know  that  commodity  prices  are  rising  sharply.  Oil, 
copper,  steel,  coal,  cement,  and  lumber  are  up,  some  jumping 
60%  to  100%  recently.  We  also  know  that  import  prices  are 
rising  and  that  pricing  power  is  returning  to  some  retailers 


and  manufacturers.  The  consumer  price  index  rose 
unexpectedly  in  January,  with  seven  components  risir  | 
gasoline,  fuels,  education,  water/sewer  and  trash  colk  | 
medical  care,  food,  and  personal  services. 

But  we  also  know  that  the  prices  for  many  things  a  j 
falling.  Indeed,  six  components  of  the  January  cpi  dro 
personal  computers,  used  cars  and  trucks,  telephone  si 
clothes  and  shoes,  household  furnishings,  and  new  ve  j 
Unit  labor  costs  are  falling,  and  wage  growth  is  slow. 

A  booming  China  appears  to  be  pushing  up  prices 
commodities  while  at  the  same  time  pushing  down  pr| 
goods  and  factory  labor  via  cheap  exports.  Outsourcii 
India  is  pushing  down  wages  in  services.  Until  recent 
two  price  pressures— inflation  and  deflation— nullified 
another.  Now  there  appears  to  be  a  shift  toward  inflati    p, 

How  will  inflation  play  out  ahead?  There  are  severa  "i" 
cards  to  watch,  including  OPEC  and  terrorism,  but  Ch  ^ 
critical.  Money  supply  is  growing  at  20%,  a  year  and  v  J 
Shanghai  and  on  the  coast  are  rising  at  10%.  In  2003.  Wt 
were  falling.  Today  they  are  rising  by  3-2%  annually, 
exports  more  inflation  and  less  deflation,  the  U.S.  coul 

Then  there  is  the  dollar.  In  1985-87,  it  dropped  20% 
trade-weighted  basis,  inflation  rose,  and  foreign  inves 
stopped  buying  stocks  and  bonds.  The  dollar  is  now  d 
17%  and  poised  to  fall  further  when  China  revalues  th 

The  U.S.  and  China  appear  to  be  at  an  inflection  po 
China  has  moved  from  deflation  to  inflation  in  the  spa  I 
few  months  without  much  notice,  and  the  U.S.  is  folio  | 
Something  is  happening.  We  should  take  notice. 
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Hispanics  are  an  immigrant 
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Huge  numbers  are  changing 
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Is  America 
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290  million  printers  sold./fOOO  patents. 

23  different  color  models.  2  initials  to  remember. 

For  over  20  years,  HP  has  engineered  printers  with  business  in  mind.  From  affordable  Color  LaserJet  printers  to  high-performar 
inkjets,  HP  has  a  solution  to  meet  your  needs.  That's  because  HP  scientists  have  spent  years  refining  our  ink,  toner,  paper  and 
printers  1o  work  together  flawlessly.  The  result-the  kind  of  rock-solid  reliability  and  dedicated  excellence  that  can  add  brillian- 
to  any  document,  bring  outsourced  materials  in-house  and  help  any  size  business  succeed.  Which  may  be  why  HP  has  becom. 
the  most  preferred  printer  manufacturer  in  the  world.  And  the  easiest  to  remember. 
+  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  + 

For  more  information  on  products  and  current  offers,  contact  your  reseller,  go  to 
hp.com/go/printcolor  or  call  1-866-625-1174. 
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ON  THE  RISE 

Latino  Americans  are 
a  major  force  in  the 
U.S.  economy.  Yet  in 
many  ways  they 
remain  a  world  apart 
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58  Hispanic  Nation 

An  immigrant  group 
no  other,  Hispanics  are 
changing  assumptions 
about  assimilation.  New 
million  strong,  includin 
some  8  million  illegal 
immigrants,  they  are 
bilingual,  biculrural,  an(|^ 
will  drive  growth  in  the 
U.S.  population  and 
workforce  as  far  out  as 
statisticians  can  see.  Is 
America  ready? 
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Dell 


High-performance  supply  chain, 
delivered. 

When  the  world's  number  one  computer 
company  set  out  to  upgrade  its  already 
world-class  manufacturing  infrastructure 
several  years  ago,  they  began  with  a  bold, 
yet  simple  premise:  "build  more  systems 
with  less  inventory."  In  about  100  days, 
Accenture  and  Dell  conceived  and 
implemented  an  approach  that  allows  Dell 
to  operate  on  no  more  than  two  hours  of 
inventory  at  a  time.  Now  in  place  in  Dell's 
plants  around  the  world,  the  program  paid 
for  itself  five  times  over  during  the  first 
12  months  of  operation.  Dell  is  able  to 
adapt  more  quickly  to  rapidly  changing 
technologies  and  maintain  its  position  as 
a  high-performance  business. 


New  York  City  311 

High  performance  delivered  for 
government. 

More  than  900  non-emergency  city 
services  in  170  languages  for  8  million 
residents -services  that  once  took  14  pages 
of  telephone  numbers  in  New  York  City- 
are  now  available  24/7  with  a  single  call 
to  311.  Working  closely  with  the  city's 
Department  of  Information  Technology 
and  Telec||(|munication,  Accenture  took 
the  nation's  largest  311  project  live  in  just 
seven  months,  introducing,  not  just  new 
applications  andi&chnolocjies,  but  a  new 
way  of  doing  business.  Having  surpassed  the 
2  million  call  milestone  in  just  five  months, 
the  system  is  giving  the  city  of  New  York 
the  agility  required  for  high  performance. 


>ome  people  see  a  problem. 

Others,  an  opportunity  to  triumph. 


Go  on.  Be  a  Tiger. 


or  high  performers,  adversity  is  merely  a  showcase  for  their 
inovation.  To  see  how  we  can  help  your  organization  be  a 
igh-performance  business,  visit  accenture.com 

onsulting  •  Technology  •  Outsourcing 


accenture 

High  performance.  Delivered. 


Genuine  Caiman  Alligator  $160 
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The  best.  Again. 
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What  Investors  Are  Looking 
For  Now:  Jobs 

Wall  Street  likes  to  see  Corporate  America  get  the 
most  it  can  from  its  workers,  but  with  burned- out 
employees  hitting  the  productivity  wall,  the  bulls 
need  to  see  a  "Now  Hiring"  sign 


A  Mood  of  Cautious  Optimism 

With  Vladimir  Putin  heading  for  certain  reelection,  many  wonc 
what  he  has  in  store  for  Russia.  In  a  Q&A,  Russian  business  leac 
Igor  Jurgens  says  Putin  can  deliver  economic  reforms.  A 
civil  society,  however,  is  up  to  his  fellow  citizens 


eff  Immelt's  Big  Cheer 
7or  Globalization 

GE's  CEO  is  weighing  in  on  what  has  become  a  big 
issue  in  the  Presidential  campaign.  Although  job 
growth  is  still  weak,  he  says,  America  has  the  compet- 
itive edge  in  a  world  that  is  "inextricably  global" 


W_l"Naked"DSLChilltheCableGuys| 

As  more  consumers  drop  their  landlines  in  favor  of  cell  phont 
Qwest's  move  to  offer  high-speed  Net  access  without  a 
corresponding  phone  line  could  be  just  what  the  Baby  Bells 
need  to  catch  their  fiercest  rivals 


The  Nine  Lives  of  Napster 

The  online  music  provider  is  still  a  distant  second 
in  market  share  behind  Apple's  ilunes  service,  and 
management  upheaval  has  spooked  investors.  Yet 
this  cat  could  still  land  on  its  feet 


»VIDE0 

Original  streaming  video 
featuring  industry  experts  and 
BW  editors 


BusinessWeek  tv 


»T00LS 

Your  Portfolio,  Stock  Screener, 
MBA  Search,  and  Mutual  Fund 
Scoreboards 


I 


»BW50 

For  news  and  more  on  the 
BusinessWeek  50,  go  to 
businessweek.com/bw50/ 1 


Tune  in  This  Weekend  for 

I  Sizing  Up  a  Bush-Kerry  Battle  I  Do-lt-Yourself  Home  Repairs 
Find  program  dates  and  times  in  your  area  at  www.businessweektv.coni 


8  I  BusinessWeek  I  March  15.  2004 


c  it  trounce. 


Sports  Authority  and  Gart  Sports  had  a  game  plan-team  up  to  out-muscle 

the  competition.  Who  came  through  in  the  clutch  with  a  big  financial 

L_  play?  CIT.  Learn  more  at  CIT.com.  We  see  what  you  see. 
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The 


DYMO® 
LabelWriter®  printer 

gives  you  more  time  to  work  on  important  things  by 


eliminating  the  hassle  of  sheet  labels.  Whether  you're  printing  labels  for  shipping,  mail 
CDs  or  Pendaflex® filing  products,  DYMO  prints  perfect  labels  in  seconds.  Wh 
more,  DYMO  is  PC  or  Mac  compatible,  works  with  popular  desktop  software  includ 
^    Microsoft®  Word  and  Outlook,®  and  is  as  simple  as  "click  and  print."  So  if  you  need  one  label  or  100,  DYMO  ma 
printing  labels  fast  and  easy,    www.dymo.com 


By   *  CSSO/tB  Corporation 

PC  Connection* 


Microsoft*  and  Outlook*  are  registered  trademarks  of 
Microsoft  Corporation  in  the  United  States  and/or  other  countries 


Office  depot 


CDW} 


saves  you 
OfficeMa: 


ED  BY  IRA  SAGER  &  KIMBERLY  WEISUL 


AY  PATROL 

ERSTOCK: 
E  PRICE  ISN'T 
WAYS  RIGHT 

ICK  M.  BYRNE,  chairman  of 
tock.com,  promotes  his 
>any  as  the  place  to  shop 
e  for  prices  up  to  80% 
v  list.  But,  Overstock  may 


BYRNE  Blaming 
manufacturers 


'erstatmg 

discounts, 
ot  checks  by 
less-Week  found  close  to 
nstances  where 
stock  misstated  the 
ufacturer's  suggested  list 

on  items  like  digital 
sras,  clothes,  and  TVs. 
$240  million  e-tailer 
es  about  12,000  items, 
de  of  its  huge  book  and 


music  store.  For  a  few,  it 
undershot  the  list  price.  But 
most  errors  made  dis-counts 
seem  larger.  "If  they've  falsely 
claimed  what  the  manufac- 
turer's list  price  is,  that's  not 
lawful,"  says  Andrea  Levine,  a 
director  of  the  Council  of 
Better  Business  Bureaus. 

Byrne  says  there  was  no 
intentional  deception.  He 
blames  most  slips  on  manu- 
facturers' changing  list 
prices.  "We  bend  over 
back-wards  to  get  this 
right,"  he  says. 

BusinessWeek's 
checks  are  in  line  with 
the  findings  of  a  hedge 
fund  (which  declined 
to  be  identified)  that 
has  shorted  Overstock. 
BusinessWeek  found 
the  most  incorrect 
prices  in  consumer 
electronics:  Of  the  92 
Toshiba  and  Panasonic 
products  available 
Mar.  2, 40  had  list 
prices  higher  than  the 
manufacturers'  list.  Five 
were  too  low. 

In  watches  and  books,  list 
prices  were  more  reliable.  But 
will  a  company  promising  big 
bargains  look  as  attractive  if 
some  discounts  are  less  than 
they  seem?  -Timothy J. 

Mullaney,  with  Brian  Hindo 


J  SAVE  HOW  MUCH? 

OVERSTOCK'S  "LIST- 


MANUFACTURER'S  LIST 


DBA  TV 
1 36AF43 


$1,699 


$999 


10ME  THEATER 
1 DS-TP582 


$550 


$440 


FUJI  FINEPIX 
I  MODEL  2650 


$299 


$199 


"I  took  these  actions 
knowing  they 
were  wrong,  in  an 
attempt  to  preserve 
the  company." 

-Scott  Sullivan,  ex-WorldCom 

CFO,  admitting  in  court  that  he 

falsified  company  books 


Data:  Overstock.com  and  manufacturers'  Web  sites.  Prices  obtained  'he  week  of  Feb.  23. 


CORPORATE  COUPLINGS 

Now  That's  a 
Deal  to  Dye  For 

ALBERTO-CULVER  IS  BEST  KNOWN  for  its  dowdy  Alberto  V05 
shampoo.  But  the  company's  strength  is  its  ties  to  the  profit- 
able U.S.  hair-salon  market— which  also  is  crucial  to  L'Oreal 
and  Procter  &  Gamble.  A  person  close  to  L'Oreal  says  it  has 
made  acquisition  overtures  to  Culver.  Analysts  suspect  P&G  is 
interested,  too,  and  say  Culver  could  fetch  up  to  $5  billion. 

Culver  is  the  largest  distributor  of  hair-care  products  to 
U.S.  salons,  accounting  for  two-thirds  of  its  $2.9  billion  sales. 
Even  L'Oreal  and  P&G  sell  most  of  their  U.S.  salon  products 
through  Culver.  By  owning  Culver,  L'Oreal  would  tighten  its 
lead  in  the  U.S.  salon  market  and  ward  off  P&G's  attempts  to 
expand  into  it.  P&G  has  spent  $11  billion  acquiring  Clairol  and 
Wella,  in  part  to  get  into  more  salons.  "It  would  certainly  put  a 
fly  in  the  ointment  of  Procter's  strategy,"  says  Banc  of 
America  Securities  analyst  William  Steele. 

In  November,  several  months  after  talks  with  L'Oreal  began, 
Culver  smoothed  the  way  to  an  acquisition  by  eliminating  a 
supervoting  class  of  stock  held  by  the  controlling  family. 
Although  none  of  the  companies  will  comment,  L'Oreal's 
overtures  must  have  P&G  in  a  lather.  -Robert  Berner 
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LEGAL  EAGLES 

THE  LAWYER 
WHO  SAYS 
HE  LOST  IT 

HERE'S  SOMETHING  you  don't 
often  see:  a  lawyer  admitting 
to  a  mistake.  Stanford  Law 
School's  Lawrence  Lessig,  one 
of  the  world's  most  widely 
admired  intellectual-property 
theorists,  is  flagellating 
himself  for  blowing  the  oral 


coalition  of  interest  groups 
worried  that  the  act  would 
retard  innovation,  Lessig 
argued  that  the  law  was 
inconsistent  with  other  High 
Court  precedents.  In  a 
landmark  7-2  decision  in  Jan., 
2003,  the  Justices  disagreed. 
In  the  upcoming  issue  of 
Legal  Affairs,  Lessig  writes: 
"This  case  could  have  been 
won... my  own  mistake  lost  it" 

Lessig  blames  himself  for 
raising  theoretical  arguments 
rather  than  discussing  the 
practical  consequences  of  the 
case— as  others  on  his  legal 
team  had  suggested.  One  of 
his  advisers,  Washington 
(D.C.)  Supreme  Court 
specialist  Daniel  Bromberg, 
says  Lessig  is  overdoing  it. 
"Could  he  have  swung  three 
votes  if  he  had  taken  a 
different  approach?  I  don't 
think  so,"  he  says.  But  Lessig 
disagrees:  "I  know  the  facts 
of  this  case  better  than 
anybody.  He's  wrong."  As, 
says  Lessig,  was  he. 

—Mike  France 


M 


CAR  TALK 

CONTINENTAL  STYLE  The  idea  of  hawking 
Korean  cars  in  Europe  once  seemed  laugh 
Kia  Motors  and  parent  Hyundai  are  making 
inroads  in  the  U.S.,  but  Europeans  are  muc 
more  finicky  about  design.  No  one's  laughir 
now.  Kia  safes  in  Europe  grew  41%  last  yeai 
giving  it  nearly  a  point  of  market  share.  A  ye 
and  a  half  after  the  Kia  Sorento's  debut,  the 
a  10-month  wait  for  the  curvy  sport-utility 
vehicle.  While  Fiat  and  Opel  struggled  to 
update  aging  lines,  Kia  rolled  out  stylish  SU 
and  minivans  with  fuel-efficient  diesel  engir 
Next  up  for  Kia:  the  Picanto  Supermini  and 
new  Cerato  sedan.  And  maybe  some  new 
respect,  too.  -Moon  Ihlwan,  with  Maureen  h 


LESSIG  An 

intellectual- 
property  slip? 


argument  in  Eldred  v. 
Ashcroft— the  U.S.  Supreme 
Court1  s  most  important 
copyright  decision  in 
decades. 

The  Court  was  asked  to 
decide  whether  copyright 
terms  could  be  lengthened  to 
the  life  of  the  author  plus  70 
years.  A  fortune  was  at  stake 
for  outfits  such  as  Walt  Disney, 
which  was  in  danger  of 
losing  Mickey  Mouse  to  the 
public  domain  in  2003. 

Representing  a  broad 


12    BusinessWeek  !  March  15.  2004 


iminate  boundaries  and  you  create  opportunity.  At  Nortel  Networks,  we  transform  networks, 
emoving  barriers  to  efficiency,  productivity  and  growth.  Making  your  business  a  more 
ofitable  place,  nortelnetworks.com 

NORTEL 

NETWORKS 


king  questions  to  answers       people  with  products 

merging  where  you  are  with     where  you  want  to  be 
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FACE  TIME 

HENRIETTA 
HOLSMAN  FORE 


8T~ 


CALLING 
ALL  COIN 
COLLECTORS 

The  U.S.  Mint  is  having  money 
problems.  The  economic 
downturn  eroded  demand  for 
coins  while  surging  prices  for 
copper  and  zinc  raised  costs. 
The  upshot:  The  Mint's  profits 
shrunk  to  $600  million  in 
2003  from  $1  billion  in  2002. 

That  makes  goosing  sales 
and  cutting  costs  priorities 
for  Mint  Director  Henrietta 
Holsman  Fore.  She's  courting 
collectors,  who  spent  $500 
million  last  year  on  specialty 
coins.  A  nickel  celebrating  the 
Louisiana  Purchase,  which 
debuted  on  Mar.  1,  should 
bring  in  $30  million  this  year. 
And  Fore  plans  to  augment 
100-year-old  coin-making 
casts  with  laser-cutters. 

It  can't  happen  fast 
enough  for  the  former  presi- 
dent of  steelmaker  Stockton 
Products.  "Washington  has 
its  own  pace,  [while]  as  a  CEO 
you  can  set  the  pace,"  says 
Fore.  Perhaps  pacesetting's  in 
her  blood:  Her  grandfather 
Henry  Holsman  invented  the 
Holsman  automobile  and  a 
helpful  gear  called  reverse. 

-Brian  Hindo 


CAMPAIGN  2004 

TWO  NICE 
GUYS SEEK 
WEB  PALS 

SENATORS  John  Kerry  and 
John  Edwards  are  looking  for 
friends.  And  the  standoffish 
Kerry  has  had  more  success. 
Both  recently  joined  Web  site 
Friendster,  where  users  create 
profiles  and  connect  with  a 
virtual  community,  in  an 
effort  to  tap  its  5.5  million 
members  with  an  average  age 
of  27  By  Super  Tuesday,  Kerry 
had  reached  the  limit  of  500 
networked  friends,  while 
Edwards,  who  bowed  out  of 
the  race  Mar.  3,  only  had  484. 
The  candidates'  profiles  are 
revealing.  Kerry,  60,  casts 
himself  as  a  fun-loving  boom- 
er. He  posts  a  picture  of  him- 
self windsurfing  and  lists 
hunting  and  motorcycles  as 
"other  interests."  His  favorite 
movies  include  Animal  House 
and  Old  School.  Kerry  writes: 


LAWSUITS 

TAKE  THAT, 

OUTSPOKEN 

INVESTOR 

RABBLE-ROUSING  shareholder 
activists  may  need  to  start 
practicing  more  self-restraint. 
A  recent  lawsuit  has  investors 
worrying  that  shareholders 
will  be  afraid  to  speak  out  at 
annual  meetings. 

On  Jan.  29, 
uniform  maker 
Cintas  filed  a 
defamation  lawsuit 
against  Timothy 
Smidi.  a  senior  vice- 
president  at  Walden 
Asset  Managemen 
which  owns  nearly 
16,000  Cintas  shares 
At  Cintas'  annual 
meeting  in  October, 


0 


POINTED  A  brawl 
over  sweatshops 


"I  love  Hostess  chocolate 
cupcakes,  although  [my  wife] 
Teresa  tries  to  limit  them." 

By  contrast,  Edwards' 
formal  portrait  and 
occupation  of  "Senior 
Senator"  seem  an  attempt  to 
defray  criticism  that  he's 
inexperienced  and  lacks 
gravitas.  The  favorite  books 
and  movies  categories  are  left 
blank.  "About  Me"  dishes  out 
his  populist  spiel:  "I  was 
born  50  years  ago  and  grew 
up  in  a  tiny  mill  village...." 

Testimonials  posted  to  the 


Smith  accused  the  company  of 
using  sweatshop  labor  in 
Haiti.  "The  things  he  said  are 
completely  false,"  says  Wade 
Gates,  a  Cintas  spokesman. 
Smith  declined  to  comment. 

The  case  has  alarmed 
lawyers  and  pension-fund 
managers.  "It  is  outrageous," 
says  attorney  Victor  Kovner 
of  Davis  Wright  Tremaine.  He 
says  Cintas  is  unlikely  to 
prevail.  "They'd  have  to  show 
actual  malice."  But  Cintas 

may  not  have  to  win 
in  court.  "It  does 
have  a  chilling 
effect,"  says  Sarah 
Teslik,  executive 
director  of  the 
Council  of 

Institutional  Investors. 
Will  dissenters  have 
to  start  keeping  a 
lawyer  on  call? 

-Lauren  Young 


m 


senators'  profiles  are  efftu 
Of  Kerry,  "Benjamin"  say 
"John's  the  type  of  dude 
where  you're  like,  'that  guj 
can  be  our  President' " 
Edwards,  "Paul"  offers, 
guy  is  a  ray  of  sunshine." 
Still,  Friendster's  appe 
only  goes  so  far.  Presiden 
George  Bush  declined  an 
invite  to  join.  A  campaign 
spokeswoman  says  Frienc 
doesn't  fit  his  Net  strateg} 
Apparently,  Bush  is  willin 
cede  this  slice  of  the  youn 
hipster  vote.        -Brian  t 


THE  STAT 


The  percentage 
decline  in 
U.S.  beef  exports 
the  Agriculture  DepJ 
expects  in  2004 
because  of 
worldwide  concern! 
about  mad  cow 
disease. 

Data:  U  S  Agriculture  Dept 
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For  35  years  we've  delivered  despite 
language  barriers,  unpaved  roads  and 
lack  of  street  addresses.  — 


WE  MOVE  THE  WORLD 


m 
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Editor's  Mem 


You  Read  It  Here  First 


MORE  THAN  A  YEAR  AGO,  BusinessWeek  connected  the  dots  01 
what  many  now  recognize  as  one  of  the  global  economy5! 
most  profound  trends:  the  shift  offshore  of  white-collar 
work.  Many  Americans  had  heard  examples  of  how  U.S. 
companies  were  using  skilled  workers  in  India  or  the 

sectors.  With  vivid,  on-the-ground 
reporting  from  India,  the  Philippines 


Philippines  to  write  software  code  or 
handle  service  calls.  But  neither  the 
public,  the  business  community, 
politicians,  nor  even  many  leading 
economists  realized  just  how  pervasive 
the  trend  had  become.  Our  Feb.  3, 2003, 
Cover  Story,  "Is  Your  Job 
Next?"  by  Pete  Engardio, 
Aaron  Bernstein,  and  Manjeet 
Kripalani,  demonstrated  that 
offshore  outsourcing  was 
becoming  a  factor  in 
accounting,  architecture, 
semiconductor  design, 
financial  analysis,  and 
industrial  engineering.  Now, 
"IsYourJobNext?"isa 
recipient  of  the  2003  George 
Polk  Award,  first  presented  by 
Long  Island  University  in  1949  to 
memorialize  the  CBS  correspondent 
slain  covering  a  civil  war  in  Greece. 
"Is  Your  Job  Next?"  which  ran  in 
Europe  and  Asia  as  "The  New  Global  Job 
Shift,"  kick-started  what  has  become  a 
raging  national  debate  over  the 
competitiveness  of  the  U.S.  worker  in 
services  and  high  technology— indeed, 
over  whether  America  itself  is  in  danger 
of  losing  its  competitive  edge  in  these 
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Russia,  and  the  U.S.,  the  story  illus 
not  only  the  wide  pay  gaps  between 
skilled  workers  in  the  U.S.  and  in 
developing  nations,  but  also  the  tale: 
and  commitment  of  the 
people  in  Asia  and  Easten 
Europe  who  are  now  doin 
the  same  work  as  America 
"The  Rise  of  India"  (De 
pushed  the  story  dramatic 
further,  examining  the  im 
in  India  as  well  as  the  US 
And  "Software:  Will  out- 
sourcing hurt  America's 
supremacy?"  (Mar.  1)  trac 
two  graduate  students,  on 
Bombay  and  one  in  Pittsbi 
for  insight  into  how  to  keep  the  U.S. 
software  industry  strong.  Even  better 
coupling  innovative  approaches  with 
offshoring  could  pay  off  for  everyone 
We're  proud  of  our  early-bird  cove 
of  one  of  the  critical  issues  of  our  time. 
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Shaken,  Stirred  and  Sipped 

When  it  came  to  our  tasting  of  "white  goods,"  the  superpremiums  ruled  the  day. 
Here,  our  top  three  in  each  category,  plus  our  tasters'  comments: 


LIQUOR  BRAND/PRICE* 

OUR  AWARD 

COMMENTS 

TOP  3  GIN^^^^^ 

Hendrick's 

$30/750ml 

Most    ^^ 
Flavorful  ^ 

Our  tasters  couldn't  detect  the  cucumber  the  distiller 
says  is  there,  but  this  did  have  sublime,  complex  taste. 

Tanqueray  No. 

Ten  $26/750ml 

Smoothest 

The  octagonal  bottle  is  a  gimmick,  but  the  very  fresh  botan- 
ical taste  and  thorough  distillation  make  it  worth  the  price. 

Juniper  Green 
Organic 

$26.50/750ml 


Best  No  pesky  fungicides  in  this  gin,  according  to  the  UK's 

Presentation      Soil  Association  —  plus  it  came  with  a  nice  carrier. 


3th 


Gold  Medal 

S.F.  Spirits  Competition  2003 


FOOD&WINE 

"Gin  of  the  Year" 


HENDRICK'S, 


HEN#!ffCK'S 


A  Most  Unusual  Gin 


CucumberGin.com 


'My  Choke  for  a  gin  &  tonic"  Michael  Jackson,  Renowned  Spirits  Writer 


3t 


Readers  Report 


BusinessWeek 


EDITOR-IN-CHIEF:  Stephen  B.  Shepard 
MANAGING  EDITOR:  Mark  Morrison 
ASSISTANT  MANAGING  EDITORS: 

Joyce  Barnathan.  Frank  J.  Comes.  Robert  J.  Dowling,  Kathy  Rebello 

ART  DIRECTOR:  Malcolm  Frouman 

CHIEF  OF  CORRESPONDENTS:  James  E.  Ellis 

ONLINE  EDITOR:  Bob  Arnold 

EDITORIAL  PAGE  EDITOR:  Bruce  Nussbaum 

CHIEF  ECONOMIST:  Michael  J.  Mandel 

SENIOR  EDITORS:  James  C  Cooper  (Bus.  Outlook).  Peter  Elstrom, 

Neil  Gross.  Mary  Kuntz.  Jeffrey  M.  Laderman,  Christopher  Power, 

Jane  A.  Sasseen,  Ciro  Scottl.  John  Templeman.  Lee  Walczak 

(Washington),  Elizabeth  Weiner 

SENIOR  WRITERS:  Catherine  Arnst.  Stephen  Baker,  Robert  Barker,  Aaron 

Bernstein.  Anthony  Bianco.  Nanette  Byrnes.  Paula  Dwyer.  Mike  France. 

Steve  Hamm,  Gene  G.  Marcial.  Otis  Port,  Marcia  Vickers,  Gary  Weiss 

ECONOMICS:  Peter  Coy  (Economics  ed.).  Kathleen  Madigan  (8us.  Outlook 

ed.).  James  Mehring.  Seymour  Zucker  (Sr.  contributing  ed.).  Christopher 

Farrell  (Contributing  ed.) 

INTERNATIONAL  Patricia  Kranz  (European  Edition  ed.);  Michael  S.  Serrill 

(Sr.  ed.);  David  Rocks,  Pete  Engardio.  (Sr.  news  eds.);  Rose  Brady  (Sr: 

writer);  Cristina  Lindblad  (Europe).  Chester  Dawson  (Finance),  Michael 

Shan  (News  ed.) 

ASSOCIATE  EDITORS:  Robin  Ajello,  Susan  Berfield,  Dan  Beucke.  Diane 

Brady,  Michelle  Conlin,  Amy  Dunkin.  Hardy  Green.  Toddi  Gutner,  David 

Henry.  Gerry  Khermouch,  John  Koppisch,  Robert  McNatt,  Ira  Sager. 

Eric  Schine 

PICTURE  EDITOR:  Larry  Lippmann 

MANAGING  ART  DIRECTOR:  Jay  Petrow 

SENIOR  ART  DIRECTOR:  Steven  Taylor 

INTERNATIONAL  ART  DIRECTOR:  Christine  Silver 

SMALL  BUSINESS  EDITOR:  Kimberly  Weisul 

DEPARTMENT  EDITORS:  B-Schools:  Jennifer  Merritt.  Computers: 

Spencer  E.  Ante.  E-Business:  Timothy  J.  Mullaney.  Finance  &  Banking: 

Mara  Der  Hovanesian,  Emily  Thornton.  Industries:  Adam  Aston. 

Internet-  Heather  Green.  Management  Louis  Lavelle.  Media:  Tom  Lowry. 

Personal  Business:  Carol  Marie  Cropper.  Anne  Tergesen.  Lauren  Young. 

Scoreboards:  Frederick  F.  Jespersen  Telecommunications:  Steve 

Rosenbush. 

CONTRIBUTING  EDITORS:  Mark  Hyman  (Sports  Business) 

STAFF  EDITOR:  Brian  Hindo 

COPY  EDITORS:  Prudence  Crowther.  Harry  Maurer,  Marc  Miller  (Deputy 

chiefs);  Jim  Taibi  (Asst.  chief);  Aleta  Davies.  Doug  Royalty  (Sr.);  Joy  Katz, 

Barry  Maggs.  Anne  Newman,  David  Pengilly,  Monica  Roman,  Lourdes 

Valenano  Researchers:  Maria  Chapin.  Gail  Fowler.  Aida  Rosario 

PRODUCTION  COPY  EDITORS:  Larry  Dark  (Chief);  Celine  Keating. 

Robert  J.  Rosenberg  (Deputy  chiefs);  Alethea  Black.  Sarah  B.  Davis, 

Robert  S.  Norman,  David  Purcell,  Victoria  Rubin 

ART:  Don  Besom,  Alice  Cheung.  Gary  Falkenstern  (Assoc,  dirs.);  Jamie 

Elsis.  Edith  Gutierrez,  Ron  Plyman  (Asst.).  Graphics:  Joan  Danaher 

(Director);  Rob  Doyle  (Deputy  dir);  Laurel  Daunis-Allen,  Joe  Calviello. 

Alberto  Mena.  Ray  Vella;  Eric  Hoffmann.  Imaging:  James  Leone  (Mgr), 

Alan  Bomzer  (Asst.).  Neal  Fontana,  Nita  Le,  Rich  Michiel.  Leo  Nieter, 

Joseph  Rhames 

PHOTO  EDITORS:  Scott  Mlyn.  Ronnie  Weil  (Deputies);  Anne  D'Aprix. 

Kathleen  Moore.  Andrew  Popper.  (/Assoc);  Sarah  Greenberg  Morse 

(Assf.);  M.  Margarita  Eiroa  (Traffic  mgr.);  Burte  Hughes,  Mindy  Katzman, 

Lon  Perbeck  (Researchers) 

EDITORIAL  OPERATIONS:  Susan  Fingerhut  (Director);  Ken  Machlin- 

Lockwood  (Mgr).  Karen  Butcher.  Francisco  Cardoza,  Thomas  R.  Dowd, 

Stephen  R.  Lebron.  Peter  K.  Niceberg.  Jane  M.  Perkinson,  Karen  Turok, 

Use  V.  Walton  (Edit  map  mgr.),  Mark  Lang 

EDITORIAL  TECHNOLOGY:  Y.  Steve  Ben-Ari,  Yo-Lynn  Hagood.  Steven 

McCarthy.  Craig  Sturgis,  Mauro  Vaisman 

ONLINE:  Michael  Mercurio  (Managing,  ed.),  Douglas  Harbrecht  (Executive 

ed.).  Arthur  Eves  (Creative  dir),  A.  Peter  Clem.  John  A.  Dierdortf,  John 

Johnsrud;  Will  Andrews,  Jaime  Beauchamp.  Beth  Belton  (News  ed.),  Jane 

Black.  Joleen  Colpa,  Roger  Franklin.  Olga  Kharif.  B.  Kite,  Matt  Kopit.  James 

Kutz.  Jessica  Loudon.  Karyn  McCormack.  Justin  McLean,  Tzyh  Ng,  Patricia 

O'Connell.  Suzanne  Robitaille,  Alex  Salkever.  Mica  Schneider.  Amey  Stone. 

Joshua  Tanzer,  Amy  Tsao.  Kathy  Vuksanaj 

CORRESPONDENTS:  Atlanta:  Dean  Foust  (Mgr).  Brian  Grow.  Boston: 

William  C.  Symonds  (Mgr.),  Faith  Arner.  Chicago:  Joseph  Weber  (Mgr.), 

Roger  0.  Crockett  (Deputy  mgr.),  Michael  Arndt  (Sr.  correspondent), 

Robert  Berner.  Pallavi  Gogoi.  Brian  Grow  (Contrib.  correspondent). 

Dallas:  Wendy  Zellner  (Mgr.),  Stephanie  Anderson  Forest,  Andrew  Park. 

Detroit:  Kathleen  Kerwin  (Mgr.).  David  Welch  Los  Angeles:  Ronald  Grover 

(Mgr.);  Larry  Armstrong.  Christopher  Palmeri  (Sr  correspondents); 

Arlene  Weintraub.  Philadelphia:  Amy  Barrett  (Mgr).  Seattle:  Jay  Greene 

(Mgr),  Stanley  Holmes.  Silicon  Valley:  Robert  D.  Hof  (Mgr).  Peter 

Burrows.  Cliff  Edwards.  Ben  Elgin.  Jim  Kerstetter.  Louise  Lee. 

Washington:  Mike  McNamee  (Deputy  mgr.),  Richard  S.  Dunham 

(Washington  Outlook  ed.);  Rich  Miller  (Sr  writer);  John  Carey.  Howard 

Gleckman  (Sr  correspondents);  Amy  Borrus,  Stan  Crock,  Paul 

Magnusson.  Alexandra  Starr.  Stephen  H.  Wildstrom  (Tech.  &  You), 

Lorraine  Woellert.  Catherine  Yang.  Beijing:  Dexter  Roberts  (Mgr). 

Bombay:  Manieet  Knpalani  (Mgr).  Frankfurt  Jack  Ewing  (Mgr).  Gail 

Edmondson  (Sr.  correspondent).  David  Fairlamb.  Hong  Kong:  Frederik 

Balfour,  Bruce  Ej/ihorn.  London:  Stanley  Reed  (Mgr).  Kerry  Capell. 

Mexico  City:  Gen  Smith  (Mgr).  Moscow:  Jason  Bush.  Paris:  John 

Rossant  (Mgr.),  Carol  Matlack.  Andy  Reinhardt.  Seoul:  Moon  Ihlwan. 

Tokyo:  Brian  Bremner  (Mgr),  Irene  M.  Kunii 

EDITORIAL  SERVICES:  Broadcasting:  Ray  Hoffman  Business  Manager. 

Barbara  Boynton.  Communications:  Andrew  Palladino  (Director). 

Heather  Carpenter  Information  Services:  Jamie  B.  Russell  (Director), 

Susann  Rutledge  (Research  mgr).  John  Cady  (Technology  mgr),  Fred 

Katzenberg.  David  Polek.  Susan  Zegel  Office  Managers:  Roselyn  Kopit. 

Gloria  Kassabian  (Washington)  Readers  Report  Yverte  Hernandez. 

Reprint  Permission:  Nancy  Johnson. 

Special  Asst.  to  Editor-in-Chief:  Christine  Summerson 


. . .  control  of  our  media  in 
a  fewvhands  means  that  a 
tiny  group  of  powerful 
people  will  control  the 
public  debate." 

-Henry  J.  Sage 
Lorton,  Va. 


BusincssW 


MEGA  MEDIA:  FOR  THE  PUBLIC, 
IT'S  MORE  BAD  NEWS 

MANY  BELIEVE  THE  most  insidious  as- 
pect of  big,  consolidated  media  is  the  real 
threat  to  American  democracy  ("Mega 
media  mergers:  How  dangerous?"  Cover 
Story,  Feb.  23).  In  addition  to  diminished 
program  quality,  less  competition  and 
higher  prices,  and  marginalization  of 
smaller  programmers,  control  of  our  me- 
dia in  a  few  hands  means  that  a  tiny 
group  of  powerful  people  will  control  the 
public  debate. 

How  many  of  those  running  for  office 
this  year  are  likely  to  take  on  the  giant 
media?  Few  to  none.  Why?  Because  be- 
ing on  the  wrong  side  of  those  media 
empires  will  throttle  any  voice  trying  to 
be  heard.  I  have  been  teaching  American 
history  for  more  than  30  years,  and  in 
the  last  10  I  have  been  telling  students 
that  if  they  value  their  freedom  to  think 
and  act  independently  on  behalf  of 
what's  really  good  for  this  country,  they 
should  be  aware  that  a  handful  of  people 
are  trying  to  do  that  for  them. 

-Henry  J.  Sage 
Lorton,  Va. 

YOUR  "MEGA  MEDIA"  cover  story  was 
very  good,  but  you  missed  a  fundamental 
question.  The  mergers  are  based  on  mar- 
ket projections  that  may  prove  to  be  "blue 
sky,"  much  as  poor  forecasting  impeded 
AOL/Time  Warner  and  melted  down  the 
telecoms.  Large  media  companies  must 
release  a  huge  volume  of  product  to  gen- 
erate large  revenues.  Unfortunately,  the 
amount  of  good  new  creative  material  is 
independent  of  the  number  of  products 
needed  to  maintain  the  share  price. 

If  you  don't  have  an  artistic  vision, 
how  will  you  get  noticed?  You  can  seek 
the  "cutting  edge."  Inject  plot  devices 
such  as  sex,  violence,  outrageous  behav- 
ior, and  special  effects  that  are  more  over 
the  top  than  your  competitors'  shows. 
You  do  need  to  ensure  that  the  edge  and 
flash  do  not  overshadow  your  artistic 


message,  if  you  have  one.  Othelii 
anything  goes.  You  can't  build  a  in 
conglomerate  on  that  scenario. 

-AlanW.wL 
Renton,  ha 

YOUR  EDITORIAL  "How  to  ensure  rid 
diversity"  (Feb.  23)  is  concerned  th  ti 
"concentration  of  media  ownefc 
threatens  diversity  in  news."  Beform 
News  Network,  I,  and  many  more  liijjn 
(according  to  viewer  numbers),  fou  I  r 
diversity  among  the  three  talking  h  |rJi. 
-Terrence  H.  m1 
Chestertowm 

DEEPER  INTO  DEBATE 
ABOUT  THE  RECESSION 

I  UNDERSTAND  AND  agree  with  it 
point  about  politicizing  the  inforn  M 
put  out  by  the  federal  governmenAj 
way  that  sheds  doubt  on  its  crecUB 
"Inventing  the  'Clinton  Recess ■ 
(News:  Analysis  &  Commentary,  FetM 
However,  your  claim  that  the  Counfll 
Economic  Advisers  has  attempted  tofl 
history  is  equally  political  in  nature 
not  quite  accurate,  either. 

As  a  practical  matter,  the  marke  ■ 
economic  forces  that  caused  this  tM 
recession  were  clearly  in  place  v 
George  W  Bush  took  office.  Whethe|| 
mocrat  or  Republican,  assigning  bfl 
for  the  complex  events  that  created  tjfl 
cent  recession  is  a  fool's  errand.  YoiB 
tide  incites  and  fuels  the  problem  of  I 
tional  political  bias  and  makes  I 
behavior  an  acceptable  norm  insteiB 
an  unwelcome  exception. 

-AlexM 
Medfield,im 

MICHAEL  J.  MANDEL  wrote  that  sell 
the  start  of  the  [last]  economic  receB 
during  the  Clinton  Presidency  was  s<l 
how  unfair  to  Clinton  and  the  DemoB 
and  tantamount  to  a  pure  fabricaticB 
the  Bush  Administration  and  the  Co  I 
of  Economic  Advisers.  Mandel  forgeiB 
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CORRECTIONS  &  CLARIFICATIONS 

The  story  "Dolby  gets  ready  to  make  a  big 
noise"  (Information  Technology,  Feb.  9) 
stated  that  the  technology  of  Dolby 
Laboratories  Inc.'s  chief  rival,  Digital 
Theater  Systems  Inc.,  "is  in  almost  as  many 
theaters  as  Dolby's."  Dolby  says  its 
technology  is  in  about  53%  of  movie    . 
theaters  in  North  America,  while  DTS  says 
its  technology  is  in  about  35%. 

In  "Detroit  tries  it  the  Japanese  way" 
(Industries,  Jan.  26),  we  incorrectly  stated 
that  Joseph  Phillippi  was  president  of 
AutoSource.  He  is  president  of  AutoTrends 
Consulting.  AutoSource  is  a  different  and 
unrelated  company. 

"Et  Cetera..."  (In  Biz  This  Week,  Mar.  8) 
contained  a  typographical  error.  It  should 
have  said  that  AT&T  plans  to  cut  8%  of  its 
workforce  in  2004. 


own  comments,  in  "The  New  Economy: 
For  better  or  worse"  (News:  Analysis  & 
Commentary,  Oct.  19, 1998)  in  which  he 
noted  the  beginning  of  the  job -market 
slowdown,  due  largely,  as  he  put  it,  to  the 
rapid  growth  of  the  "New  Economy." 

Mandel  accurately  predicted  the  com- 
ing recession  during  the  Clinton/Gore 
era.  Bush  merely  inherited  the  very  reces- 
sion Mandel  predicted. 

-Eric  Hockman 
Woodbury,  Minn. 

THE  RECESSION  SHOULD  not  be  called 
either  the  "Clinton  recession"  or  the 
"Bush  recession."  The  recession  should 
be  known  for  what  it  was,  i.e.,  "the  Y2K 
recession."  In  1999,  fears  of  Y2K  disrup- 
tions caused  much  overbuying  of  elec- 
tronic equipment  plus  extensive  disrup- 
tive stockpiling  of  purchased  inventories 
and  other  items.  Those  actions  over- 
expanded  and  ballooned  many  1999 
trends,  which  were  subsequently  re- 
versed in  2000  and  2001.  The  result  was 
the  Y2K  recession. 

-John  H.  Hoagland 

Professor  Emeritus 

Michigan  State  University 

East  Lansing,  Mich. 

WHETHER  THE  RECESSION  started  be- 
fore or  after  President  Bush's  inaugura- 
tion is  moot.  The  decisions  causing  it 
were  made  in  1997  and  1998  by  Alan 
Greenspan  and  Janet  Reno.  Janet  Reno? 
Yes.  The  Microsoft  Corp.  lawsuit  wreaked 
devastation  in  the  tech  markets  and 
spread  like  fire  through  Wall  Street  and 

20  I  BusinessWeek  I  March  15.  2004 


m 

ov 

m 


then  on  to  Main  Street.  Bad  polic^kj 
to  recessions,  not  inaugurations.  I 

-PhilVc 
Columbut) 

AN  AIRPORT  CASH  COW 
FOR  UNCLE  SAM? 

RE  "SECURITY  CHECK"  (UpFron  5 
16):  I  find  it  interesting  that  so 
coins  end  up  in  security  coffers  at  ai 
when,  in  fact,  most  walk-through 
tors  sense  only  ferromagnetic  objec 
a  property  of  American  coins.  (The 
held  wands,  used  when  one  has  a 
triggered  the  detectors,  can  dett 
coins.)  A  little-known  and  surprisir 
is  that  our  currency— paper  mon 
ferromagnetic  and  can  be  sensed, 
sired.  In  this  day  of  large  budget  d< 
do  you  suppose  this  chump  chang 
be  targeted  as  a  new  source  of  revei  A 
-Sheldon  B  1 
Palo  Alto,  ■ 
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nothing  else.  It's  a  philosophy  that's  helped  us  keep  clients  for  the  long  term.  And  helped  us  keep  them 
happy.  To  meet  with  an  A.G.  Edwards  financial  consultant,  visit  www.agedwards.cont  or  call  (866)  319-4243. 
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Books 


Coke's  Decade  of  Arrogance 


THE  REAL  THING  Truth  and  Power  at  the  Coca-Cola  Company 

By  Constance  L.  Hays;  Random  House;  398pp.;  $25.95 


For  a  company  whose  flagship  product 
has  long  stood  as  a  global  icon  of 
American  optimism  and  success,  Coca- 
Cola  Co.  has  spent  much  of  the  past 
decade  beset  by  inner  doubt  and  turmoil. 
After  a  glorious  16-year  run  under 
legendary  Chairman  Roberto  C. 
Goizueta— Coke's  shares  soared  3,500% 

by  the  time  of  his  unexpected  1997  death— the  former  high- 
flier has  come  crashing  back  to  earth.  Regulatory 
investigations,  a  divisive  employee  discrimination  suit,  and 
economic  woes  in  key  Asian  and  Latin  markets  have  left  profits 
weak.  Against  this  backdrop,  Coke  CEO  Douglas 
N.  Daffs  surprise  Feb.  19  announcement  that  he 
will  retire  after  just  five  years  isn't  so  surprising. 
Daffs  efforts  to  rebottle  the  old  magic  at  Coke  fell 
short  of  expectations. 

In  The  Real  Thing:  Truth  and  Power  at  the 
Coca-Cola  Company,  reporter  Constance  L. 
Hays  of  The  New  York  Times  makes  a 
compelling  case  that  Coke's  struggles  in  recent 
years  aren't  so  much  the  result  of  downturns  in 
those  key  global  markets— something  the 
company  might  prefer  that  you  believe— as  the 
repercussions  from  the  hubris  that  built  up 
in  Coke  over  the  1990s.  Hays  is  an 
intrepid  sleuth,  able  to  craft  a  colorful 
narrative  by  gaining  the  confidence  of  the 
normally  tight-lipped  Coke  executives  and 
bottlers.  However,  her  focus  on  events  of  the  mid-  and  late- 
1990s  is  a  liability.  The  book  gives  short  shrift  to  the  trials 
and  tribulations  Coke  suffered  after  Daft  took  the  helm  in 
late  1999.  As  a  result,  any  reader  looking  for  insights  into 
Dart's  resignation  will  be  disappointed. 

Hays  begins  with  a  tedious  retrospective  of  Coke's  early 
history,  starting  with  Asa  Candler's  purchase  of  the  Coca- 
Cola  recipe  in  1888  from  another  Atlanta  pharmacist.  That' s 
followed  by  an  equally  plodding  account  of  the  evolution  of 
Coke's  bottling  network.  But  slowly,  Hays  reaches  the  crux 
of  her  argument:  That  a  ruinous  arrogance  crept  in  over 
the  decades,  causing  the  company  to  cease  dealing  in  good 
faith  with  a  number  of  key  constituents,  including  its 
bottlers  and  regulators. 

The  author  chronicles  the  lengthy  campaign  to  buy  out  and 
retire  the  independent  bottlers  that  were  the  company's  best 
assets  but  that  Coke  execs  viewed  instead  as  irritants.  She  also 
shows  how  Coke  failed  to  pay  proper  homage  to  European 
regulators,  who  got  their  revenge  by  vetoing  some  key 
acquisitions  that  could  have  helped  sustain  the  company's 


growth  rate.  As  growth  began  to  slow,  Coke  increasingly  tn 
to  make  its  numbers  through  debilitating  price  hikes  on  thl 
concentrate  it  sells  to  bottlers,  who  handle  the  actual  mixuj 
packaging,  and  distributing  of  the  product.  After  their 
spectacular  rise  under  Goizueta,  Coke's  shares  fell  into  a 
painful  spiral  under  successors  M.  Douglas  Ivester  and ' 
even  now  trading  at  40%  below  the  all-time  high  set  back  i 
1998.  The  company  began  blaming  each  disappointing  qi 
on  a  confluence  of  unfortunate  circumstances— everything 
from  unfavorable  currency  translations  and  economic 
weakness  in  South  America  to  rainy  European  summers 
dampened  demand  for  its  products.  Hays's  narrative  come 
a  crescendo  in  late  1999:  Ivester  was  forced  to  resign  after  I 
series  of  fateful  events,  including  an  overblown  contamina| 
scare  in  Belgium— for  which  Coke  only  grudgingly 
apologized— and  a  revolt  by  some  key  bottlers. 

To  her  credit,  Hays's  effort  provides  far  mc 
original  revelations  than  did  previous  Coke 
histories  by  Mark  Pendergrast  and  former 
BusinessWeek  staffer  David  Greising.  This  is  i 
testament  to  her  reporting  and  her  ability  to  | 
some  notoriously  media-shy  executives  and 
bottlers  to  tell  their  version  of  events.  Freque  | 
though,  we're  not  sure  of  her  sources  since 
footnotes  often  refer  only  to  "a  former  Coca-(fl 
executive."  But  there's  evidence  that  Hays 
persuaded  even  Ivester,  who  has  been  largely  | 
media  recluse  since  his  resignation,  to  coopeil 
And  her  account  is  mostly  dead-on,  describinl 
for  example,  the  role  that  retired  Coke  Presid([ 
Donald  R.  Keough  played  in  Ivester's  ouster- 
something  heretofore  know| 
only  to  a  few  journalists  anc 
true  Coke  insiders. 

The  Real  Thing's  biggest  I 
failing  isn't  its  reporting  or| 
storytelling,  which  are  bot 
commendable.  Instead,  this 
account's  tragic  flaw  is  simij 
the  length  of  time  that  has 
elapsed  between  the  book's  | 
ending  and  recent  events, 
follows  her  rundown  of 
Ivester's  resignation  with  a  27-page  summary  of  the  init 
efforts  by  Daft  to  right  the  wrongs  committed  under  Ives 
and  to  serve  as  an  agent  of  change.  The  brief  section  seeil 
rather  like  an  afterthought— and  if  s  offered  as  if  the  evei| 
described  just  took  place.  Unfortunately,  given  Dart's 
retirement  announcement,  the  book  already  feels  dated, 
the  end,  The  Real  Thing  comes  off  like  a  glass  of  Coke  thjj 
has  been  left  out  for  several  hours— still  tasty,  to  be  sure,  j 
a  wee  bit  flat.  ■ 

-By  Dean  F| 


In  the '90s, 
Coke  execs 
ruined  key 
relationships 
with  bottlers 
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Model  shown  E  500  with  optional  Appearance  Package.  Always  wear  your  seat  belt,  drive  safely  and  obey  speed  limits. 


You'll  peer  through  your  dining  room 
window  that  first  day,  and  stare  at  it  in  your  drive- 
way. You'll  look  back  over  your  shoulder  as  you 
leave  it  parked  at  the  office. 

You  now  own  what  is  arguably  the  most 
handsome  luxury  sport  sedan  we  (or  anyone  else) 
have  ever  created.  The  E-Class. 

But  your  appreciation  runs  much  deeper 
than  its  beautiful  lines  and  muscular  stance. 

This  is  a  Mercedes-Benz. 

A  car  with  a  104-year  heritage.  A  machine 
which  has  been  built,  refined,  scrutinized,  proven 
and  perfected  as  only  a  Mercedes-Benz  can  be. 

It  is  engineering  you  experience  the  very 
moment  you  close  the  door.  You  feel  it  in  your 
hands  as  you  enter  a  sharp  turn  on  a  back  road. 
You  sense  it  in  your  heart  as  you  carry  your  family 
through  a  thunderstorm  on  the  freeway. 

The  years  pass.  But  the  vehicle,  and  the 
experience,  remain  intact. 

This  is  beauty.  Substantial,  enduring,  true 
beauty.  To  learn  more,  call  1-800-FOR-MERCEDES, 
or  simply  visit  us  at  MBUSA.com. 

The  E-Class.  Unlike  any  other. 


&You 


Laptops, 
[bo  Shabby 


ess  than  $1,000?  In  the  not-so- 
vvas  probably  a  discontinued 
:  on  power,  memory,  and  disk 
-production,  name-brand  model 
itebook  many  buyers  need. 


DELL'S 

INSPIRON 
1100 


extra  $125  to  double  it  will  yield  a  re 
boost  in  performance.  Adding  wirelt 
networking  for  $49  is  a  good  idea,  t< 
especially  if  the  laptop  will  be  used  c 
campus.  The  20-gigabyte  hard  drive 
will  do  if  you  don't  plan  to  store  a  lo* 
pictures  or  music,  but  for  $79  you  oz 
double  the  capacity  and  still  come  ir 
under  $1,000,  including  shipping. 

Nearly  every  laptop  manufacturer 
offers  products  in  this  price  class.  Th 
Hewlett-Packard  Compaq  2500  has 
specifications  similar  to  the 
Inspiron  and  starts  at  $749  at 
a  $100  mail-in  rebate.  Be  care 
shopping  on  the  HP  site,  thou 
Accept  all  the  options  marked 
"included  in  price"  for  the 
model,  and  you  end  up  with  a 
laptop  costing  $1,172  after 
rebate— a  sort  of  high-tech  ba 
and-switch.  Toshiba's  cheapen 
offering,  the  Satellite  A45  is  $ 
after  a  $50  rebate.  It  comes 
a  15-inch  display  and  a  40- 
gigabyte  hard  drive. 
Starting  at  $1,200,  the  Gateway  M405  is  a  bit  over  tht 
f  1,000  limit,  but  if  s  one  of  the  first  notebooks  powered  1| 
ntel's  new  Celeron  M  chip,  a  low-cost  version  of  the 
popular  Centrino.  It  weighs  just  over  six  pounds  and  get| 
nore  than  three  hours  of  battery  life. 
I   None  of  these  notebooks  would  make  your  airplane 
;eatmates  envious.  In  fact,  most  won't  fit  well  on  a  trayl 
able.  But  if  you  want  hard-working  value  and  don't  neJ 
nuch  mobility,  one  of  these  low-cost  laptops  might  be  ' 
ust  the  thing.  ■ 
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For  a  collection  of  past  columns  and  onlirl 
»nly  reviews  of  technology  products,  go  to  Technology  &  You  at  [ 
iww.businessweek.com/technology/ 
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These 
desktop 
stand-ins 
boast  a  long 
list  of 
features 


COMPANIES  THAT  WERE 
JUST  IDEAS  YESTERDAY 
RUN  SAP 


What  if  you're  onto  something  big,  but  aren't  big  yet?  Start  with  SAP®  solutions  for  small  and  midsize  companies. 
Solutions  designed  to  fit  any  size  business  —  and  any  size  budget.  And  because  they're  built  with  expansion  in 
mind,  they  won't  just  help  you  grow,  they  will  grow  with  you.  Visit  sap.com/ideas  or  call  800  880  1727,  because 
we  have  a  few  big  ideas  of  our  own. 
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Coke's  Decade  of  Arrogance 


THE  REAL  THING  Truth  and  Power  at  the  Coca-Cola  Company 

By  Constance  L.  Hays;  Random  House;  398pp.;  $25.95 


For  a  company  whose  flagship  product 
has  long  stood  as  a  global  icon  of 
American  optimism  and  success,  Coca- 
Cola  Co.  has  spent  much  of  the  past 
decade  beset  by  inner  doubt  and  turmoil. 
After  a  glorious  16 -year  run  under 
legendary  Chairman  Roberto  C. 
Goizueta— Coke's  shares  soared  3,500% 

by  the  time  of  his  unexpected  1997  death— the  former  high- 
flier has  come  crashing  back  to  earth.  Regulatory 
investigations,  a  divisive  employee  discrimination  suit,  and 
economic  woes  in  key  Asian  and  Latin  markets  have  left  profits 
weak.  Against  this  backdrop,  Coke  CEO  Douglas 
N.  Daffs  surprise  Feb.  19  announcement  that  he 
will  retire  after  just  five  years  isn't  so  surprising. 
Daffs  efforts  to  rebottle  the  old  magic  at  Coke  fell 
short  of  expectations. 

In  The  Real  Thing:  Truth  and  Power  at  the 
Coca-Cola  Company,  reporter  Constance  L. 
Hays  of  The  New  York  Times  makes  a 
compelling  case  that  Coke's  struggles  in  recent 
years  aren't  so  much  the  result  of  downturns  in 
those  key  global  markets— something  the 
company  might  prefer  that  you  believe— as  the 
repercussions  from  the  hubris  that  built  up 
in  Coke  over  the  1990s.  Hays  is  an 
intrepid  sleuth,  able  to  craft  a  colorful 
narrative  by  gaining  the  confidence  of  the 
normally  tight-lipped  Coke  executives  and 
bottlers.  However,  her  focus  on  events  of  the  mid-  and  late- 
1990s  is  a  liability.  The  book  gives  short  shrift  to  the  trials 
and  tribulations  Coke  suffered  after  Daft  took  the  helm  in 
late  1999.  As  a  result,  any  reader  looking  for  insights  into 
Daffs  resignation  will  be  disappointed. 

Hays  begins  with  a  tedious  retrospective  of  Coke's  early 
history,  starting  with  Asa  Candler's  purchase  of  the  Coca- 
Cola  recipe  in  1888  from  another  Atlanta  pharmacist.  Thaf  s 
followed  by  an  equally  plodding  account  of  the  evolution  of 
Coke's  bottling  network.  But  slowly,  Hays  reaches  the  crux 
of  her  argument:  That  a  ruinous  arrogance  crept  in  over 
the  decades,  causing  the  company  to  cease  dealing  in  good 
faith  with  a  number  of  key  constituents,  including  its 
bottlers'and  regulators. 

The  author  chronicles  the  lengthy  campaign  to  buy  out  and 
retire  the  independent  bottlers  that  were  the  company's  best 
assets  but  that  Coke  execs  viewed  instead  as  irritants.  She  also 
shows  how  Coke  failed  to  pay  proper  homage  to  European 
regulators,  who  got  their  revenge  by  vetoing  some  key 
acquisitions  that  could  have  helped  sustain  the  company's 
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growth  rate.  As  growth  began  to  slow,  Coke  increasingly  tri 
to  make  its  numbers  through  debilitating  price  hikes  on  th( 
concentrate  it  sells  to  bottlers,  who  handle  the  actual  mixini 
packaging,  and  distributing  of  the  product  After  their 
spectacular  rise  under  Goizueta,  Coke's  shares  fell  into  a 
painful  spiral  under  successors  M.  Douglas  Ivester  and  Dafi 
even  now  trading  at  40%  below  the  all-time  high  set  back  ir 
1998.  The  company  began  blaming  each  disappointing  qua 
on  a  confluence  of  unfortunate  circumstances— everything 
from  unfavorable  currency  translations  and  economic 
weakness  in  South  America  to  rainy  European  summers  ths 
dampened  demand  for  its  products.  Hays's  narrative  comes 
a  crescendo  in  late  1999:  Ivester  was  forced  to  resign  after  a 
series  of  fateful  events,  including  an  overblown  contaminati 
scare  in  Belgium— for  which  Coke  only  grudgingly 
apologized— and  a  revolt  by  some  key  bottlers. 

To  her  credit,  Hays's  effort  provides  far  moi 
original  revelations  than  did  previous  Coke 
histories  by  Mark  Pendergrast  and  former 
BusinessWeek  staffer  David  Greising.  This  is  a 
testament  to  her  reporting  and  her  ability  to  g 
some  notoriously  media-shy  executives  and 
bottlers  to  tell  their  version  of  events.  Frequen 
though,  we're  not  sure  of  her  sources  since 
footnotes  often  refer  only  to  "a  former  Coca-C 
executive."  But  there's  evidence  that  Hays 
persuaded  even  Ivester,  who  has  been  largely  i 
media  recluse  since  his  resignation,  to  cooper 
And  her  account  is  mostly  dead-on,  describin; 
for  example,  the  role  that  retired  Coke  Preside; 
Donald  R.  Keough  played  in  Ivestefs  ouster- 
something  heretofore  kno 
only  to  a  few  journalists  and 
true  Coke  insiders. 

The  Real  Thing's  biggest 
failing  isn't  its  reporting  or 
storytelling,  which  are  both 
commendable.  Instead,  this 
accounf  s  tragic  flaw  is  simpl 
the  length  of  time  that  has 
elapsed  between  the  book's 
ending  and  recent  events.  H 
follows  her  rundown  of 
Ivester's  resignation  with  a  27-page  summary  of  the  initiaj 
efforts  by  Daft  to  right  the  wrongs  committed  under  Ivest 
and  to  serve  as  an  agent  of  change.  The  brief  section  seeiri 
rather  like  an  afterthought— and  if  s  offered  as  if  the  even 
described  just  took  place.  Unfortunately,  given  Daffs 
retirement  announcement,  the  book  already  feels  dated.  I 
the  end,  The  Real  Thing  comes  off  like  a  glass  of  Coke  that 
has  been  left  out  for  several  hours— still  tasty,  to  be  sure,  t 
a  wee  bit  flat.  ■ 

-By  Dean  Fo 
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BY  STEPHEN  H.  WILDSTROM 


Bargain  Laptops, 
But  Not  Too  Shabby 


What  sort  of  laptop  can  you  buy  for  less  than  $1,000?  In  the  not-so- 
distant  past,  a  sub-$l,000  notebook  was  probably  a  discontinued 
model  with  a  dinky  display  and  short  on  power,  memory,  and  disk 
storage.  Today,  you  can  get  a  current-production,  name-brand  model 
for  under  $750  that  may  be  all  the  notebook  many  buyers  need. 


There  are  some  important  caveats  with 
budget  laptops.  In  computing,  smaller 
equals  more  expensive,  and  low-cost 
models  tend  to  be  big,  heavy  boxes, 
generally  topping  seven  pounds. 
Manufacturers  save  money  by  using 
desktop  components,  especially  Intel's 
Pentium  4  and  Celeron  and  Advanced 
Micro  Devices'  Athlon  processors  instead 
of  their  cooler,  less  power-hungry,  and 
pricier  mobile  equivalents.  Not  only  are 
these  laptops  tough  to  fit  in  a  briefcase, 
but  they  offer  limited  battery  life,  often 
less  than  2%  hours.  (There's  another  breed 
of  big  laptops  designed  for  performance  rather  than  low 
price.  For  example,  the  Sony  Vaio  GRT  has  a  16-inch  display 
and  can  top  $3,000.) 

The  intended  buyer  of  these  notebooks,  known  in  the 
industry  as  desktop  replacements,  is  a  consumer  or  small- 
business  owner  who  wants  a  PC  that  can  be  tucked  away 
unobtrusively  when  not  in  use,  or  a  student  who  wants  a 
compact  computer  for  a  crowded  dorm  room.  These 
laptops  may  not  be  suited  for  road  warrior  duty,  but  they 
can  move  from  room  to  room  or  between  home  and  office. 

THE  FEATURE  LISTS  OF  BARGAIN  laptops  are  surprisingly  full. 
The  Dell  Inspiron  1100,  starting  at  $699  during  a  recent 
promotion,  is  a  good  example  of  the  breed.  (Specials  come 
and  go  frequently  in  this  fiercely  competitive  segment,  and 
the  prices  cited  here  may  have  changed  by  the  time  you 
read  this).  The  Inspiron  is  a  10.9  x  12.9  x  1.8-inch  box  that 
weighs  7.2  pounds.  It  sports  a  14.1-inch  display.  The 
processor  is  a  2.4  gigahertz  Celeron,  more  than  adequate 
for  the  relatively  undemanding  use— mosdy  e-mail,  Web 
browsing,  and  word  processing— that  a  laptop  like  this  is 
likely  to  get.  The  battery  is  rated  at  a  bit  under  2.4  hours, 
fine  for  a  notebook  unlikely  to  stray  far  from  a  power  oudet. 

The  $699  price  includes  a  drive  that  plays  DVDs  and 
reads  and  writes  CDs.  But  I'd  also  pick  a  few  items  from 
Dell's  long  list  of  extra-cost  add  ons.  The  basic  256 
megabytes  of  memory  is  barely  adequate,  so  spending  an 


DELL'S 
INSPIRON 

1100 


extra  $125  to  double  it  will  yield  a  re 
boost  in  performance.  Adding  wireh 
networking  for  $49  is  a  good  idea,  t< 
especially  if  the  laptop  will  be  used  c 
campus.  The  20-gigabyte  hard  drive 
will  do  if  you  don't  plan  to  store  a  lo 
pictures  or  music,  but  for  $79  you  a 
double  the  capacity  and  still  come  ir 
under  $1,000,  including  shipping. 

Nearly  every  laptop  manufacturer 
offers  products  in  this  price  class.  Th 
Hewlett-Packard  Compaq  2500  has 
specifications  similar  to  the 
Inspiron  and  starts  at  $749  al 
a  $100  mail-in  rebate.  Be  care 
shopping  on  the  HP  site,  thou 
Accept  all  the  options  marked 
"included  in  price"  for  the 
model,  and  you  end  up  with  a 
laptop  costing  $1,172  after 
rebate— a  sort  of  high-tech  b 
and-switch.  Toshiba's  chea 
offering,  the  Satellite  A45  is  $ 
after  a  $50  rebate.  It  comes 
a  15-inch  display  and  a  40- 
gigabyte  hard  drive. 
Starting  at  $1,200,  the  Gateway  M405  is  a  bit  over  the 
$1,000  limit,  but  if  s  one  of  the  first  notebooks  powered  1 J 
Intel's  new  Celeron  M  chip,  a  low-cost  version  of  the 
popular  Centrino.  It  weighs  just  over  six  pounds  and  get| 
more  than  three  hours  of  battery  life. 

None  of  these  notebooks  would  make  your  airplane 
seatmates  envious.  In  fact,  most  won't  fit  well  on  a  tray  I 
table.  But  if  you  want  hard-working  value  and  don't  ne«J 
much  mobility,  one  of  these  low-cost  laptops  might  be 
just  the  thing.  ■ 

E-mail:  techandyou@businessweek.<\ 


BusinessWeek  online 


For  a  collection  of  past  columns  and  onlir| 
only  reviews  of  technology  products,  go  to  Technology  &  You  at 
www.businessweek.com/technology/ 


These 
desktop 
stand-ins 
boast  a  long 
list  of 
features 
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COMPANIES  THAT  WERE 
JUST  IDEAS  YESTERDAY 
RUN  SAP 


8 


What  if  you're  onto  something  big,  but  aren't  big  yet?  Start  with  SAP*  solutions  for  small  and  midsize  companies. 
Solutions  designed  to  fit  any  size  business  —  and  any  size  budget.  And  because  they're  built  with  expansion  in 
mind,  they  won't  just  help  you  grow,  they  will  grow  with  you.  Visit  sap.com/ideas  or  call  800  880  1727,  because 
we  have  a  few  big  ideas  of  our  own. 


Economic  Viewpoint 
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BY  ROBERT  KUTTNER 


Social  Security:  Finally! 
An  Honest  Debate       1 


Federal  Reserve  Chairman  Alan  Greenspan  lobbed  a  useful,  if  unintend( 
grenade  into  the  Presidential  campaign  when  he  abruptly  urged  Congres 
to  cut  Social  Security  benefits.  Until  Greenspan's  testimony,  President 
George  W.  Bush  had  been  insisting  that  we  could  have  permanent  reveni 
losses  from  his  massive  tax  cuts  without  any  harm  to  important  social 


benefits.  Even  as  Greenspan's  testimony  was  reverberating  in 
the  country,  Bush  was  out  campaigning  to  make  the  tax  cuts 
permanent.  Greenspan's  little  explosion  may  have  been  aimed 
at  social  entitlements,  but  politically  it  will  do  far  more 
damage  to  the  Bush  campaign  by  lighting  up  realities  that 
Bush  would  prefer  to  keep  hidden. 

CONSERVATIVE  REPUBLICAN  FOES  of  Social  Security  have  been 
telling  Americans  for  years  that  the  country  won't  be  able  to 
afford  the  huge  entitlements  the  government  has  promised 
them.  This  message  serves  the  political  purpose  of  shaking 
voters'  faith  in  the  Social  Security  system,  especially  younger 
voters,  who  start  wondering  if  Social  Security  will  be  there  for 
them.  They  are  prompted  to  ask:  If  Social  Security  is  going 
bankrupt  and  I'm  not  going  to  benefit  anyway,  why  not  shift 
my  payroll  taxes  to  private  accounts  now?  This  then  plays  into 
the  political  hands  of  Social  Security's  would-be  privatizers. 
But  let's  pause  a  moment  for  some  facts  from  the  2003  Social 
Security  Trustees'  Report.  It  turns  out  that  the  fiscal  crisis  of 
Social  Security  is  grossly  exaggerated  by  its  political  enemies. 
The  trustees  project  Social  Security  balances  forward  for  75 
years.  Their  report  uses  pessimistic  annual  growth 
assumptions  of  just  1.6%.  Even  so,  the  75-year  shortfall  is 
projected  at  just  $3.8  trillion,  or  just  0.73%  of  gross  domestic 
product  over  this  time.  By  contrast,  the  Bush  tax  cuts  equal 
$8.7  trillion,  or  1.68%  of  GDP  over  75  years,  according  to 
Peter  Orszag  of  the  Brookings  Institution,  and  new  proposed 
tax  cuts  would  push  the  cost  to  over  $12  trillion. 

If  the  Bush  tax  cuts  are  pared  back  by  less  than  half,  the 
money  can  be  used  to  replenish  Social  Security,  and  the 
vaunted  "crisis"  disappears.  Whether  to  cut  Social  Security 
,  benefits  for  the  96%  of  Americans  in  the  system  or  reduce  tax 
cuts  for  the  top  2%  is,  of  course,  a  political  choice.  But  it's  one 
that  the  Bush  Administration  would  rather  not  squarely  face 
and  one  that  Senators  John  Kerry  and  John  Edwards  will  keep 
center  stage  in  their  campaigns. 

Higher  growth  rates  could  also  solve  the  problem.  In  their 
1997  report,  the  trustees  projected  that  the  trust  funds  would 
need  supplements  by  2029.  Thanks  to  higher  growth,  last 
year's  report  extended  that  horizon  to  2042.  With  productivity 
and  the  economy  growing  at  a  faster  rate  than  assumed  by 
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the  trustees,  the  year  of  Social  Security  insolvency  could 
pushed  out  even  further  to  2050, 2060,  or  maybe  never. 

When  the  President's  Committee  on  Economic  Securit 
reported  to  President  Franklin  D.  Roosevelt  in  1935,  the 
committee  recommended  that  once  the  system  matured  d 
more  Americans  were  benefiting,  payroll  tax  receipts  shotf 
be  supplemented  by  contributions  from  general  revenues 
Were  it  not  for  the  wildly  irresponsible  permanent  tax  cut| 
which  blow  a  structural  hole  in  the  revenue  system,  this 
would  be  the  time  to  add  that  revenue  stream,  and  there 
would  be  ample  funds  to  plug  a  manageable  gap. 

All  of  the  conservative  proposals  for  restoring  the  Social  I 
Security  system's  health  are  different  forms  of  cuts  in  bene  j 

Raising  the  retirement  age  is  a 
reduction  in  benefits.  So  is  fide 
with  the  cost-of-living  formula. 
Partial  privatization  is  the  most  J 
costly  and  intellectually  dishomf 
JielpS  IOCUS         fix  of  all.  Not  only  would  it  redu| 

the  guaranteed  part  of  the  ret 
ment  package,  but  it  would  reqij 
Tb  YP11 1~C  CIV  t^ie  government  to  borrow  $2 

trillion  to  $4  trillion  to  keep  paj 
benefits  to  current  retirees  whilt) 
payroll  taxes  of  younger  Americ 
were  diverted  to  new  personal 
accounts.  The  President  has  ins  I 
that,  in  the  new  privatized  system,  everyone  would  get  benJ 
at  least  as  good  as  those  under  Social  Security.  But  that  woi| 
require  a  government  guarantee  for  the  performance  of 
everyone's  financial  portfolio.  (Talk  about  moral  hazard!) 
Greenspan,  a  conservative  Republican,  is  at  least  more 
honest  than  the  Administration.  He  made  clear  that  he  prell 
tax  cuts  to  social  entitlements.  In  so  doing,  he  has  helpfulfy[ 
sharpened  the  focus  of  a  stark  political  choice— cut  Social 
Security  benefits  for  nearly  every  American  or  restore  the  tal 
rates  of  2001  on  the  top  2%.  If  I  were  running  for  Presidentj 
know  which  side  of  that  debate  I'd  want  to  be  on.  ■ 

Robert  Kuttner  is  co-editor  of  The  American  Prospect  and  \ 
author  of  Everything  for  Sale 
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WHY  CHINA  IS 
SO  ALLURING 

Investors  want  in  before 
the  yuan  gets  stronger 


CHINA  HAS  ATTRACTED  VAST 
amounts  of  foreign  direct 
investment  lately.  In  2003,  the 
Middle  Kingdom  was  second 
only  to  the  U.S.  as  a  recipient 
of  FDI.  And  inflows  could  soar  in  2004  if 
the  dollar  keeps  falling.  First  Eastern 
Investment  Group,  a  Hong  Kong 
private- equity  business,  says  investment 
inflows  could  hit  $100  billion  this  year 
(chart).  However,  "a  further  20%  fall  in 
the  dollar  could  send  FDI  as  high  as  $150 
billion  this  year  and  next,"  says  First 
Eastern 
Chairman  and 
CEO  Vincent 
L.L.  Chu. 


INVESTORS  SEE 
BIG  OPPORTUNITIES 


Because  the    ioo 


BILLIONS  OF  DOLLARS 
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Data:  Commerce  Ministry  (China). 
First  Eastern  Investment  Group 
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yuan  is  now 
pegged  to  the 
greenback, 
investors  from 
Japan  and 
Europe  find 
Chinese  assets 
more  attrac- 
tive as  the  dollar  falls  against  the  yen 
and  euro.  A  weak  U.S.  currency  also 
makes  Chinese  goods  more  competitive 
in  Europe  and  Japan,  which  boosts 
exports,  corporate  earnings,  and  thus 
the  returns  on  Chinese  investments. 

At  first  glance,  Chu's  estimate  looks 
excessive:  The  $53.5  billion  total  for 
2003  fell  short  of  Beijing's  $57  billion 
FDI  target.  But  experts  pin  the  shortfall 
on  investor  concern  over  SARS.  Once 
those  fears  eased,  FDI  took  off  again,  up 
by  an  annualized  24%  in  December. 
Contracted  FDI,  an  indicator  of  future 
trends,  totaled  $10.2  billion  in  January 
alone,  up  10.4%  from  a  year  ago. 
.Chinese  Commerce  Ministry  officials 
say  that  if  the  dollar  doesn't  fall, 
investment  into  China  could  still  rise  by 
30%  this  year.  Such  a  large  inflow  of 
funds  would  add  stress  to  China's  shaky 
financial  system  and  raise  fears  of 
economic  overheating. 

Now  is  an  especially  good  time  to  put 
money  into  China.  Government  officials 
are  committing  themselves  to  making 


the  yuan's  exchange  rate  more  flexible, 
possibly  this  year.  A  revaluation  would 
effectively  cause  the  yuan  to  strengthen 
against  the  dollar,  automatically  lifting 
the  value  of  Chinese  assets  already  held 
by  overseas  investors. 

China's  gain  could  be  its  neighbors' 
pain.  Thailand,  Vietnam,  and  other 
Asian  emerging  markets  complain  that 
China  gets  more  than  its  share  of  FDI. 
However,  these  nations  will  gain  if  they 
can  lure  more  investment  from  Chinese 
businesses  now  beginning  to  invest 
abroad.  Those  companies  shelled  out  a 
mere  $2  billion  in  FDI  last  year.  But 
given  the  country's  booming  economy, 
that  sum  should  increase,  especially  if  a 
stronger  yuan  makes  overseas  assets 
cheaper  for  Chinese  investors. 

-By  David  Fairlamb  in  Frankfurt 


BRUSHING  OFF 
A  RECESSION 

Banks  barely  blinked 
during  the  '01  downturn 


IN  THE  U.S.,  BANKS  HARDLY 
noticed  the  last  recession.  Indeed, 
banks'  return  on  equity  was  higher 
than  12%  during  the  2001 
recession,  vs.  a  7.7%  return  in  the 
1990-91  downturn,  when  the  fallout 
from  real  estate  and  foreign  debt  hurt 
earnings.  Til  Schuermann,  a  senior 
economist  at  the  Federal  Reserve  Bank  of 
New  York,  studied  the  industry  to  explain 
its  strength  in  this  business  cycle.  His 
conclusion:  "Improved  performance 
stems  in  large  part  from  better  risk 
management  on  the  part  of  banks." 

Take  the  consumer  sector.  In  the  mid- 
'90s,  retail  lenders  eschewed  a  uniform 
rate,  or  so-called  house  rate,  for 
products  such  as  credit  cards.  Instead, 
they  linked  lending  rates  to  a  person's 
credit  risk.  That  move  allowed  banks  to 
begin  accepting  riskier  borrowers. 
By  charging  rates  based  on  risk, 
lenders  could  do  a  better  job  of 
forecasting  losses.  Charge-offs— bad 
loans  as  a  share  of  loans  outstanding- 
rose  as  high  as  4.12%  at  the  end  of  the 
last  downturn,  vs.  2.3%  after  the  1990- 
91  recession.  But  banks  were  prepared 
for  the  increase,  allowing  them  to 
remain  profitable,  says  Schuermann. 


Also,  interest  rates  charged  to  ris| 
corporate  borrowers  in  the  syndicat 
loan  market  rose  faster  than  rates : 
more  creditworthy  businesses.  And  I 
the  loans  were  on  the  books,  lender-) 
their  risk  by  buying  derivatives. 

To  be  sure,  the  2001  downturn 
mild,  and  the  Fed  kept  banks'  cost  i 
funds  low.  But  improved  risk  mans 
ment  shouldn't  be  underestimated, 
better  judging  risk,  bank  resources 
be  more  efficiently  distributed  to  a 
diverse  field  of  customers.  That  leadl 
greater  financial  and  economic  stabj 


BEHIND  THAT 
JOBLESS  RATE 

If  s  down— as  the  yoi 
stop  looking  for  work 


UNEMPLOYMENT,  AT  5.' 
in  January,  has  fallen  frc 
6.3%  in  June,  2003.  But  | 
that's  not  because  of  i 
job  growth.  Instead,  mz 
younger  Americans  have  dropped  oi| 
the  labor  force. 

Since  March,  2001,  a  total  of  408,| 
Americans  aged  16-24  have  left  the 
workforce— meaning  they  are  neithe 
employed  nor  actively  trying  to  find 
job.  The  labor-force  participation  rati 
the  share  of  those  l6-to-24-year-oldsl 
with  a  job  or  looking  for  work— hit  a| 
year  low  of  60.5%  in  December, 
accounting  for  ^^^^^^^^^_ 

the  entire  fall     _ 

in  the  overall     wy^TTTTTMtttKM  I  t 
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participation 
rate  (chart). 

It  appears 
that  many 
headed  back 
to  school.  The 
latest  data, 
through  2002, 
from  the 
U.S.  Census 
Bureau  show  that  the  share  of  l8-to-2| 
year- olds  in  college  declined  from  19 1 
to  2000  but  resumed  an  upward  tren| 
after  the  recession  began. 

What  if  the  drop-off  hadn't  occurr  I 
If  young  people's  participation  rate  vj 
equal  to  its  level  in  March,  2001,  the 
unemployment  rate  could  be  6.6%.  I 
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ON-STOP     FLIGHT.     NON-STOP     COMFORT. 


R   THE    FIRST   TIME    EVER,   YOU    CAN    FLY   NON-STOP 

TWEEN    LOS   ANGELES   AND   SINGAPORE   WITH    SINGAPORE   AIRLINES'   N  EW  A345  LEADERSHIP^ 

Singapore  Airlines  introduces  daily  non-stop  service  between  Los  Angeles  and  Singapore. 
Designed  with  the  executive  traveler  in  mind,  our  A345LeaderShip  features  two  exclusive 
cabins.  Experience  an  even  more  luxurious  Raffles  Class,  and  our  acclaimed  SpaceBed, 
the  biggest  business  class  bed  in  the  sky.  Unique  to  the  A345leaderShip,  our  new 
Executive  Economy  Class  offers  wide,  roomy  seats, 
a  stand-up  passenger  area  where  you  can  socialize  and  enjoy  a  snack.  Together  with  in-seat 

rer  for  laptops  and  KrisWorld,®  the  world's  most  advanced  inflight  entertainment  system,  the  executive 

eler  can  work  or  relax  in  even  greater  space  and  comfort.  All,  of  course,  while  enjoying  the  inflight 

ice  even  other  airlines  talk  about.  www.singaporeair.com/usa 
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JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


Jigns  of  a  Spring  Fling 
n  Equipment  Buying 

ie  pickup  in  capital  spending  is  expanding  beyond  outlays  for  tech  gear 


U.S.  ECONOMY 


If  capital  spending  on  new  equipment  and 
iildings  is  the  seed  corn  of  future  economic  growth,  then  this 
jcovery  is  on  its  way  to  a  rich  harvest.  The  upturn  in  business 
ivestment  is  not  only  accelerating,  if  s  broadening,  as  companies 
art  to  do  more  than  just  replace  worn-out  computers  and 


ripherals.  Now,  businesses  are  ramping  up  their 
Hiding  for  traditional  non-high-tech  machinery,  as 
y  see  more  chances  to  expand  their  operations  to  meet 
ing  demand.  In  the  long  run,  capital  budgets  are  the 
ilding  blocks  for  continued  gains  in  productivity  and 
1  incomes  in  the  U.S.  economy.  Near-term,  capital 
nding,  especially  for  new  equipment,  is  set  to 
itribute  mightily  to  overall  growth  and  should  add  to 
ing  later  this  year. 

The  sector's  outlook  is  a  story  of  what's  hot,  what's 
rming  up,  and  what's  still  frigid.  Outlays  for  tech 
lipment  will  remain  the  hot  sector,  but  spending  on 
ditional  machinery  began  to  heat  up  in  the  second  half 
'ast  year.  Construction  is  still  frozen,  but  at  least  it  won't 
ubtracting  from  growth,  as  it  has  in  recent  years. 
Fhe  pickup  in  capital  spending  became  clear  at  the  end 
2003.  For  all  of  last  year,  business  outlays  accounted 
less  than  10%  of  the  growth  in  real  gross  domestic 
Kluct.  But  by  the  fourth  quarter,  as  the  recovery 
mgthened,  capital  spending,  which  is  about  11%  of  the 
nomy,  supplied  23%  of  the  growth  in  GDP. 
Fhat  momentum  will  continue  into  2004  because, 
■ring  any  surprises,  almost  all  supports  under  new 
aipment  outlays  are  unusually  strong.  First,  the 
nbination  of  less  uncertainty  and  robust  demand  is 
ilding  up  businesses'  faith  in  the  future,  even  in  the 
ig-ailing  manufacturing  sector  (page  40).  Second, 
npanies  have  eliminated  the  excess  capacity  built  up  in 
:  late-'90s  boom  to  the  extent  that  signs  of  pent-up 
nand  for  new  equipment  are  emerging. 
ITiird,  the  financial  backdrop,  including  strong  profits, 
ising  stock  market,  and  low  interest  rates,  is  boosting 
:  potential  rates  of  return  on  new  projects.  Lastly,  new 
rules  allowing  faster  depreciation,  currently  due  to 
)ire  at  yearend,  are  an  added  incentive  to  get  new 
ijects  on  the  books  in  2004.  Add  it  all  up,  and  capital 
ending  on  equipment  will  not  only  contribute 
nifkantly  more  to  growth  this  year  than  last  year,  it 
;ht  even  best  current  expectations. 

R  NOW,  THE  FOCAL  POINT  is  in  equipment.  In 
cember  and  January,  new  orders  for  capital  goods, 
'uding  the  volatile  ups  and  downs  in  commercial 


aircraft,  scored  strong  back-to-back  gains  of  3.8%  and 
3.6%,  respectively.  The  January  level  of  capital-goods 
shipments,  excluding  aircraft,  soared  at  an  annual  rate  of 
22%  above  its  fourth-quarter  average  (chart).  Those 
shipments  plug  directly  into  the  Commerce  Dept.'s  GDP 
data,  suggesting  equipment  investment  is  on  track  to 
grow  sharply  faster  this  quarter  than  it  did  last  quarter. 

Clearly,  high-tech 
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outlays,  which  now 
account  for  55%  of  all 
equipment  spending,  will 
continue  their  scorching 
pace  of  the  past  year. 
After  adjusting  for  falling 
tech  prices,  real  outlays 
are  up  20%  from  a  year 
ago,  a  growth  rate  similar 
to  the  clip  logged  during 
the  boom  years  of  the  late 
'90s.  But  even  measured 
in  out-of-pocket  dollars, 
tech-equipment  spending  has  made  a  full  recovery  from 
the  15%  plunge  it  took  in  the  last  recession. 

The  spending  on  tech  equipment  should  accelerate  this 
year  for  several  reasons.  Consider  that  the  tech 
replacement  cycle  is  generally  considered  to  be  about 
three  years.  But  the  massive  expenditures  spent  in 
anticipation  of  Y2K  were  made  about  four  years  ago. 
Even  if  you  assume  the  recession  probably  extended  the 
replacement  period  for  most  companies,  the  time  has 
come  for  many  businesses  to  start  updating  their  tech 
equipment.  In  addition,  the  recovery  in  overall  demand  in 
the  economy  is  heightening  the  rush  for  new  computers, 
monitors,  printers,  and  related  hardware. 

ANOTHER  SIGN  THAT  COMPANIES  are  starting  to 
satisfy  some  pent-up  demand:  Overall  business 
investment  is  now  growing  faster  than  depreciation.  For 
almost  three  years,  new  outlays  were  growing  more 
slowly  than  older  equipment  was  wearing  out,  as 
businesses  eliminated  their  excess  capacity.  Now  the  ratio 
of  outlays  to  depreciation  is  rising  again,  suggesting  that, 
in  the  aggregate,  the  capacity  glut  is  history.  The  big 
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exception:  The  telecom  industry,  where  equipment 
makers  still  face  an  industry  operating  rate  of  only  51%, 
will  take  longer  to  work  through  its  problems. 

Perhaps  the  best  news  for  2004  capital  spending  is 
that  businesses  are  now  starting  to  buy  more  than  just 
new  computers.  A  key  reason  is  that  business  confidence 
about  the  future  has  shifted  markedly  during  the  past 
year,  based  on  the  Business  Roundtable's  March  CEO 
Economic  Outlook  Survey.  For  the  coming  six  months,  the 
corporate  chieftains  project  strong  sales  and  greater 
capital  investment  as  well  as  modest  job  growth. 

In  the  second  half  of  last  year,  outlays  for  equipment 
other  than  high-tech  gear,  including  various  kinds  of 
industrial,  transportation,  and  other  nontech  equipment, 
rose  at  an  annual  rate  of  nearly  10%,  the  strongest  two- 
quarter  advance  since  1997  Nontech  outlays,  which 
began  falling  before  tech  spending  did  and  started  to  rise 
after  tech  had  turned  up,  had  been  declining  for  three 
years.  Spending  on  industrial  machinery  and 
transportation  equipment  posted  especially  strong 
advances  in  the  fourth  quarter,  at  annual  rates  of  19%  and 
24%,  respectively,  the  best  showings  since  the  late  '90s. 

BUT  WHILE  EQUIPMENT  OUTLAYS  are  performing  well, 
business  spending  on  structures  remains  in  the  doldrums. 
Real  investment  in  buildings  and  other  structures  has 
fallen  for  11  quarters  in  a  row.  And  the  declines  are 
widespread,  from  commercial  space  to  manufacturing 
facilities  to  power  plants  and  other  construction. 

Why  the  stagnation?  There  is  already  too  much  available 


space  on  the  market.  According  to  the  U.S.  National 
Industrial  Availability  Index,  Fourth  Quarter  2003, 
published  by  real  estate  firm  CB  Richard  Ellis,  the  perd 
of  available  industrial  space  measuring  100,000  squaiJ 
feet  or  more  hit  a  record  11.7%  in  the  third  quarter  of : 
and  only  dipped  to  11.6%  in  the  fourth  quarter.  The 

average  vacancy  rate 
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for  office  space  in 
metropolitan  areas  w 
at  the  highest  since 
1994  (chart). 

As  the  recovery 
continues  on  solid 
ground,  vacancy  rate 
fall  significantly.  But 
turnaround  in  comm 
construction  probabb 
won't  happen  until  2(  \ 
when  businesses  feel 
more  comfortable  ab 
not  just  updating  their  equipment  but  expanding  theLi 
production  facilities  as  well.  The  best  that  can  be  said 
2004  is  that  flat  business  construction  will  not  subtrai 
from  real  GDP  growth,  as  it  did  from  2001  to  2003 

Even  so,  capital  spending  is  set  to  become  a  signifi 
source  of  growth.  Mix  in  some  inventory  rebuilding 
possible  surge  in  consumer  spending,  the  result  of  a  l 
cut-related  boost  in  Internal  Revenue  Service  refunds 
and  you  get  a  potent  fuel  that  should  rev  up  the  ecom 
in  the  first  half. 
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What  May  Stall  a  Consumer  Rebound 


JAPAN'S  EXPORT-LED  recovery  is 
beginning  to  touch  consumers. 
Household  spending  is  on  the  rise, 
and  the  labor  market  is  gradually 
improving.  But  a  self-sustaining 
upturn  in  domestic  demand  is  still  a 
long  way  off. 

In  January,  workers'  household 
spending  rose  3.4%  from  a  year  ago,  a 
third  straight  monthly  gain.  In 
addition,  yearly  retail  sales  were  up 
1.3%  in  January.  Even 
the  housing  market  is 
showing  some  life. 
Starts  have  risen  in 
four  of  the  past  five 
months,  aided  by 
government  tax  breaks 
for  new  home  buyers. 

An  improving  job 
market  is  probably 
helping  as  well. 
Employment  grew  in 
January,  despite  the 
month's  jobless  rate 
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inching  up  to  5%,  from  4.9%  in 
December.  But  it  was  an  influx  of 
people  entering  the  workforce,  a  sign 
of  more  optimism  regarding  jobs,  that 
pushed  the  rate  higher. 

However,  Japan's  pension  system 
poses  a  risk  to  further  acceleration  in 
domestic  demand.  In  order  to  prepare 
for  the  increased  burden  of  an  aging 
population,  the  government  wants  to 
raise  pension  payments  by  workers 

and  employers.  A  plan 
that  is  now  before  the 
Diet  would  lift 
premiums  in  fiscal 
year  2004  by  $1.2 
billion,  with  annual 
increases  of  $2.4 
billion  per  year 
through  2017.  Plus,  a 
current  freeze  by  the 
government  on  price- 
adjusting  benefit  levels 
would  be  lifted, 
causing  retirement 


benefits  to  fall  due  to  deflation 

The  proposed  reforms  could  re\ 
a  trend  of  drawing  down  on  savin: 
During  Japan's  bout  of  deflation, 
"households  have  been  using  sa 
assets  to  pay  for  consumption,"  sa 
Osamu  Tanaka,  a  Morgan  Stanley 
economist  in  Tokyo.  The  desire  to 
maintain  spending  levels  has  kept 
many  Japanese  households  from 
accumulating  the  assets  they  need 
retirement,  says  Tanaka. 

Pension  reforms  also  could  wei 
on  wages,  and  possibly  dampen  tl 
recovery  in  consumer  spending 
Middle-aged  households— the  sar 
consumers  typically  in  their  wage 
earning  and  spending  prime— wo 
initially  get  hit  the  hardest.  But  if 
households  also  respond  by  savin 
more,  a  self-sustained  economic 
upturn  will  be  very  difficult  to 
achieve,  leaving  the  country's 
economic  fate  tied  to  foreign  trad 
-By James  Mehring  in  New 
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Nfow  It's  Time 
lb  Say  Goodbye 

ow  Disney's  board  can  move  beyond  the  Eisner  era 


rHE  MESSAGE  AT  Walt  Disney 
Co.'s  annual  meeting  in  Phila- 
delphia was  delivered  so  loud 
and  clear  that  you  could  almost 
hear  it  echo  through  the  sprawl- 
Pennsylvania  Convention  Center:  It's 
le  for  CEO  Michael  D.  Eisner  to  go.  Nev- 
before  in  Corporate  America  have  share- 
lders  expressed  such  an  enormous,  pub- 
loss  of  confidence  in  a  chief  executive. 

)re  a  raucous,  overflow  crowd  of  more  than  3,000  investors— 
le  wearing  Disney  costumes  and  handing  out  anti-Eisner 
:phlets— the  company  announced  that  an  astounding  43%  of 
nearly  2  billion  votes  cast  by  investors  withheld  support  for 
ler  in  his  post  as  Disney  chairman.  It  was  an  unambiguous 
sage  of  unhappiness  with  the  61-year-old  chief  executive, 
is  is  the  acid  test  for  the  Disney  board,"  says  University  of 
iware  professor  Charles  M.  Elson,  a  governance  expert.  "If  it 
sn't  get  rid  of  him  now,  they're  open  to  all  kinds  of  lawsuits." 
et  it  appears  Disney's  board,  long  criticized  for  its  lack  of  in- 
endence,  is  just  beginning  to  come  to  terms  with  the  deep 
v  both  it  and  Eisner  have  been  dealt.  In  an  effort  to  placate 
ry  shareholders  and  strip  some  power  from  Eisner,  the  board 
d  to  keep  Eisner  on  as  CEO  while  naming  presiding  director 
rge  Mitchell,  the  former  Maine  Senator,  as  chairman.  In  a 
ement  released  shortly  after  a  five-hour  board  meeting  in  the 
:e  of  the  vote,  the  board  said  it  "remains  unanimous  in  its 
port  of  the  company's  management  and  of  Michael  Eisner." 


But  given  the  magnitude  of  the  vote  against  him,  such  a 
move  is  no  longer  enough.  Eisner  needs  to  step  aside,  and  the 
sooner  the  better.  "The  fact  is,  we  have  just  lost  confidence  in 
Michael  Eisner,"  says  Christianna  Wood,  chief  investment  offi- 
cer of  the  giant  California  Public  Employees'  Retirement  Sys- 
tem, a  top  Disney  shareholder  that  holds  9.9  million  shares.  Just 
hours  after  the  vote  tally  was  publicly  revealed,  CalPERS  called 
for  Eisner  to  step  aside  by  the  end  of  the  year.  Adds  media  con- 
sultant Peter  Kreisky:  "This  is  emergency  surgery,  for  sure.  You 
have  to  believe  the  writing  is  on  the  wall  for  Mr.  Eisner.  Mitchell 
will  need  to  bend  over  backwards  to  be  his  own  person." 

No  one  would  deny  Eisner  his  place  in  history.  Recruited  to 
Disney  from  Paramount  in  1984,  he  guided  the  entertainment  gi- 
ant back  from  the  precipice  by  revamping  its  theme  parks  and  re- 
juvenating its  movie  studio.  Throughout  the  1980s  and  well  into 
the  1990s,  Disney  was  the  darling  of  Wall  Street,  often  praised  for 
its  marketing  savvy  and  shrewd  leadership.  But  Eisner,  and  Dis- 
ney, have  long  ago  lost  their  way.  In  the  past  10  years,  his  obses- 
sive micro-management  has  driven  away  top  execs  such  as  for- 
mer studio  chief  Jeffrey  Katzenberg,  as  well  as  two  other  studio 
chiefs  and  several  unit  chiefs.  He  has  been  criticized  for  over- 
bidding for  such  assets  as  the  ABC  Family  Channel  and  running 
a  ship  that  for  most  of  the  past  decade  that  has  underperformed 
other  media  companies.  Ratings  at  the  ABC  network  continue  to 
plummet,  margins  at  the  parks  have  been  falling  for  years,  and  its 
return  on  investment  has  lagged  the  overall  media  industry  over 
the  past  five  years,  according  to  proxy  group  Institutional  Share- 
holder Services  Inc.  Meanwhile,  Eisner's  gargantuan  compensa- 
tion has  made  him  the  scorn  of  many  investors,  particularly  since 
Disney  shares— even  after  gaining  27%  in  the  past  sue  months- 
are  still  trading  at  1997  levels. 

All  those  problems  have  come  home  to  roost  for  Eisner  and 
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the  Disney  board.  The  massive  shareholder  vote  against  him  in 
Philadelphia  has  dealt  the  onetime  media  star  a  enormous  set- 
back. And  Mitchell  is  in  deep  trouble  as  well.  With  24%  of  vot- 
ing shareholders  withholding  support  from  him,  investors 
clearly  see  him  as  too  closely  aligned  with  Eisner.  The  Disney 
board  needs  to  make  far  more  sweeping  changes  if  it  wants  to 
restore  investor  confidence.  Here's  what  it  should  do: 

FIND  A  SUCCESSOR-FAST.  The  board's  first  priority  should  be 
to  set  a  suitable  deadline  for  Eisner  to  leave— six  months  tops— 
and  get  to  work  recruiting  the  strongest  possible  successor  as 
CEO.  Leading  potential  candidates  include  current  Disney  Pres- 
ident Robert  Iger,  News  Corp.  President  Peter  Chernin,  and  Time 
Warner  Entertainment  &  Networks  Group  Chairman  Jeffrey  L. 

What  Investors 
Are  Looking  For 


MORRIS  MARK  CEO  of  Mark  Asset 
Management;  holds  500,000  shares  of  Walt  Disney 
and  578,000  shares  of  Comcast. 
MANAGEMENT  "At  some  point,  everyone  retires. 
The  real  question  for  the  future  of  Disney  is  the 
^^  need  for  depth  within  its  management  ranks." 

A  1  I  THE  BOARD  "It  has  to  remind  itself  it  has  a 
responsibility  to  act  in  the  best  interests  of  shareholders." 

THE  COMCAST  BID  "Subject  to  price,  this  deal  makes  all  the  sense 
in  the  world.  It  integrates  content  and  distribution,  and  it  solves  the 
management  problems." 

HAROLD  YOGEL  Vogel  Capital  Management; 
media  investor,  doesn't  currently  own  Disney. 
MANAGEMENT  "I  think  Eisner  should  stay  at  the 
company  at  least  for  a  while,  until  a  succession 
plan  is  mapped  out." 

THE  BOARD  "It  has  to  have  at  least  one  or  two 
more  independent  directors,  outside  the  media 
industry,  and  I  don't  mean  the  schoolteacher  or  principal  for 
Michael's  kids.  It  has  got  to  be  the  CEO  or  chairman  of  a 
substantial  company." 

THE  COMCAST  BID  "It's  ill-advised  in  its  timing  and  structure.  I 
question  whether  Comcast  is  up  to  managing  such  an  enterprise." 

CHRISTI  ANNA  WOOD  Senior  Investment 
Officer,  California  Public  Employees'  Retirement 
r>     I  Svstem  (CalPERS);  holds  9.9  million  Disney  shares. 
MANAGEMENT  "The  fact  is  we  have  lost 
confidence  in  Michael  Eisner... .  He  has  to  go." 

THE  BOARD  "[Appointing  George  Mitchell  as 
chairman]  is  a  terrible  decision ... .  He  has  stuck  up 
for  Eisner  when  nobody  would  have.  I  don't  have  any  confidence  that 
they  will  do  any  better  job  with  Mitchell  than  Eisner  in  charge.  This  is 
clearly  an  emergency  move  to  get  someone,  anyone  but  Eisner,  at  the 
top  of  this  company,  but  he'll  have  no  real  power." 

THE  COMCAST  BID  "We're  not  necessarily  interested  in  selling  this 
company  or  breaking  it  up.  [Comcast  is]  obviously  taking  advantage  of 
a  bad  situation  for  the  management.  The  price  is  not  sufficient." 


Bewkes.  None  will  come  if  Eisner  lingers  for  a  longer 
period,  say  those  who  know  them,  so  the  board  must  step 
ensure  Eisner's  exit  Clearly,  the  board  should  be  lookin 
CEO  who  is  a  sharp  marketer  and  who  can  lure  top  creati 
ent,  allow  strong  division  chiefs  to  do  their  jobs,  and  mai 
the  changing  landscape  as  entertainment  goes  digital. 

Getting  the  right  person  in  the  job  will  be  key,  since  n 
is  overly  bullish  about  the  company,  given  its  challenge 
the  possibility  that  it  could  be  sold.  True,  the  numbers 
look  better.  Disney  handily  beat  Wall  Street  estimates 
most  recent  quarter,  earning  $688  million  on  $8.5  bill 
revenues.  The  company  is  projecting  a  30%  rise  in  earnir 
the  year— although  even  that  would  still  mean  getting 
back  only  to  where  they  were  in  1997.  And  that  could  be 
as  good  as  it  gets  for  a  while.  "We  remain  unconvinced 
earnings  improvement  at  Disney  is  sustainable, 
Cowen  Securities  Corp.  analyst  Lowell  J.  Singer,  citing  s 
profits  from  theme  parks  and  ABC's  ratings  woes. 

CONTINUE  THE  BOARD  SHAKEUP.  Ending  Eisner's 
would  be  only  the  first  step  in  needed  changes.  Disney's 
clearly  needs  to  keep  reforming  itself,  too— starting  at  die 
is  right  in  recognizing  the  need  to  split  the  top  roles  and  b 
a  new  chairman.  But  the  high  percentage  of  investors  who 
drew  their  support  for  MitcheD  is  clear  evidence  that  he's 
man  for  the  job.  A  former  legal  adviser  to  Disney  when  he  j 
the  board  in  1995,  Mitchell  has  served  as  one  of  the  board 
dependent"  directors  since  he  stopped  taking  fees  from  tb 
pany  several  years  ago.  But  as  presiding  director,  he  has 
stood  up  to  Eisner  and  has  remained  loyal  to  the  Disneyl 
even  in  recent  days.  Many  investors  have  lost  faith  in  him 

That' s  why  Disney  needs  a  more  forceful  head  who  ca 
a  more  accountable  board.  Newly  named  director  and  ft 
Seagram  Vice-Chairman  Robert  W  Matschullat,  56,  woul 
far  better  choice.  And  whoever  it  is,  the  board  also  net 
tighten  up  the  lax  procedures  that  allowed  Eisner  to  dismi 
Comcast  overture  without  any  serious  board  discussion  o 
any  knowledge  of  what  Comcast  was  willing  to  pay.  "H 
you  say  no  before  there  is  even  an  offer?"  asks  Institut 
Shareholder  Services  Inc.  Vice-President  Patrick  McGu 

TAKE  COMCAST  SERIOUSLY.  As  the  board  sorts  through  i 
tions  in  the  coming  days  and  weeks,  it  also  has  a  duty  to 
a  much  more  careful  look  at  the  bid  by  Comcast  Corp.  On 
3,  Comcast  said  it  wants  to  meet  with  Disney  indeper 
board  members.  Investors  also  expect  it  to  sweeten  its 
above  the  $26  that  Disney  shares  were  trading  for.  < 
scrutiny  is  the  only  way  to  determine  if  the  deal  makes  s 
particularly  given  that  Disney's  competitive  landscape 
been  changed  drastically  by  Rupert  Murdoch's  purchase  c 
DirecTV  satellite  business. 

If,  after  due  consideration,  the  board  rejects  a  higher  Cor 
bid,  it  then  needs  to  articulate  clearly  an  alternative  strategj 
promises  to  give  shareholders  the  return  on  their  investn 
that  they  demand.  And,  frankly,  that  could  be  tough.  Disrj 
facing  a  series  of  risky  bets  on  upcoming  movie  releases  as  w 
the  continuing  problem  of  shaky  financials  and  slow  growth 
theme  park  division.  If  the  board  can't  persuade  investors  to 
with  the  company  on  its  merits,  then  why  shouldn't  Disney 

The  hard  truth  for  Eisner  and  his  board  is  that  times 
changed.  In  a  new  era  of  shareholder  democracy  and  open 
porate  governance,  a  43%  vote  against  a  CEO  has  to  be  reck 
with.  It's  never  easy  for  a  proud  executive  to  know  when  his 
is  up.  That's  why  the  Disney  board  must  step  up,  and  do  ever 
a  favor  by  setting  a  clear  course  for  the  future— one  that  do 
include  Michael  Eisner  or  George  Mitchell  at  the  helm 
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>RPORATE  GOVERNANCE 

\  WAKE-UP  CALL 
ROM  INVESTORS 

EOs  are  being  grilled  like  never  before  in 
>nference  calls  run  for  shareholders 


UST 10  DAYS  AHEAD  OF  THE 
most  important  shareholder 
vote  of  his  life,  Walt  Disney 
Co.  Chairman  and  Chief  Ex- 
ecutive Michael  D.  Eisner 
faced  an  ordeal  that  awaits 
many  of  his  peers  in  the  fu- 
Along  with  three  fellow  Disney  di- 
prs  and  his  chief  financial  officer,  he 
jected  himself  to  an  hour  of  tough 
stioning  in  a  Feb.  23  conference  call 
more  than  200  institutional  in- 
:ors  from  pension  and  mutual  funds 
:  own  some  30%  of  Disney  stock. 
*  asner  didn't  have  control  of  the  agen- 

0  as  he  does  during  traditional  earnings 

1  jference  calls  or  annual  meetings.  This 


time  the  microphone  was  firmly  in  the 
hands  of  Gregory  P.  Taxin,  a  former  in- 
vestment banker  who  runs  Glass,  Lewis  & 
Co.,  a  small  advisory  firm  that  helps  insti- 
tutions decide  how  to  vote  in  corporate 
elections.  Taxin  asked  questions  that  big 
investors  submitted,  mostly  by  e-mail,  be- 
fore and  during  the  call.  And  nobody  was 
pulling  any  punches.  Why  was  Eisner 
both  chairman  of  the  board  and  CEO, 
they  wanted  to  know?  Wasn't  his  2002 
pay  of  $1  million  in  cash  and  $5  million 
in  stock  too  much?  And  on  whose  author- 
ity had  he  decided  to  spurn  a  takeover 
proposal  from  Comcast  Corp.  before  even 
knowing  how  rich  it  could  be?  Within 
days,  several  big  institutions  announced 


t*  o  a 


they  would  withhold  their  votes  to  reelect 
Eisner  to  the  board. 

These  calls  are  the  latest  challenge  to 
CEO  power.  They're  driven  by  rising 
shareholder  concerns  about  corporate 
governance  and  new  or  pending  regula- 
tions. The  calls  can  quickly  crystallize 
shareholder  opinion,  churn  up  market- 
moving  information,  and  shift  battles  for 
corporate  control.  And  they're  giving  dis- 
sidents the  chance  to  hammer  home  their 
message  directly  to  other  shareholders, 
rather  like  a  Presidential  hopeful  challeng- 
ing an  incumbent  in  a  debate.  "The  world 
of  corporate  governance  has  become 
much  more  like  the  world  of  politics,"  says 
Patrick  McGurn,  senior  counsel  of  Institu- 
tional Shareholder  Services  Inc.,  one  of  two 
firms  that  currendy  hosts  such  calls. 

The  conferences  are  designed  for  pro- 
fessionals. Glass  Lewis  invites  only  its 
clients  and  financial  reporters,  some  of 
whom  issued  stories  during  the  Eisner 
call.  ISS,  however,  allows  anyone  who  reg- 
isters in  advance  to  listen.  Individual  in- 
vestors can  read  transcripts  online  from 
both  services  within  48  hours.  Securities 
lawyers  say  that  the  calls  are  open 
enough  to  comply  with  Securities  &  Ex- 
change Commission  rules  requiring  the 
fair  disclosure  to  a  wide  audience  of  mar- 
ket-moving information. 

ISS  and  Glass  Lewis  held  the  first 
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shareholder  calls  in  February.  They  ex- 
pect to  stage  a  dozen  more  this  year,  de- 
pending on  how  many  proxy  battles  de- 
velop. The  call  with  Eisner  was  the 
fourth  of  its  kind  and  the  first  in  which  a 
sitting  CEO  submitted  to  a  grilling  by  so- 
phisticated investors  from  around  the 
world.  Two  weeks  earlier,  Eisner  adver- 
sary Roy  Disney  and  a  business  partner 
had  gone  on  a  Glass  Lewis  call  with  a 
view  to  forcing  Eisner  out  of  his  job  by 
campaigning  for  a  no-confidence  vote  at 
Disney's  Mar.  3  annual  meeting. 

SHARPER  TEETH 

IN  EARLY  FEBRUARY,  dissident  share- 
holders who  were  trying  to  stop  execu- 
tives of  MONY  Group  Inc.  from  closing  a 
deal  to  sell  out  to  AXA  Financial  Inc.  went 
on  calls  arranged  by  ISS  and  Glass  Lewis. 
ISS  alone  attracted  231  institutions  hold- 
ing 28%  of  the  stock.  Executives,  includ- 
ing Chairman  and  CEO  Michael  I.  Roth, 
refused  to  participate  in  calls  by  either 
firm.  They  said  in  a  statement  they  pre- 
ferred "one-on-one  investor  meetings" 
and  would  be  holding  their  own  confer- 
ence call  the  same  week  to  discuss  earn- 
ings and  to  "update  shareholders  about 
the  transaction."  All  the  same,  later  the 
deal  was  delayed— and  improved.  MONY 
execs  offered  to  surrender  enough  from 
the  golden  parachutes  they  will  be  enti- 
tled to  in  a  sale  to  pay  investors  an  extra 
10<t-a-share  special  dividend. 

ISS  and  Glass  Lewis  had  both  planned 
conferences  with  Oracle  Corp.  executives 
before  that  company's 
bid  for  PeopleSoft  Inc. 
was  opposed  by  the 
Justice  Dept.  Forecasts 
Nell  Minow,  a  corpo- 
rate governance  ac- 
tivist and  editor  with 
The  Corporate  Library 
LLC:  "This  is  going  to 
become  an  established 
institution." 

Powerful  forces  are 
working  in  favor  of 
that  prediction  coming 
true.  Money  managers 
are  under  pressure 
from  regulators  and 
.  clients  to  exercise  their 
votes  to  ensure  that 
companies  are  run  for 
the  benefit  of  their 
shareholders.  Last 
year,  the  SEC  adopted 
rules  requiring  money 
managers  to  spell  out 
their  policies  for  decid- 
ing how  to  vote  and 


NOSHOWMONY'sRoth 
declined  two  investor  calls 


then  keep  track  of  those  votes.  This  sum- 
mer, mutual  funds  will  have  to  begin  dis- 
closing publicly  how  they  voted  in  the 
past  year.  Now  the  agency  is  raising  the 
stakes  further  by  moving  toward  giving 
direct  no-confidence  ballots— such  as 
those  in  the  Disney  contest— more  teeth. 
Under  a  proposed  rule,  if 
more  than  35%  of  votes 
are  withheld  from  incum- 
bent directors,  major 
shareholders  could  put 
their  own  nominees  on 
company  ballots  the  fol- 
lowing year. 

Institutions  like  the 
shareholder  calls.  Small 
ones  that  don't  merit  a 
personal  call  from  a  CEO 
get  to  submit  their  ques- 
tions, while  big  ones  like 
to  ask  hard  questions 
anonymously  through  the 
moderators  so  they  don't 
hurt  their  relationships 
with  company  manage-  ^^^^^^^ 
ment.  The  institutions 
also  learn  from  one  another's  questions. 
Cynthia  L.  Richson,  corporate  gover- 
nance officer  at  the  $59  bilhon  Ohio  Pub- 
lic Employees  Retirement  System,  says 
listening  to  the  Eisner  call  helped  her 
sharpen  her  questions  for  his  visit  to  her 
offices  three  days  later.  "It  helped  me  get 
what  I  really  wanted  to  hear  about,  as  op- 
posed to  his  canned  speech," she  says.  Her 
fund  voted  to  withhold  its  4.7  million 
shares  from  Eisner's 
reelection. 

Other  experts  doubt 
that  the  calls  will  shift 
the  balance  of  corpo- 
rate power  much. 
They  are  as  likely  to 
expose  the  dissidents 
with  flimsy  arguments 
as  they  are  to  help  the 
causes  of  the  justified 
ones,  argues  John  C. 
Wilcox,  vice-chairman 
of  Georgeson  Share- 
holder Communica- 
tions, the  proxy  solici- 
tor representing 
Eisner  and  the  Disney 
directors.  Wilcox  says 
that  good  corporate 
executives  will  soon 
master  the  form  even 
though  they  don't 
control  the  micro- 
phones. He  argues 
that  Eisner  and  the 
Disney  directors  used 


Power  Shift 

Conference  calls  led  by 
independent  moderators  and 
involving  hundreds  of 
institutional  investors  during 
campaigns  to  replace  CEOs  or 
block  mergers  are  threatening  to 
crimp  executive  power  by: 

EMPOWERING  DISSIDENTS  who 

can  reach  more  investors— and 
sway  more  of  their  votes— than 
they  could  by  writing  letters  or 
placing  ads 

SEIZING  THE  INITIATIVE  from  CEOs 
who  are  used  to  controlling  the 
agenda  during  annual  meetings 
and  earnings  conferences 

SPEEDING  THE  PROCESS  by 

providing  instantaneous 
feedback,  crystallizing  opposition, 
and  forcing  execs  to  react  faster 


their  call  to  advantage  by  circumve 
the  news  media  to  describe  reform: 
they  have  already  made.  Disney 
climbed  2%  during  the  call. 

Still,  Eisner  handed  his  oppone 
cudgel  by  revealing  that  he  had 
tipped  off  to  the  Comcast  bid  ahe 
time  and  had  the  bo 
directors'  backing  to 
it  immediately.  Coi 
used    the    revelatio 
again  criticize  Eisne 
Disney  directors  fo 
being  open  to  wa 
increase         shareh 
wealth.  "Glass  Lew 
now    a    must-liste 
says  Carl  B.  Schecter. 
of  risk  arbitrage  at  N 
ra  Securities  Internal 
Inc.  "If  these  calls 
ing  to  be  market-m( 
forums,    that    will 
them  more  power." 
The  calls  mark  a 
advance  in  the  waj 
shareholders     can 
among  themselves  and  set  their 
agenda  when  dealing  with  executive 
most  of  the  20th  century,  says  activis 
now,  efforts  to  improve  corporate  g 
nance  were  handicapped  by  "the  ina 
of  shareholders  to  communicate 
each  other."  Then,  in  1992,  the 
opened  the  door  by  relaxing  restric 
originally  designed  to  keep  big  s~ 
holders  from  secretly  ganging  up  to 
control  of  a  company.  The  change 
couraged  some  ad  hoc  meetings  bet\ 
investors  who  knew  one  another 
wanted  to  complain  about  specific 
panies.  But  such  meetings  lacked 
scale  and  financial  backing  that  ISS 
Glass  Lewis  bring.  They  pay  upwan 
$12,000  in  telecom  fees  to  link  their 
scribing  clients  around  the  globe; 
participant  costs  them  an  averag 
about  $1  a  minute. 

Indeed,  the  firms  are  stepping, 
roles  that  only  big  investment  b; 
used  to  play  by  setting  up  meeting! 
tween  their  corporate  banking  cli 
and   institutional    investors.    But 
banks  were  working  mostly  for  the  c 
panies  and  not  for  the  investors, 
consultant  Gary  Lutin,  an  investr 
banker  whose  Lutin  &  Co.  advises  d 
dents  and  Glass  Lewis:  "You're  seei 
shift    toward    investor-controlled 
changes  of  information  from  man 
ment-controlled."  In  other  words, 
message  here  is  the  medium.  ■ 

-By  David  H 
in  New 
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INTRODUCING  ClALIS,THE  FIRST 
TABLET  FOR  ERECTILE  DYSFUNCTION 
[lAT  GIVES  YOU  UP  TO  ^6  HOURS  TO 
CHOOSE  THE  MOMENT  THAT'S  RIGHT 
FOR  YOU  AND  YOUR  PARTNER. 

)iscover  Cialis  (pronounced  see-AL-iss),  a  new 
irescription  tablet  for  erectile  dysfunction  (ED) 
that  goes  to  work  fast  and  can  work  up  to  36 
hours:1'  And  Cialis  is  made  to  work  only  with 
sexual  stimulation,  so  a  silly  moment  can  turn 
into  the  right  moment.  Which  moment  will  be 

the  right  moment  for  you? 

See  important  safety  information  below  and 
Patient  Information  on  following  page. 


Cialis* 

(tadalafil)  tat** 

36-hour  Cialis. 

which  moment  will  be 

right  for  you? 


Don't  miss  another  moment,  talk  to 

your  doctor  and  see  if  a  free  sample  of  Cialis 

is  right  for  you.  For  more  information  visit 

www.cialis.com  or  call  1-877-4-CIALIS. 


alis  is  not  for  everyone.  If  you  take  nitrates,  often 
ed  for  chest  pain  (also  known  as  angina),  or 
oha-blockers  (other  than  Flomax  0.4  mg  once 
ily),  prescribed  for  prostate  problems  or  high 
ood  pressure,  do  not  take  Cialis.  Such  combi- 
itions  could  cause  a  sudden,  unsafe  drop  in  blood 
essure.  Don't  drink  alcohol  in  excess  (to  a  level  of 
toxication)  with  Cialis.  This  combination  may 
:rease  your  chances  of  getting  dizzy  or  lowering 
iur  blood  pressure.  Cialis  does  not  protect  a  man 

his  partner  from  sexually  transmitted  diseases, 

luding  HIV. 

le  most  common  side  effects  with  Cialis  were 
adache  and  upset  stomach.  Backache  and  muscle 


ache  were  also  reported,  sometimes  with  delayed 
onset.  Most  men  weren't  bothered  by  the  side 
effects  enough  to  stop  taking  Cialis.  Although  a  rare 
occurrence,  men  who  experience  an  erection  for 
more  than  4  hours  (priapism)  should  seek  immedi- 
ate medical  attention.  Discuss  your  medical  condi- 
tions and  medications  with  your  doctor  to  ensure 
Cialis  is  right  for  you  and  that  you  are  healthy 
enough  for  sexual  activity. 

*In  clinical  trials,  Cialis  was  shown  to  improve,  up  to 
36  hours  after  dosing,  the  ability  of  men  with  ED 
to  have  a  single  successful  intercourse  attempt. 

Flomax®  (tamsulosin  HCl)  is  a  registered  trademark  of  Boehringer  Ingelheim        
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Patient  Information 

fSftCialis 

l^r  (tadalafiDt* 


tablets 

Read  the  Patient  Intormation  about  CIALIS  before  you  start  taking  it  and  again  each  time 
you  get  a  refill.  There  may  be  new  information.  You  may  also  find  it  helpful  to  share  this 
information  with  your  partner.  This  leaflet  does  not  take  the  place  of  talking  with  your 
doctor.  You  and  your  doctor  should  talk  about  CIALIS  when  you  start  taking  it  and  at 
regular  checkups.  If  you  do  not  understand  the  information,  or  have  questions,  talk  with 
your  doctor  or  pharmacist. 

What  important  information  should  you  know  about  CIALIS? 
CIALIS  can  cause  your  blood  pressure  to  drop  suddenly  to  an  unsafe  level  if  it  is  taken 

with  certain  other  medicines.  You  could  get  dizzy,  faint,  or  have  a  heart  attack  or  stroke. 

Do  not  take  CIALIS  if  you: 
•take  any  medicines  called  "nitrates." 

•  use  recreational  drugs  called  "poppers"  like  amyl  nitrate  and  butyl  nitrate. 

•  take  medicines  called  alpha  blockers,  other  than  Flomax :  (tamsulosin  HCI)  0.4  mg  daily. 
(See  "Who  should  not  take  CIALIS?") 

Tell  all  your  healthcare  providers  that  you  take  CIALIS.  If  you  need  emergency  medical 
care  for  a  heart  problem,  it  will  be  important  for  your  healthcare  provider  to  know  when  you 
last  took  CIALIS. 

After  taking  a  single  tablet,  some  of  the  active  ingredient  of  CIALIS  remains  in  your 
body  for  more  than  2  days.  The  active  ingredient  can  remain  longer  if  you  have  problems 
with  your  kidneys  or  liver,  or  you  are  taking  certain  other  medications  (see  "Can  other 
medications  affect  CIALIS?"). 

What  is  CIALIS? 

CIALIS  is  a  prescription  medicine  taken  by  mouth  for  the  treatment  of  erectile  dysfunction 
(ED)  in  men. 

ED  is  a  condition  where  the  penis  does  not  harden  and  expand  when  a  man  is  sexually 
excited,  or  when  he  cannot  keep  an  erection.  A  man  who  has  trouble  getting  or  keeping  an 
erection  should  see  his  doctor  for  help  if  the  condition  bothers  him.  CIALIS  may  help  a  man 
with  ED  get  and  keep  an  erection  when  he  is  sexually  excited. 

CIALIS  does  not: 

•  cure  ED 

•  increase  a  man's  sexual  desire 

•  protect  a  man  or  his  partner  from  sexually  transmitted  diseases,  including  HIV.  Speak 
to  your  doctor  about  ways  to  guard  against  sexually  transmitted  diseases. 

•  serve  as  a  male  form  of  birth  control 

CIALIS  is  only  for  men  with  ED.  CIALIS  is  not  for  women  or  children.  CIALIS  must  be  used 
only  under  a  doctor's  care. 

How  does  CIALIS  work? 

When  a  man  is  sexually  stimulated,  his  body's  normal  physical  response  is  to  increase 
blood  flow  to  his  penis  This  results  in  an  erection.  CIALIS  helps  increase  blood  flow  to 
the  penis  and  may  help  men  with  ED  get  and  keep  an  erection  satisfactory  for  sexual 
activity.  Once  a  man  has  completed  sexual  activity,  blood  flow  to  his  penis  decreases,  and 
his  erection  goes  away. 

Who  can  take  CIALIS? 

Talk  to  your  doctor  to  decide  if  CIALIS  is  right  for  you. 

CIALIS  has  been  shown  to  be  effective  in  men  over  the  age  of  18  years  who  have  erectile 
dysfunction,  including  men  with  diabetes  or  who  have  undergone  prostatectomy. 

Who  should  not  take  CIALIS? 

Do  not  take  CIALIS  if  you: 

•take  any  medicines  called  "nitrates"  (See  "What  important  information  should 
you  know  about  CIALIS?").  Nitrates  are  commonly  used  to  treat  angina.  Angina  is 
a  symptom  of  heart  disease  and  can  cause  pain  in  your  chest,  jaw,  or  down  your  arm. 

Medicines  called  nitrates  include  nitroglycerin  that  is  found  in  tablets,  sprays,  ointments, 
pastes,  or  patches.  Nitrates  can  also  be  found  in  other  medicines  such  as  isosorbide 
dinitrate  or  isosorbide  mononitrate.  Some  recreational  drugs  called  "poppers"  also 
contain  nitrates,  such  as  amyl  nitrate  and  butyl  nitrate.  Do  not  use  CIALIS  if  you  are  using 
these  drugs.  Ask  your  doctor  or  pharmacist  if  you  are  not  sure  if  any  of  your  medicines 
are  nitrates. 

•take  medicines  called  "alpha  blockers",  other  than  Flomax*  0.4  mg  daily.  Alpha 
blockers  are  sometimes  prescribed  for  prostate  problems  or  high  blood  pressure. 
If  CIALIS  is  taken  with  alpha  blockers  other  than  Flomax®  0.4  mg  daily,  your  blood 
pressure  could  suddenly  drop  to  an  unsafe  level.  You  could  get  dizzy  and  faint. 

•  you  have  been  told  by  your  healthcare  provider  to  not  have  sexual  activity  because  of 
health  problems.  Sexual  activity  can  put  an  extra  strain  on  your  heart,  especially  if  your 
heart  is  already  weak  from  a  heart  attack  or  heart  disease. 

•  are  allergic  to  CIALIS  or  any  of  its  ingredients.  The  active  ingredient  in  CIALIS  is  called 
tadalafil.  See  the  end  of  this  leaflet  for  a  complete  list  of  ingredients. 

What  should  you  discuss  with  your  doctor  before  taking  CIALIS? 
Before  taking  CIALIS.  tell  your  doctor  about  all  your  medical  problems,  including  if  you: 

•  have  heart  problems  such  as  angina,  heart  failure,  irregular  heartbeats,  or  have  had 
a  heartattack.  Ask  your  doctor  if  it  is  safe  for  you  to  have  sexual  activity. 

•  have  low  blood  pressure  or  have  high  blood  pressure  that  is  not  controlled 

•  have  had  a  stroke 

•  have  liver  problems 

•  have  kidney  problems  or  require  dialysis 

•  have  retinitis  pigmentosa,  a  rare  genetic  (runs  in  families)  eye  disease 

•  have  stomach  ulcers 
•have  a  bleeding  problem 

•  have  a  deformed  penis  shape  or  Peyronie's  disease 

•  have  had  an  erection  that  lasted  more  than  4  hours 

•  have  blood  cell  problems  such  as  sickle  cell  anemia,  multiple  myeloma,  or  leukemia 


Can  other  medications  affect  CIALIS? 

Tell  your  doctor  about  all  the  medicines  you  take  including  prescription  ar| 
prescription  medicines,  vitamins,  and  herbal  supplements.  CIALIS  and  other  medicii| 
affect  each  other.  Always  check  with  your  doctor  before  starting  or  stopping  any  me 
Especially  tell  your  doctor  if  you  take  any  of  the  following: 

•  medicines  called  nitrates  (See  "What  important  information  should  you  knovj 
CIALIS?") 

•  medicines  called  alpha  blockers.  These  include  Hytrin®  (terazosin  HCI), 
(tamsulosin  HCI),  Cardura®  (doxazosin  mesylate),  Minipress®  (prazosin  HCI)  or  Ur  j 
(alfuzosin  HCI). 

•  ritonavir  (Norvir*)  or  indinavir  (Crixivan®) 

•  ketoconazole  or  itraconazole  (such  as  Nizoral*  or  Sporanox®) 

•  erythromycin 

•  other  medicines  or  treatments  for  ED 

How  should  you  take  CIALIS? 

Take  CIALIS  exactty  as  your  doctor  prescribes.  CIALIS  comes  in  different  doses 
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TURNING  HIMSELF  IN  Ebbers 
reports  to  federal  officials 
on  Mar.  3  in  New  York 


GAL  AFFAIRS 


VHYBERNIE 
IEFORE  KENNY-BOY? 

ere  are  some  of  the  reasons  Ebbers 
in  the  dock  and  Lay  remains  on  deck 


N  THE  PUBLIC  MIND,  FORMER 
WorldCom  Inc.  CEO  Bernard  J. 
Ebbers  and  ex-Enron  Corp.  CEO 
Kenneth  L.  Lay  are  closely  linked. 
Both  rose  from  humble  roots  to 
build  dynamic  New  Economy 
powerhouses  that  turned  out  to  be 
ncial  shams.  And  both  distanced 
nselves  from  the  disasters  by  blaming 
jitious  underlings.  Claiming  to  be  ig- 
ant  of  the  day-to-day  operations  of 
i  companies,  they  pointed  to  the  lack 
ny  direct  evidence  linking  them  to  the 
ged  frauds.  That,  in  turn,  made  them  a 
J  point  for  critics  who  complained 
t  the  long  arm  of  the  law  doesn't  reach 
>  the  corner  office. 
lut  now  their  paths  have  diverged— 


and  popular  ideas  about  executive  ac- 
countability may  have  to  be  reevaluated. 
While  Lay  still  hasn't  been  charged  with 
any  crimes  and  steadfastly  maintains  his 
innocence,  Ebbers  was  indicted  for  secu- 
rities fraud  and  filing  false  disclosure 
statements  on  Mar.  2— the  same  day  that 
his  former  chief  financial  officer,  Scott 
Sullivan,  pleaded  guilty  to  securities 
fraud  and  became  the  government's  star 
witness  against  his  longtime  former  boss. 

"ALTOGETHER  DIFFERENT" 

A  CLOSE  LOOK  at  the  case  against  the 
onetime  telecom  star  reveals  that,  despite 
all  the  superficial  similarities  with  the  Lay 
saga,  he'll  probably  be  much  easier  quar- 
ry for  prosecutors  than  the  ex-Enron 


chief.  Not  only  will  allega- 
tions of  WorldCom's  wrong- 
doing be  far  simpler  for  a 
jury  to  understand  than 
those  allegedly  committed 
by  the  energy  giant,  but 
Ebbers  also  appears  to  have 
been  more  directly  involved 
in  the  disputed  transactions 
than  Lay.  He  will  also  have  a 
harder  time  deflecting  liabil- 
ity by  saying  lawyers  and  ac- 
countants signed  off  on 
them.  "This  is  an  altogether 
different  case  from  Enron," 
says  Henry  T.C.  Hu,  a  corporate  and  se- 
curities law  professor  at  University  of 
Texas  at  Austin. 

To  be  sure,  Ebbers  has  denied  wrong- 
doing and  is  vowing  to  prove  his  inno- 
cence before  a  jury.  "We  believe  when  we 
get  to  court  and  competent  evidence— not 
one-sided  reports,  sound  bites,  political 
speeches,  and  angry  headlines— is  the 
currency  of  the  day,  we  will  be  fine,"  said 
a  statement  written  by  his  attorney,  Reid 
H.  Weingarten. 

But  the  Justice's  Dept.'s  31-page  indict- 
ment is  more  than  a  mere  sound  bite.  It 
claims  that  Ebbers  and  Sullivan  artificial- 
ly boosted  the  company's  profits  with  a 
variety  of  accounting  tricks,  including  un- 
derstating expenses  and  treating  operat- 
ing costs  as  capital  expenditures.  Al- 
though the  government  has  not  revealed 
any  documents  in  which  Ebbers  orders 
lower-level  managers  to  mislead  in- 
vestors, the  indictment  does  include  refer- 
ences to  several  previously  undisclosed 
meetings  with  Sullivan.  The  former  CFO's 
cooperation  with  the  government  means 
that  it  is  going  to  be  much  harder  for 
Ebbers  to  claim  ignorance  about  World- 
Com's accounting  manipulations.  Sullivan 
will  be  able  to  supplement  the  seemingly 
paltry  written  record  with  testimony 
about  his  conversations  with  the  CEO. 

Unlike  Lay,  who  was  known  as  En- 
ron's ambassador  to  the  outside  world, 


rs 

)n  Trial 


GOVERNMENT  CASE      ]  DEFENSE  STRATEGY 


Justice  says  the  ex-WorldCom 
CEO  misled  shareholders  by 
underreporting  operating  expenses 
in  an  effort  to  make  profits  look 
better  than  they  were.  He  is 
accused  of  securities  fraud  and 
filing  false  statements  with  the  SEC. 


Ebbers  has  repeatedly  proclaimed 
his  innocence.  His  legal  team  is 
expected  to  argue  that  he  was  out  of 
the  decision-making  loop,  that  there 
are  no  smoking-gun  documents 
implicating  him,  and  that  the 
accounting  issues  are  ambiguous. 


THE  OUTLOOK 

Although  there's  no  hard  evidence 
that  Ebbers  ordered  underlings  to 
commit  fraud,  experts  think  he  will 
have  a  hard  time  wriggling  free  now 
that  the  government  has  secured 
the  cooperation  of  former  CFO 
Scott  Sullivan. 
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Ebbers  was  a  classic  micromanager,  ac- 
cording to  former  insiders.  The  indict- 
ment paints  a  portrait  of  a  man  direct- 
ly involved  in  many  of  the  events  that 
led  to  WorldCom's  downfall.  It  claims, 
for  example,  that  Ebbers  and  Sullivan 
agreed  to  treat  the  fees  that  the  compa- 
ny paid  to  lease  telecommunication 
lines  as  capital  expenses  during  a  crit- 
ical meeting  in  March,  2001.  That  ma- 
neuver was  illegal,  prosecutors  charge, 
and  it  was  the  most  significant  of  the 
alleged  accounting  games  that  falsely 
boosted  WorldCom's  financial  per- 
formance. No  comparable  claim  has 
ever  emerged  claiming  that  Lay  was  in- 
volved in  the  advance  planning  for,  say, 
Enron's  now-notorious  Raptor  or  LJM 
transactions. 

EASIER  TO  EXPLAIN 

A  SECOND  CRITICAL  contrast  between 
Ebbers  and  Lay  is  the  participation  of 
outside  professionals.  While  the  World- 
Com managers  allegedly  hid  their 
schemes  from  auditor  Arthur  Andersen 
LLP,  Enron's  leaders  had  the  vast  major- 
ity of  their  acrobatic  transactions  blessed 
by  accountants  and  lawyers.  That  will 
make  it  harder  for 
prosecutors  to 
prove  that  they  in- 

feds'case,  tended  to  break 

the  law— a  critical 
hurdle  in  proving 
criminal  intent. 
Ebbers  appears  to 
have  strapped  on 
little  comparable 
legal  armor. 

Finally,  the 
tools  that  Enron 
execs  allegedly 
used  to  manipulate  its  earnings  were 
mind-numbingly  complex.  The  compa- 
ny set  up  thousands  of  subsidiaries  and 
offshore  companies  and  then  had  them 
engage  in  sophisticated,  structured  fi- 
nance deals  with  one  another— produc- 
ing deal  charts  that  are  a  forest  of  ar- 
rows and  boxes.  By  contrast,  the 
WorldCom  disaster,  says  former  Attor- 
ney General  Richard  L.  Thornburgh,  the 
Washington  lawyer  who  investigated 
WorldCom  for  the  judge  overseeing  the 
company's  bankruptcy  case,  was  a 
"pure,  and  simple  case  of  cooking  the 
books."  That's  a  concept  just  about  any- 
body can  understand.  And  the  easier  it 
is  for  prosecutors  to  explain  their  case, 
the  more  likely  they  are  to  win.  ■ 

-By  Mike  France  in  New  York,  with 

Amy  Bonus  in  Washington  and  Steve 

Rosenbush  in  New  York 
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involved 


CAMPAIGN  '04 


SUPER  TUESDAY? 
THAT  WAS  KID  STUFF 

Now,  if  s  Bush's  turn  to  take  on  Kerry. 
And  his  team  isn't  wasting  a  second 


NORMALLY,  YOU  MIGHT 
expect  a  politician  who 
had  just  blitzed  through 
his  party's  Presidential 
primaries  to  give  his 
travel  agent  a  call.  Time 
to  book  a  quickie 
Caribbean  getaway,  kick  back,  and  lose 
that  chronic  campaign  cough,  right? 

Not  in  these  days  of  the  perpetual 
campaign.  True,  Massachusetts  Senator 
John  F.  Kerry  has  the  Democratic  nomi- 
nation sewn  up,  thanks  to  a  near  sweep 
in  the  Super  Tuesday  round  of  contests 
held  on  Mar.  2.  His  last  real  opponent, 
North  Carolina  Senator  John  Edwards, 
pulled  out  a  day  later.  Still,  the  last  thing 
Kerry  can  do  is  relax,  because  President 
Bush's  reelection  campaign  is  going  on 
the  offensive.  On  Mar.  4,  the  Bush- 
Cheney  team  kicked  off  a  big  national  ca- 
ble and  TV  ad  campaign  in  the  first 
round  of  general- election  sparring. 

So  rather  than  reach  for  his  bags  and 
sunscreen,  Kerry  will  immediately  have  to 
get  to  work  energizing  Democrats  by 
touring  battleground  states.  He  also  has 
to  begin  the  tricky  business  of  picking  a 
running  mate  (page  45).  And,  if  that 
weren't  enough,  Kerry  must  work  the 
phones  furiously,  hitting  up  donors  in  an 
urgent  bid  to  replenish  his  war  chest  and 
pay  off  a  $6.4  million  personal  loan. 

Once  he  gets  z  cash  infusion,  some 
hard  slogging  is  in  store.  Kerry  will  need 
to  spend  furiously  on  a  media  strategy 


Heating 
Up 

If  the  Presidential 
election  were  held 
today,  who  would 
you  vote  for? 


that,  by  making  the  economy  its 
provides  some  cover  as  the  bruisin  | 
round  of  Campaign  '04  gets 
days  of  parrying  genteel  intraps 
such  as  Edwards  are  about  to  give  \ 
the  much  tougher  job  of  fending 
tacks  by  President  George  W. 
his  $200  million  campaign 
Kerry  will  face  a  harsh  assault  on  1 
ing  record,  values,  and  veracity, 
got  the  nomination  by  steering  pt 


sed  on  a  poll  of  1.545  adults  conducted  Feb  24  to  27.  04  Mar. 


A 


eckage  of  an  imploding  Howard 
an,"  says  Bush  adviser  Ralph  Reed. 
[e  hasn't  really  been  tested." 
Indeed,  Kerry  is  still  benefiting  from 
i  romp  in  the  primaries.  When  paired 
ainst  Bush  and  Dick  Cheney  in  a  poll 
nducted  by  CBS  News,  a  hypothetical 
rry-Edwards  ticket  came  out  on  top, 
%  to  42%.  Republicans,  however,  be- 
ve  the  poll  numbers  are  fluff.  Con- 
lced  that  Kerry  is  the  beneficiary  of 
?dia  coverage  of*  the  Dems'  Bush-bash- 
l  primary  duel,  White  House  officials 
in  a  multipronged  assault  to  bring 
rry  down  to  earth.  "They're  whistling 
lil  to  the  Chief  at  the  Kerry  campaign," 
vs  former  GOP  National  Chairman 


ception  that  he's  resolute,"  says  inde- 
pendent pollster  Thomas  H.  Riehle. 
"But  he  has  never  convinced  people  con- 
cerned about  the  economy  that  he  really 
cares  about  this  issue."  To  combat  that 
perception,  the  Bush  campaign  is  laying 
on  dozens  of  heartland  economic  forums 
that  cast  the  President  as  cheerleader-in- 
chief  for  a  healing  economy. 

Phase  2  of  the  offensive  will  be  an  at- 
tack on  Kerry's  record.  As  a  four-term 
senator,  he  has  cast  thousands  of  votes 
that  are  being  sifted  by  GOP  opposition 
researchers.  By  harping  on  Kerry's  in- 
consistent stands  on  the  war,  the  USA  Pa- 
triot Act,  and  even  President  Bush's  No 
Child  Left  Behind  Act,  Bush  hopes  to  tag 


.jhard  N.  Bond.  "But  they  have  no  idea 
;iar*s  coming  at  them." 

1EERLEADER-IN-CHIEF 

IASE 1  KICKED  off  on  Mar.  4  with  a  $4.5 
alion  media  buy  in  17  to  20  contested 
ites.  The  ads,  which  depict  the  President 
a  strong  wartime  leader,  will  be  shown 


u  cable  TV  and  spot  broadcast  oudets, 

th  much  of  the  emphasis  going  to  sports 
lows  popular  with  male  viewers.  The 
■erriding  theme  is  consistent  with  White 
»use  uber-pol  Karl  Rove's  desire  to  use 

irtime  patriotism  as  a  club  against  nay- 

;  >ong  Democrats.  "By  taking  the  battle  to 

"  Torists,"  says  Bush's  campaign  manag- 

Ken  Mehlman,  "[Bush]  has  made 

nericans  safer  at  home." 
jThe  Bush  barrage  will  perk  up  the 

esidenfs  poll  ratings— but  only  up  to  a 
r  int.  "What  works  for  Bush  is  the  per- 


his  foe  as  a  waffler  who  lacks  a  firm  com- 
pass. "Voters  don't  know  much  about 
Kerry,"  says  the  GOP's  Bond.  "But  when 
you  point  out  that  he's  a  serial  flip-flop- 
per,  it  becomes  a  character  issue." 

The  climactic  phase  will  be  an  assault 
on  the  Democrats  claim  to  be  a  middle- 
class  champion  within  the  cultural  main- 
stream. Exhibit  A  will  be  a  recent  Nation- 
al Journal  analysis,  which  finds  that  Kerry 
was  the  most  liberal  U.S.  senator  in  2003. 
In  addition,  Republicans  will  make  Ker- 
ry's balancing  act  on  gay  rights  a  wedge 
issue  in  Midwestern  swing  states  and 
with  culturally  conservative  Latinos. 
"This  is  an  emotional  issue,"  says  GOP 
pollster  Bill  Mclnturff.  "On  balance,  it's 
going  to  be  bad  for  Democrats." 

Kerry  realizes  that  if  these  charges  de- 
fine him,  he's  in  trouble.  So  he's  taking 
defensive  measures.  Kerry  will  step  up  his 


attacks  of  Bushonomics  and  what  he  sees 
as  a  failed  unilateral  foreign  policy,  and 
will  try  to  make  news  during  the  spring 
with  policy  speeches  and,  perhaps,  a 
high-profile  foreign  trip. 

FRIENDS  WITH  MONEY 

HE  WILL  ALSO  TURN  UP  the  afterburn- 
ers on  his  fund-raising.  The  campaign 
may  shift  top  rainmaker  Louis  B. 
Susman,  a  Chicago  investment  banker 
with  Citigroup,  to  Washington  to  oversee 
an  aggressive  dialing-for- dollars  opera- 
tion. Kerry  can  also  get  aid  in  the  form  of 
ads  funded  by  so-called  527  commit- 
tees—organizations set  up  by  liberal 
groups  to  bundle  unlimited  soft-money 
donations  for  "educa- 
tional" media  and  get- 
out-the-vote  activities. 

One     such     group, 
MoveOn.org,  spent  $75 
million  this  year  on  anti- 
Bush  ads  and  will  soon  air 
$2  million  in  new  spots. 
Others,   underwritten   by 
multimillion-dollar  pledges 
from     liberal     financiers 
such   as   George   Soros, 
hope  to  collect  $95  mil- 
lion for  a  get-out-the-vote 
drive  to  boost  the  Demo- 
cratic ticket.  Independent 
spending  by  such  shadow 
organizations     "is     not 
trivial,  and  if  s  probably  a 
big  reason  why  the  Bush 
campaign  is  going  on  the 
air  now,"  says  Kenneth 
Goldstein,  a  University  of 
Wisconsin  political  sci- 
entist who  tracks  cam- 
paign advertising. 
Of  course,  megabucks  alone  won't  de- 
cide a  race  that  is  shaping  up  as  another 
close  contest  between  two  rewed-up  party 
cores.  Yes,  Team  Bush  is  happy  to  go  up 
against  a  Northeastern  liberal  the  likes  of 
Kerry.  But  even  the  most  partisan  of  Bush 
loyalists  harbors  slivers  of  doubt.  "My 
nightmare  is  $3  [per  gallon]  gasoline," 
frets  one.  Another  fears  "uncontrolled 
events  in  Iraq."  And  everyone  in  Bushdom 
worries  that  lagging  hiring  by  employers 
could  let  Kerry  turn  a  campaign  they  want 
to  hinge  on  terrorism  and  personal  securi- 
ty into  a  debate  over  economic  insecurity. 
"What  still  needs  to  improve?"  asks  one 
adviser.  "The  economy.  Growth."  And  that, 
of  course,  means  the  jobs  the  President  in- 
sists are  just  around  the  corner.  ■ 

-By  Lee  Walczak,  with 

Richard  S.  Dunham  and 

Paula  Dwyer,  in  Washington 
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THE  ECONOMY 


FACTORIES:  THE 
GEARS  ARE  TURNING 

After  three  years  of  recession,  demand 
is  surging.  The  comeback  looks  real 


YEAR  AGO,  NAVISTAR 
International  Corp.  was 
almost  out  of  gas.  With 
sales  of  its  heavy-duty 
trucks  down  almost 
40%  from  1999's  peak, 
the  company  was  toting 
up  losses  for  the  third  year  in  a  row.  And 
with  no  sign  of  an  imminent  turnaround, 
management  was  putting  the  screws  on 
labor,  threatening  to  shut  down  Navistar's 
big-rig  factory  in  Ontario  unless  union- 
ized workers  went  along  with  deep  cuts  in 
pay,  benefits,  and  jobs. 

Today,  Navistar  is  barreling  along.  The 
Warrenville  (111.)  company  in  late  Febru- 
ary boosted  its  2004  sales  forecast  to  25% 
above  last  year's  levels.  Navistar  has  just 
recalled  110  laid-off  workers  in  Ontario  as 
it  prepares  to  ramp  up  production  for  the 
spring  to  twice  the  level  of  a  year  earlier. 
And  down  at  its  truck-assembly  plant  in 
Springfield,  Ohio,  output  is  up  36%  from 
last  year's  levels.  The  way  things  are  go- 
ing, Chairman  and  Chief  Executive 
Daniel  C.  Ustian  says  he  just  might 
bump  up  the  numbers  after  another 
quarter.  "I  don't  think  we've  seen  yet  how 
good  it  can  get,"  he  says. 

After  three  long,  extremely  painful 
years,  American  manufacturers  are  final- 
ly coming  back.  Over  the  past  several 
months,  factory  output  has  rebounded 
sharply,  growing  at  its  fastest  pace  in  two 
decades.  Enriched  by  rising  profits,  busi- 
nesses are  replacing  equipment  that  is 
now  worn  out  or  outdated.  With  the 
sharply  higher  demand  leading  invento- 
ries to  be  drawn  down  to  their  lowest  lev- 
els ever  relative  to  sales,  many  plants  have 
little  choice  but  to  crank  up  production  to 
restock  the  warehouse.  And  the  slumping 
dollar  has  also  fueled  demand  by  making 
U.S. -made  goods  much  cheaper  than 
products  from  Europe  and  Japan.  The 
combination  has  many  executives,  who 
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only  a  year  ago  watched  a  similar  surge  of 
orders  fade  away,  cautiously  optimistic 
that  this  time  around  the  recovery  has 
legs.  "We  feel  real  good  about  it,"  says 
Nickolas  W  Vande  Steeg,  chief  operating 
officer  at  factory-equipment  maker  Park- 
er Hannifin  Corp.,  which  has  seen  its  or- 
ders surge  20%  so  far  this  year. 

Certainly,  there's  plenty  in  the  recent 
economic  data  to  bolster  confidence.  In 
its  latest  monthly  survey  of  factory-sec- 
tor purchasing  managers,  the  Institute 
for  Supply  Management  said  its  Febru- 
ary index  of  manufacturing  activity, 
while  down  slightly  from  January,  re- 
mained robust.  The  index  has  now 
turned  in  its  strongest  four-month 
streak  in  20  years.  Moreover,  the  recov- 
ery appears  to  be  broadening.  According 
to  the  Federal  Reserve's  latest  Beige 
Book,  released  on  Mar.  3,  manufacturing 
activity  rose  during  January  and  Febru- 
ary in  11  of  the  12  Federal  Reserve  dis- 
tricts. Add  it  up,  and  it  looks  like  this  re- 
covery has  lots  of  oomph.  Indeed,  the 
National  Association  of  Manufacturers  is 
predicting  that  factory-sector  output 
will  climb  6%  in  2004,  two  full  percent- 
age points  more  than  the  overall  econo- 
my. And  if  those  expectations  come  to 
pass,  factory  hiring  should  finally  begin 
to  grow  in  the  months  ahead. 

NO  CUSHIONS 

SHARP  TURNS  OF  this  sort  often  lead  to 
short-term  headaches,  of  course.  With  de- 
mand for  many  goods  surging  far  more 
than  expected,  the  factory  sector  also 
shows  some  signs  of  struggling  to  keep  up 
for  the  first  time  since  the  glory  days  of  the 
1990s.  The  ISM  report  also  reported  that 
backlogs  are  growing  and  delivery  times 
are  lengthening  amid  the  fastest  rise  in 
raw-material  and  component  prices  since 
1995.  Many  steel  products  were  in  such 
tight  supply  that  factory  owners  and 
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Of  PURCHASING  AGENTS  AT  MORE  THAN  400 
COMPANIES  TAKEN  MONTHLY 


SHINY  NEW        economists  are  starting  to 
TRUCKS  warn  of  spot  shortages 

Navistar's  and  production  bottle- 
Sprmgfield  necks  "Nobody's  got  an 
— JJ0)P^nt  inventory  cushion,"  says 
Diane  Swonk,  chief  econo- 
mist at  Bank  One  Corp. 

The  sheer  strength  of  the  manufactur- 
ing revival  has  taken  executives  and 
economists  by  surprise.  Although  the 
surge  in  orders  began  last  fall,  it  has 
picked  up  speed  and  broadened  out  this 
year.  A  combination  of  factors  explains 
the  shift.  For  starters,  many  companies 
held  off  big  purchases  as  they  struggled 
to  cut  costs.  Instead,  they  ran  their  truck 
fleet  or  computer  network  an  extra  year  or 
two.  But  after  three  years  of  underinvest- 
ment, it's  starting  to  cost  more  to  main- 
tain old  equipment  than  to  buy  new  stuff. 
Just  as  important,  many  now  have  the 
money  to  up  capital  spending  or  order  re- 
placement goods.  Thanks  to  last  year's 
76%  surge  in  corporate  profits,  the 
biggest  in  over  30  years, 
companies  have  begun  to 
turn  the  spigots  on  capital 
spending.  Richard  J. 
DeKaser,  chief  economist  at 
Cleveland's  National  City 
Corp.,  expects  cap-ex  to 
climb  13.6%  in  2004,  vs. 
5.2%  last  year.  "It's  pedal  to 
the  metal,"  he  says. 

In  addition,  companies 
have  kept  inventories  low 
coming  out  of  the  down- 
turn, leaving  them  with  little 
stock  to  draw  from  as  sales  turned  up. 
Their  reluctance  to  fill  the  supply  chain 
made  sense  even  as  the  economy  gained 
steam  last  year.  Over  the  past  few  years, 
many  manufacturers  had  boosted  output 
before  when  orders  ticked  up,  only  to  see 
the  goods  get  stacked  up  when  sales  quick- 
ly tapered  off  again.  But  now,  after  months 
of  stronger  demand,  many  companies 
have  drawn  inventories  down  so  low  they 
can't  fill  orders  anymore  unless  they  hike 
production.  As  manufacturers  gain  faith 
that  growth  will  remain  strong,  output 
should  move  into  higher  gear  as  ware- 
houses are  restocked,  economists  say. 

The  dollar's  decline  also  could  help 
sustain  the  nascent  turnaround.  Exports 
haven't  helped  much  yet,  but  a  third  of  re- 
spondents to  the  NAM's  annual  member- 
ship survey,  released  on  Feb.  23,  believe 
they'll  see  greater  foreign  sales  this  year; 
just  4%  believe  exports  will  fall.  Also,  im- 
ports are  becoming  pricier,  which  should 
shift  more  orders  to  domestic  producers. 
The  surprisingly  strong  upturn  is  lift- 
ing everyone  from  old-line  manufacturers 


Strong 
exports,  low 
inventories, 
and  capital 
spending 
are  helping 


like  Navistar  to  high-tech  outfits  such  as 
Qualcomm  Inc.  The  San  Diego  microchip 
maker  has  been  blindsided  by  demand 
from  mobile-phone  producers.  Sales  of 
phones  using  Qualcomm's  CDMA  tech- 
nology totaled  37  million  in  the  yearend 
quarter,  up  from  a  forecast  of  32  million, 
as  wireless  outfits  signed  up  new  cus- 
tomers in  droves.  And  with  sales  for  the 
current  quarter  also  running  ahead  of  pre- 
dictions, inventories  have  been  drained. 
Says  Chairman  and  CEO  Irwin  M.Jacobs: 
"We  had  to  scramble  to  provide  sufficient 
supply  to  meet  the  demand." 

SMALL  HIRING  STEPS 

SOME  ARE  SCRAMBLING  more  than 
others  to  fill  orders.  Virtually  every  com- 
pany that  uses  steel  or  other  commodity 
metals  is  getting  walloped  with  higher 
prices;  many  are  also  facing  longer  lead 
times  for  deliveries.  Bottlenecks  like  that 
are  retarding  the  factory-sector  rebound, 
claims  Bank  One's  Swonk.  But  she  and 
other  economists  believe 
such  curtailments  are  likely 
to  be  fleeting.  As  prices  rise, 
output  of  goods  such  as  steel 
will  rise,  too.  Plus,  sharp 
price  runups  and  spot  short- 
ages typically  are  a  sign  of 
strength,  occurring  when 
demand  outstrips  supply. 

Still,  for  all  the  factory  sec- 
tor's renewed  vigor,  the  $64 
million  question  remains: 
When  will  the  strengthening 
order  books  translate  into  a 
rise  in  manufacturing  payrolls?  Since  the 
factory  sector  tumbled  into  recession  in 
mid-2000,  manufacturing  has  lost  more 
than  2.8  million  jobs,  or  one  in  every  sev- 
en, as  employers  moved  work  to  low- 
wage  sites  outside  the  U.S.  or  simply  fold- 
ed. Now,  though  there  are  few  signs  of 
robust  hiring,  the  slide  in  jobs  appears  to 
be  bottoming  out. 

While  most  big  manufacturers  remain 
reluctant  to  staff  up,  many  of  their  smaller 
brethren  are  starting  to  add  to  the  head- 
count.  That's  fairly  typical  at  this  point  in 
the  cycle,  since  smaller  firms  often  carry  lit- 
tle inventory  and  maintain  leaner  payrolls. 
Take  Manitowoc  Co.  The  $1.6  billion  in- 
dustrial company  is  adding  600  employees 
at  its  shipyards  in  home-state  Wisconsin 
and  Ohio,  to  handle  new  orders  for  oil 
tankers  and  Navy  combat  ships.  After  three 
years  of  almost  unrelenting  recession, 
manufacturing  is  2004's  comeback  kid.  ■ 
-By  Michael  Arndt  in  Chicago, 
with  Faith  Arner  in  Boston,  Arlene 
Weintraub  in  Los  Angeles,  and 
Rich  Miller  in  Washington 
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COMPUTERS 


ARE  LAPTOPS 

THE  NEXT  DESKTOPS? 

With  a  price  war  raging,  notebooks  are 
headed  fast  toward  commodity  status 


WHEN  INTEL  CORP. 
launched  its  Cen- 
trino  chip  for  wire- 
less notebook 
computers  last 
year,  General 

Managers  David 
"Dadi"  Perlmutter  and  Anand  Chan- 
drasekher  made  a  bet  with  the  sales  team: 
Beat  the  sales  targets,  and  we'll  shave  our 
heads.  On  Feb.  3,  after  sales  topped  fore- 
casts by  10%,  they  took  the  stage  at  a  sales 
summit,  doffed  wigs,  and  unveiled  new 
chrome  domes. 

Perlmutter  and  Chandrasekher  may 
have  shaved  too  soon.  The  notebook 
boom  that  Intel  helped  set  in  motion 
looks  to  be  running  into  some  difficulty. 
For  one  thing,  a  price  war  that  has  raged 
for  three  years  in  desktops  is  shifting  to 
notebooks,  threatening  to  turn  them,  too, 
into  commodities.  And  it  looks  like  the  in- 
dustry over-estimated  first-quarter  de- 
mand—meaning some  PC  makers  may 
have  big  inventories  to  work  off  even  as 
new  rivals  are  rushing  in.  Finally,  supplies 
of  such  key  parts  as  liquid-crystal  displays 
are  tight,  pushing  up  costs.  With  most  PC 
profits  now  derived  from  notebooks,  the 
combination  could  spell  bad  news  for  the 
industry.  "The  safe  haven  is  disappear- 
ing," says  IDC  analyst  Roger  L.  Kay. 

PC  makers  insist 
their  inventories  are  in 
good  shape.  But  there 
are  signs  of  trouble  fur- 
ther down  the  supply 
chain.  Analysts  were 
taken  "aback  to  learn 
that  the  Taiwan  compa- 
nies that  make  the  guts 
of  notebooks  for  mar- 
ket leaders  Hewlett- 
Packard  Co.  and  Dell 
Inc.  saw  February  sales 
plunge  10%  to  15%. 
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alysts  add  that  PC  makers  incorrec 
sumed  that  laptops  were  so  hot  tha  h^ 
were  immune  from  the  post-Chr 
sales  slump  that  has  traditionally  af  rtd 
desktops.  The  manufacturers  insist  dh 
book  unit  sales  remain  strong,  but  ft  rrj 
Lynch  &  Co.  expects  growth  to  si 
about  20%,  from  27.2%  in  2003. 

Making  matters  worse,  falling 
could  cut  into  revenues  and  profit 
average  selling  price  of  a  notebook 
pected  to  fall  8.5%,  to  $1,409,  thi  ft 
from  last  year,  says  Merrill.  That  woi  1 1 
the  steepest  drop  in  three  years,  hi  iq 
everyone  from  HP  to  IBM  to  Dell.  Ir  ra 
Merrill  technology  strategist  S  vd" 
Milunovich  says  falling  prices  mes  ii 
dustry  revenues  will  grov  iuj 


10%  this  year,  vs.  18%  in  2C 
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RISING  PRICES  FOR  key  co  { 
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COMPUTER  CRASH 


Notebook  prices  could  tumble 
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What's  going  on?  PC  mak-    LAPTOP  CAFE 
ers,  encouraged  by  robust    Demand  could 
35% growth  in  third-quarter    fallthis year 
notebook  unit  sales  and  signs    ™ ^^ 
of    even    stronger    holiday    demand, 
ramped  up  their  orders 
from  Taiwan  by  a  stag- 
gering 68%,  according 
to     the     Taipei-based 
Market       Intelligence 
Center.  But  while  the 
sales  surge  kept  going 
through     the     fourth 
quarter,  analysts   fear 
that  the  sudden  drop  in 
supplier  orders  means 
that     the     pace     has 
slipped    in    the    first 
quarter  of  this  year.  An- 
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squeeze  on  notebook  ma 
Prices  for  LCDs  are  at  their  hitej 
point  since  2002  because  pq  dr 
sizes  are  in  short  supply.  Wh 
parity  is  expected  to  grow 
this  year,  much  of  it  will  be 
ed  to  more  profitable  LCD 
flat-panel  desktop  monitor 
told,  supply  will  exceed  de 
by  a  slim  1.8%  in  2004,  acco 
to  research  house  iSuppli 
The  market  is  so  tight  that  H 
peering  more  bottlenecks, 
piled  $150  million  worth  of  l|ta> 
parts  recently. 

Making  matters  worse,  cl^jr 
er  rivals   are  gaining  grc 
Irvine  (Calif.)-based  eMac 
Inc.,  which  launched  its 
notebook  last  year,  says  i 
grabbed   9%   of  retail   m 
share.  Several  contract  manfat 
turers  who  build  laptops  fopl 
major  PC  makers  are  also  loc 
to  enter  the  market  with 
own  labels.  "Everybody  wai 
be  in  this  space,"  says  Greg  Memo, 
chines'  executive  vice-president. 

All  this  has  left  PC  makers  scram 
for  new  customers.  The  firms  hope  a 
rate  buyers— who  typically  buy  hi, 
margin  products— will  get  off  the 
lines.  Some  are  also  counting  on 
features  for  an  edge.  In  February,  IB 
troduced  its  new  ThinkPad,  a  3.5-p 
model  that  sports  the  equivalent  of  £ 
bag  to  protect  the  hard  drive.  With  a 
luck,  it  will  help  cushion  the  coming 
to  notebook  sales.  ■ 

-By  Andrew  Park,  with  Cliff Edwar 
San  Mateo,  Calif. 
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I  RICH  MILLER 


Greenspan  Unbound 


5  the  Fed  Chairman's  term  winds  down,  his  opinions  are  getting  more  pointed 

I  .  Alan  Greenspan  has  certainly 
1  4  been  in  the  news  lately.  In  a 
I  three-week  stretch  that  ran  into 
L  early  March,  Greenspan  took  to 
e  bully  pulpit  no  fewer  than  eight 
Ties— often  speaking  out  on  topics  rang- 
g  far  from  his  home  turf  of  monetary 
)licy.  In  the  process,  he  has  been  accused 
being  a  shill  for  the  White  House  for  his 


oport  of  the  President's  tax 
s,  an  opponent  of  minority 
ising  for  his  call  to  rein  in 
)rtgage  giants  Fannie  Mae 
d  Freddie  Mac,  and  a  foe  of 
:  elderly  for  advocating  cuts 
Social  Security  benefits. 
;But  something  important  is 
ng  missed  in  all  the  sturm  und 
mg  over  Greenspan's  remarks. 
the  areas  where  his  opinions 
int  most,  monetary  policy  and 
economy,  the  chairman  has 
io  been  speaking  out— and  he 
s  been  unusually  frank  in  set- 
g  out  a  road  map  for  future  interest- 
e  moves.  He  conceded  that  rates  will 
^e  to  rise  at  some  point.  Though 
it's  obvious,  it  is  unusual  for  a  Fed 
airman  to  openly  predict  the  direc- 
n  of  interest  rates.  And  in  recent  days, 
eenspan  has  also  laid  down  clear 
irkers  that  show  what  would  prompt 
i  Fed  to  tighten  credit. 
That's  new.  Much  to  the  exaspera- 

n  of  his  central  bank  colleagues,    

eenspan  has  always  refused  to  be    ^^^^^^^^ 
ined  down  on  three  key  questions 

it  govern  rate  changes.  What  is  the  natural  rate  of  unem- 
)yment— the  lowest  level  of  joblessness  that  can  be  main- 
ned  without  pushing  up  inflation?  What  is  the  trend  rate  of 
xluctivity  growth?  And  how  do  you  define  price  stability? 
In  testimony  to  Congress  in  recent  weeks,  Greenspan  went  a 
ig  way  toward  providing  answers  to  all  three.  After  years  of 
ndering  whether  there  even  was  a  natural  rate  of  unem- 


What 
better  time 
to  tackle 
prickly 
political 
issues? 


ployment,  he  now  thinks  the  economy's  increased  flexibility  and 
efficiency  could  allow  joblessness  to  fall  to  as  low  as  4%  without 
stoking  inflation.  That's  controversial,  at  least  in  the  economic 
fraternity.  The  consensus  there— and  probably  vvdthin  the  Fed- 
is  that  the  natural  rate  of  unemployment  is  closer  to  5%. 

While  Greenspan  was  among  the  first  to  spot  the  onset  of  the 
productivity  revolution  in  the  mid-'90s,  he  also  shied  away  from 
spelling  out  what  he  thought  the  underlying  growth  rate  of  pro- 
ductivity was.  But  in  responding  to  lawmakers'  questions  about 
whether  the  U.S.  could  grow  its  way  out  of  the  budget  deficit,  he 
suggested  that  the  trend  rate  of  productivity  growth  is  now 
about  3%.  That's  at  the  high  end  of  most  economists'  forecasts 
and  is  even  faster  than  the  X/2%  rate  of  the  1996-2000  boom. 
At  that  same  budget  hearing  on  Feb.  25,  Greenspan  also  came 

clean  on  another  subject  of  criti- 
cal importance  to  monetary  pol- 
icymakers: What  constitutes 
price  stability?  In  response  to  a 
question  about  inflation  targets, 
the  monetary  maestro  indicated 
that  measured  inflation  of  about 
1%  is  equivalent  to  price  stability, 
after  taking  into  account  the  bi- 
ases in  the  consumer  price  index 
compiled  by  the  government. 

The  bottom  line  for  Fed  poli- 
cy: Even  if  the  economy  keeps 
growing  at  4%  and  unemploy- 
ment continues  to  edge  down, 
Greenspan  won't  necessarily  raise  rates.  What  he'll  be  watching 
is  prices  and  price  pressures.  If  inflation  shows  signs  of  a  pick- 
up, he'll  tighten  credit. 

But  why,  after  years  of  reticence,  is  Greenspan  finally  clarify- 
ing what  he  thinks  the  parameters  of  the  New  Economy  are? 
Perhaps  it's  because  he's  in  the  twilight  of  his  Fed  career.  After 
16  years  atop  the  central  bank,  Greenspan  is  widely  expected  to 
step  down  within  the  next  year  or  two.  Once  he  does,  his  opin- 
ions about  the  economy  will  carry  less  weight. 

That  may  be  why  he's  also  speaking  out  forcefully  on  such 
prickly  political  issues  as  Fannie  Mae  and  Freddie  Mac  as  well 
as  Social  Security.  He  has  long  worried  that  the  pell-mell 
growth  of  Fannie  and  Freddie  poses  a  risk  to  the  financial  sys- 
tem. But  now  he's  taking  his  concerns  public  and  has  urged 
Congress  to  rein  them  in  before  if  s  too  late. 

Greenspan's  call  to  reduce  Social  Security  benefits  wasn't 
new.  He  has  said  that  countless  times.  That's  why,  associates 
say,  he  was  surprised  by  the  political  firestorm  that  greeted  his 
remarks.  But  he  doesn't  regret  making  them.  With  the  clock 
ticking,  now's  the  time  to  speak  out.  ■ 
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SWEPT  AWAY 
AT  SHELL 

The  furor  over  Royal 
Dutch/Shell  Group's 
downgrade  of  its  oil  and  gas 
reserves  in  January  has 
claimed  scalps  at  the  world's 
third-largest  oil  company.  On 
Mar.  3,  Shell's  board  ousted 
group  Chairman  Philip  Watts, 
58,  and  his  heir  apparent, 
exploration  and  production 
chief  Walter  van  de  Vijver,  48. 
A  Shell  spokesman  said  the 
move  followed  a  probe  by  the 
board's  group  audit 
committee  "into  the  facts  and 
circumstances  surrounding 
the  recategorization"  of  some 
20%,  or  3.9  billion  barrels,  of 
reserves.  A  large  chunk  of 
those  reserves  was  booked 
during  Watts'  tenure  as  head 
of  E&P  from  1997  to  2001. 
The  Securities  &  Exchange 
Commission  is  investigating 
Shell's  reserve  reporting. 
Watts'  successor  is  Jeroen 
van  der  Veer,  president  of 
Royal  Dutch  Petroleum,  a 
Netherlands-based  company 
that  controls  60%  of  the 
group.  London-based  Shell 
Transport  &  Trading  has  40%. 
Investors  hope  that  van  der 
Veer  will  streamline  the 
company's  cumbersome 
ownership  structure,  which 
hampers  decision-making. 

-Stanley  Reed 


SCO:  SEE  YOU 
IN  COURT 

Upping  the  stakes  in  its  battle 
over  the  use  of  Unix  software 
code,  SCO  Group  has  filed 
intellectual-property  suits 
against  two  users  of  the  open 
software  package  Linux: 
AutoZone  and  DaimlerChrysler. 
Software  maker  SCO  claims 
ownership  of  the  basic 
technology  in  the  Unix 
operating  system,  and  says 
Unix  code  has  been  included 
in  Linux.  SCO's  suit  against 
Daimler  claims  the  carmaker 
violated  its  contract  by 
refusing  to  certify  that  it  was 
not  misusing  SCO's  Unix 
technology.  The  suit  against 
auto-parts  seller  AutoZone 
alleges  that  it  is  violating 
SCO's  copyrights  by  using 
Linux.  AutoZone  could  not  be 
reached  for  comment,  and 
DaimlerChrysler  declined 
comment.  SCO's  charges  have 
not  slowed  down  the 
adoption  of  Linux  yet,  but 
analysts  are  waiting  to  see  if 
the  suits  change  that.  SCO 
shares  fell  14%,  to  $11.59,  on 
Mar.  3,  after  a  decline  in 
quarterly  revenues. 


LAST  CALL  FOR 
CHUCK  HILL 


Charles  "Chuck"  Hill,  the 
respected  director  of  research 
at  Thomson  First  Call,  is 
leaving  the  stock  research 
firm  following  a 
restructuring  by  parent 
Thomson  Financial.  According 


to  Hill,  the  departure  wasn't 
his  choice.  Michael 
Thompson,  formerly  of 
Riskmetrics  Group,  will  take 
over  Hill's  role,  in  addition  to 
overseeing  other  Thomson 
research.  "Chuck  has  been  a 
valuable  contributor  in 
building  the  First  Call 
franchise,"  said  Sarah  Dunn, 
Thomson's  chief  content 
officer.  Hill,  66,  who  joined 
First  Call  in  1992,  has  long 
been  the  firm's  public  face. 
He  testified  on  Capitol  Hill 
regarding  Enron,  analyst  pay, 
and  other  issues.  "I  hope  I've 
played  a  teensy  role  in 
getting  the  investment 
profession  back  to  being  an 
honorable  one,"  says  Hill. 


calorie  food  in  megapor  na ,, 


NISSAN  BURNS 
RUBBER 

Though  U.S.  auto  sales  rose 
only  a  lackluster  4.8%  in 
February  from  a  year  earlier, 
Nissan  Motor  streaked  to  a 
blistering  46%  for  the 
month.  Nissan's  share  of  the 
U.S.  auto  market  climbed  to 
5.9%  from  4.2%  a  year  ago. 
The  gain  was  fueled  by  the 
revamped  Quest  minivan 
and  two  models  Nissan 
didn't  have  in  the  2003 
model  year:  the  Armada 
sport-utility  vehicle  and 
Titan  full-size  pickup.  The 
good  news  for  Nissan  is  that 
it  achieved  the  gain  with 
about  half  the  incentives— 
roughly  $1,500  per  vehicle- 
offered  by  Mitsubishi 
Motors,  whose  sales  fell  19%. 


SUPER  SIZE 
DOWNSIZED 

After  years  of  bulking  up  its 
portions,  McDonald's  is  cutting 
back.  The  No.  1  burger  chain 
will  quit  selling  Super  Size 
french  fries  and  beverages  as 
part  of  its  new  "healthy 
lifestyle  initiative." 
McDonald's  has  been 
attacked  for  dishing  out  high- 


Indeed,  in  a  new  docu 
mentary,  Super  Size  Me, 
filmmaker  eats  nothing  1 1 
McDonald's  food  for  ana 
and  gains  25  pounds.  Tl 
doomed  7-oz.  Super  Sizt 
contain  610  calories.  By 
yearend,  the  biggest  s 
weigh  an  ounce  less  an 
mere  540  calories 


ETCETERA...]  j 

»  Lockheed  Martin  Presilni 
Robert  Stevens  will  becc  le 
CEO  in  August. 
»  An  appeals  panel  rejelej ' 
FCC  rules  forcing  the  Bal 
Bells  to  lease  their  netwo|sr 
to  rivals  at  a  discount. 
»  California  voters  appj 
a  $15  billion  bond  to  bai 
state  finances. 


CLOSING  BELI 


Despite  strong 
revenues  and  a 
23.1%  profit  gain 
the  latest  quarter 
Costco  Wholesakl 
shares  slid  4%,  t( 
$38.31,  on  Mar.  3 
Investors  fear  the 
end  of  the  grocer 
strike  in  California 
could  slow  growth 
and  continued  co 
cuts  won't  come 
fast  enough  to 
bolster  margins. 
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Hie  Strategy  Behind 
ferry's  Veepstakes 


HAS  THE  PRESIDENTIAL  NOMINATION  locked  up.  Now  John  Kerry 
:es  his  next  big  task:  picking  a  running  mate.  Potential  Vice- 
esidents  have  been  quietly  auditioning  for  months:  Iowa  Gov- 
nor  Tom  Vilsack  has  boosted  his  profile  in  Washington,  while 
?w  Mexico  Governor  Bill  Richardson  got  plenty  of  TV  time 

ing  his  state's  primary.  Then  there's      Missouri  and  heavily  unionized  Ohio.  But 


n  Edwards,  whose  surprise  rise  to  be- 
ne Kerry's  chief  challenger  makes  him  a 
)ng  contender  for  the  No.  2  slot. 
Still,  for  all  the  jockeying,  at  this  point, 
ential  Veeps  can't  do  much  to  improve 
ir  chances.  "Candidates  choose  Vice- 
sidents  based  on  the  sole  criterion  of 
v  they  can  help  win  the  election,"  says 
odes  College  political  scientist  Michael 
lson.  In  recent  elections,  that  has  meant 
ancing  two  often- conflicting  strategies 
liversification  and  amplification. 
For  the  first,  think  FDR  and  John  Nance 
mer  in  1932  or  John  F.  Kennedy's  I960 
ston-to-Austin  connection,  when  Lyn- 
1  B.  Johnson  was  picked  to  lock  up  a 
vering  Texas.  But  in  to- 
■'s  media-driven  cam- 
gns,  the  electoral  map 
i  be  overshadowed  by 
age-making  concerns: 
Clinton  tapped  fellow 
Jthern  baby  boomer  Al 
re  to  drive  home  the 
age  of  youth  and  New 
mocratic  centrism.  Ker- 
too,  must  weigh  geog- 
»hy  against  the  message 
wants  voters  to  get  as 
ponders  the  list  of  Veep 
nnabes,  including: 
e  Sunshine  Boys:  Dem- 
ats  eager  for  revenge—  ^^^" 
i  Florida's  25  electoral  votes— will  urge 
rry  to  look  at  the  state's  senators,  Bob 
aham  and  Bill  Nelson.  But  Graham's 
ef  and  erratic  run  for  the  No.  1  spot  un- 
ved  many  Dems,  and  Nelson  is  untested 
the  national  stage.  Besides,  an  all-Sen- 
ticket  would  only  play  into  GOP  jibes 
it  Kerry's  a  typical  Washington  pol. 
irtland  Heroes:  Representative  Richard 
Sephardt  has  appeal  in  key  Midwestern 
Jegrounds,  including  his  home  state  of 


NORTH-SOUTH 
TICKET 

Garner  and  FDR 
in  the  '30s 


the  63-year-old  lifelong  legislator  doesn't 
get  voters  thinking  about  tomorrow.  Kerry 
could  complement  his  national-security 
edge  with  Vilsack's  domestic-policy  cre- 
dentials—if anyone  outside  Des  Moines 
knew  about  them. 

Military  Might:  For  a  campaign  on  national- 
security  steroids,  decorated  Lieutenant 
Kerry  could  mobilize  retired  General  Wes- 
ley Clark.  Arkansan  Clark  didn't  impress 
insiders  during  his  first  political  race  and 
probably  wouldn't  help  win  Dixie.  But  an 
all-brass  ticket  could  quell  Republican 
charges  that  Democrats  are  soft  on  defense. 
Hispanic  Heft:  Richardson  could  be  the 
first  Hispanic  on  a  national  ticket,  and  he 
hails  from  the  Southwest, 
a  Democratic  target.  In  an 
extremely  tight  election, 
New  Mexico's  five  elec- 
toral votes— awarded  to 
Al  Gore  by  less  than 
400  votes  in  2000— could 
be  crucial. 

The  Dazzler:  Edwards— 
the   mill   worker's   son 
whose  stump  skills  bring 
back  memories  of  Clin- 
ton—would inject  charisma  and  vigor 
into  a  campaign  still  prone  to  Boston 
Brahmin  stiffness.  In  open  primaries, 
Edwards  has  scored  with  independ- 
ents and  Republicans.  Still,  the  North 
Carolina    senator    probably   couldn't 
carry  his  own  state— and  Kerry  would 
have  to  work  hard  to  gin  up  chemistry 
with  his  ex-rival. 

As  Kerry  basks  in  his  Super  Tuesday  tri- 
umph, no  one  can  say  what  will  drive  his 
decision.  But  with  George  W.  Bush  ready  to 
pull  the  trigger  on  a  $200  million  media 
onslaught,  nominee-in-waiting  doesn't 
have  much  time  to  spare.  ■ 

-By  Alexandra  Starr 


CAPITAL 
WRAPUP 

MOVE  OVER, 
HALLIBURTON 

Halliburton  isn't  the  only  one 
on  the  griddle  over  its  Iraqi  fuel 
deal.  Representatives  Henry 
Waxman  (D-Calif.)  and  John 
Dingell  (D-Mich.)  are  calling  on 
the  Pentagon  to  probe  the  role 
of  the  U.S.  Embassy  in  Kuwait 
in  short-circuiting  an  early 
audit  of  Halliburton's  pricing. 
The  Defense  Criminal 
Investigative  Service  is  already 
looking  at  whether  Halliburton 
overcharged  Uncle  Sam  by 
$61  million  when  it  bought 
Kuwaiti  oil  for  Iraq.  In  a  letter  to 
the  Defense  Dept.'s  Inspector 
General,  Waxman  and  Dingell 
say  the  embassy  told  auditors 
that  Kuwaiti  law  barred  them 
from  obtaining  price 
information  from  Halliburton's 
sole  supplier,  Altanmia 
Commercial  Marketing  Co. 
Legal  experts  say  there's  no 
such  restriction.  Waxman  also 
suggests  that  the  embassy 
pressured  Halliburton  to  use 
Altanmia,  rather  than  cheaper 
Turkish  suppliers,  to  reward 
Kuwait  for  help  with  the  war. 
An  embassy  spokesman 
declined  to  comment. 

FRIENDLY  FIRE  ON 
MEDICARE  REFORM 

President  Bush's  signature 
Medicare  reform  law  is  under 
fire— from  the  Right.  The 
conservative  and  usually  pro- 
Bush  Heritage  Foundation 
has  kicked  off  an  e-mail 
campaign  dubbed  Bitter 
Pills  to  highlight  what 
it  calls  the  law's  "sickening 
surprises  that  have  serious 
consequences  for  seniors  and 
taxpayers."  The  Washington 
think  tank  says  the  Medicare 
drug  benefit  passed  last  year  is 
costly  and  ill-conceived— a 
message  it  will  reinforce  with 
voters  and  policymakers 
"about  once  a  week,"  says  a 
Heritage  spokesman. 
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AUTOS 


ALL  ITS  EGGS 
IN  ONE  ASTRA? 

GM  is  banking  on  a  hot  new  model 
to  stoke  its  European  turnaround 


SLOW  RECOVERY 


MILLIONS  OF  DOLLARS 


GENERAL  MOTORS  CORP. 
Vice-Chairman  Robert 
A.  Lutz  took  the  stage  at 
the  Geneva  Auto  Show 
on  Mar.  2  and  gleefully 
crowed  about  the  "very 
fast  start"  of  the  new 
Opel  Astra,  the  flagship  of  Adam  Opel, 
GM's  main  operation  in  Europe.  GM's 
stylish  compact  hasn't  even  arrived  at 
dealerships,  but  already  Opel  has 
drummed  up  firm  orders  for  30,000  of 
the  cars  in  two  months.  Even  better  for 

Opel,  the  new  Astra's    

racy  design  and  lush  in- 
terior have  prompted 
glowing  reviews  in  trade 
magazines.  Even  rival 
execs  give  it  an  approv- 
ing nod.  "It's  a  beautiful 
car,"  says  Toyota  Europe 
Senior  Managing  Direc- 
tor Tokuichi  Uranishi. 

The  new  Astra  could 
be  just  what  GM  Europe 
needs  to  juice  sales, 
emerge  from  a  five-year 
slump,  and  accelerate 
the  earnings  recovery  of 
its  giant  parent  in  De- 
troit. The  timing  is 
lucky:  The  Astra  is  hit- 
ting the  market  just 
when  its  biggest  rival, 
Volkswagen,  is  reeling 
from  the  weak  launch  of 
its  vital  profit  spinner, 
the  Golf  compact.  Astra's 
classy  design  has  helped 
galvanize  the  sense  of 
new  beginnings  in  an 
Opel  lineup  long  distin- 
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guished  by  its  mediocrity.  Its  high-tech 
headlamps  are  framed  dramatically  in  a 
black-glass  setting,  "like  presenting  jew- 
elry in  a  special  case,"  says  Astra  design- 
er Friedhelm  Engler.  The  ambitious  team 
that  designed  the  Astra,  all  younger  than 
the  40-year-old  design  chief,  wanted  to 
push  Astra's  styling  to  the  edge.  "We  did- 
n't play  the  safe  card.  It  gives  us  a  clear 
advantage,"  says  Engler. 

The  Astra  must  deliver  more  than  just 
looks,  though.  A  lot  is  riding  on  the  suc- 
cess of  the  car,  which  is  priced  at  13,800 
euros  ($17,250),  2000 
euros  below  the  new 
Golf,  and  starts  arriving 
in  dealer  showrooms  on 
Mar.  19.  Its  projected 
annual  sales— after  the 
full  rollout— of  500,000 
are  one-third  of  Opel's 
volume.  GM's  three- 
year  turnaround  effort 
in  Europe  is  slowly 
bringing  results.  But 
GM  Europe  needs  a 
shot  in  the  arm  to  re- 
store its  health  com- 
pletely. The  $34  billion 
unit  lost  $2.3  billion 
from  2000  to  2003,  and 
almost  $3  billion  if  re- 
structuring charges  are 
thrown  in.  Just  break- 
ing even  would  help 
GM  hit  this  year's  target 
of  expanding  global 
earnings  to  $3.8  billion, 
from  $3.2  billion  in 
2003.  To  stop  GM  Eu- 
rope's losses,  the  com- 
pany  has   cut    15,000 


I 


jobs  since  2000,  whacked  plant  ca  q^ 
by  29%,  and  improved  quality. 

Plenty  of  previous  GM  turnarou 
Europe  have  foundered.  But  this 
Lutz  himself,  one  of  the  wonder  e.\  s 
Motown,  is  playing  a  key  role.  On  F  rfc 
he  took  over  as  chairman  of  GM  E  of. 
and  will  run  the  business  until  Giv  ii- 
Pacific  President  Frederick  A  Hend  s 
takes  the  job  on  June  1. 


A  SHARP  EYE  ON  DESIGN 

EVEN  WHEN  HENDERSON  steps  in 
will  be  keeping  a  sharp  eye  on  the  ( 
nent.  Last  fall  he  joined  the  boa 
Adam  Opel  with  the  aim  of  getting 
involved  in  product  design.  Since  t 
over  GM's  product-development  wo  si 
August,  2001,  he  has  been  cor 
through  GM's  global  lineup  to  find 
cles,  engines,  and  platforms  that  c 
used  in  different  markets  to  boos 
ciencies  and  save  billions.  In  the 
Opel  was  responsible  for  making 
cars  for  emerging  markets.  Under 
GM's  Asian  partners  Suzuki  and  Dafit 
are  taking  more  of  those  emerging 
ket  responsibilities,  freeing  Opel's  m 
neers  to  concentrate  on  their  homtli 
Daewoo  also  will  supply  low-priced  <  pi 
level  cars  for  Europe,  allowing  0;l  I 
move  upmarket. 

Opel  Chairman  Carl-Peter  Forsp 


af 
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1EVA  AUTO  SHOW    respected    former 

hopes  to  sell        BMW   executive 

^)  a  year         who  took  up  his 

post  three  years 
),  says  new  cars  like  the  Astra  and 
itinued  cost-cutting  could  help  Opel 
ak  even  or  possibly  make  $100  mil- 
l  this  year.  But  a  weak  German  econ- 
y  and  a  looming  price  battle  could 
ke  it  hard  for  Opel  to  produce  stellar 
•fits  on  the  Astra.  Analysts  are  skepti- 
,with  some  predicting  a  $130  million 
s  this  year  from  GM  Europe,  which  hi- 
des Saab. 

[f  the  Astra  isn't  a  hit,  GM  could  be 
king  at  more  production  cuts  in  Eu- 
>e,  says  Mark  Fulthorpe,  director  of  Eu- 
^ean  forecasting  at  auto-industry  con- 
tant  CSM  Worldwide.  Making  matters 
rse,  Asian  carmakers  such  as  Toyota, 
^san,  and  Hyundai  are  making  strong 
oads.  Meanwhile,  luxury  brands  such 
Volvo,  BMW,  and  Audi  have  success- 
ly  expanded  their  model  lineup  to 
aller  cars  to  steal  buyers  from  mass- 
irket  producers  such  as  Ford  Motor  Co. 
Opel.  Since  2000,  Opel  and  its 
itish  sister  brand  Vauxhall  have 
tched  market  share  in  Western  Europe 
I  to  9.2%  from  10.5%. 
GM  may  be  able  to  reverse  the  slide 
th  Astra.  Forster  packed  the  car  with 
hnology  normally  found  in  more  up- 


scale models,  like  a  new,  electronically 
controlled  chassis  system  to  improve 
handling  and  braking.  The  headlights  can 
"curve"  around  a  bend  when  the  car  de- 
tects a  turn,  and  sensors  in  the  tires  auto- 
matically warn  if  tires  are  getting  low. 
"We  hit  the  heart  of  the  market  in  terms 
of  value,  with  equipment,  design,  and  af- 
fordability,"  says  Astra  chief  engineer  Jon 
J.  Lauckner.  And  J.D.  Power  &  Associates 
Inc.  reports  that  Opel's  quality  has  been 
improving  faster  than  that  of  any  other 
car  company  in  Europe.  Says  Mark 
Fields,  CEO  of  Ford  Motor  Co.'s  Premier 
Automotive  Group  and  former  CEO  of 
Mazda:  "Opel  has  made  a  big  step  for- 
ward in  craftsmanship  with  the  Astra." 

The  battle  for  the  heart  and  soul  of  the 
compact  market  only  gets  tougher, 
though.  Renault,  Peugeot,  Ford,  and  Fiat 


Lutzhas 
been 

scrutinizing 
GM's  vehicle 
lineup  for 
cost  savings 


are  coming  on  strong  with  new  models. 
When  VW's  new  Golf  failed  to  meet  sales 
targets,  it  offered  a  $1,466  air  conditioner 
for  free.  Opel  meanwhile  offered  up  to 
$1,222  in  free  options  until  the  car  hit  the 
showrooms.  And  the  new  Astra  will  cost 
roughly  4%  less  than  a  similarly  equipped 
model  of  the  previous  generation.  "If  GM 
brings  its  incentive  dollars  to  Europe  to 
back  the  Astra,  we  are  in  danger  of  a  tit- 
for-tat,"  Fulthorpe  says.  "Then  the  rest  of 
the  industry  [has]  to  get  involved." 

At  least  Volkswagen  has  created  an 
opening  for  Astra  to  woo  the  Golfs  tradi- 
tional buyers.  VW  packed  expensive  engi- 
neering into  the  Golf  in  an  effort  to  boost 
the  car's  premium  image  and  margins, 
charging  a  lofty  base  price  of  16,000  eu- 
ros ($20,000).  Customers  balked,  and 
2003  sales  of  the  new  Golf  came  in  20% 
lower  than  expectations. 

To  capitalize  on  VW's  mis- 
take, Opel  has  to  match  its 
good  looks  with  handling  piz- 
zazz and  reliability.  "Styling  is 
just  one  factor.  What  about 
performance,   comfort,   and 
quality?"  asks  Toyota's  Uran- 
ishi.  That's  the  competition 
Astra  still  needs  to  sweep.  ■ 
-By  Gail  Edmondson 
in  Geneva  and 
David  Welch  in  Detroit 
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COMMENTARY 


BY  JOHN  ROSSANT 


The  EU:  Choking  Offlts  New  Blood 

Barring  workers  from  new  member  states  will  only  prolong  economic  stagnati 


WHEN  GEORGE  W.  BUSH 
recently  proposed  legaliz- 
ing the  status  of  up  to 
9  million  illegal  immi- 
grants residing  in  the 
U.S.,  it  reminded  some  Europeans  of  just 
how  differently  Americans  approach  the 
idea  of  pumping  fresh  blood  into  the 
workforce.  "If  any  Prime  Minister  in  Eu- 
rope stood  up  in  Parliament  and  an- 
nounced something  like  that  today,"  says 
Denis  MacShane,  Britain's  Europe  Minister, 
"he'd  be  dead  in  the  water." 

That  sense  of  political  expediency,  para- 
doxically, is  leading  Europe's  political  leaders 
to  shoot  themselves  in  the  foot,  an  area  where 
they  have  few  equals.  Immigration  fear  is 
driving  the  region  to  miss  out  on  its  biggest 
chance  for  an  energy  infusion  in  years. 

It's  glaringly  obvious  that  Europe's  top  pri- 
ority is  reversing  its  dismal  economic  record. 
Over  the  past  decade,  the  euro  zone's  average 
annual  growth  rate  has  clocked  in  at  an  ane- 
mic 2.1%.  So  the  idea  of  eight  raring-to-go  na- 
tions of  ex-communist  Eastern  Europe  enter- 
ing the  EU  as  full  members  on  May  1  ought  to 
be  great  news  for  growth.  All  those  youthful, 
well-trained  Czechs,  Poles,  and  Latvians— 
what  better  way  to  turbocharge  Europe's 
aging,  cosseted  workforce? 

Not  if  European  politicians  can  help  it.  One 
by  one,  the  Old  Europe  countries  of  the  EU 
are  slamming  the  door  on  the  workers  of  the 
New  Europe.  When  membership  agreements  were  being  nego- 
tiated with  former  East  Bloc  countries  last  year,  EU  countries 
were  allowed  to  restrict,  for  up  to  seven  years,  the  right  of  new 
EU  citizens  in  the  east  to  work  and  live  freely  in  the  west.  But 
this  was  done  at  the  particular  insistence  of  high-unemploy- 
ment German}-  and  Austria,  and  for  a  while  they  were  the  only 
ones  to  plan  immigration  barriers. 

Yet  with  the  May  1  enlargement  fast  approaching,  countries 
that  once  prided  themselves  on  open  immigration  policies  are 
doing  an  about-face.  Across  slow-growth,  high-unemployment 
Europe,  fears  of  being  overrun  by  immigrants  are  rising.  In  mid- 
January,  the  Netherlands  cut  the  number  of  new  work  permits  to 


just  22,000,  while  in  Denmark,  East  European  workers  wi 
face  a  two-year  wait  for  permits.  Even  Swedish  Prime  Mim 
Goran  Persson— a  center-leftist  who  last  year  pledged  not  Ira 
strict  immigration  from  the  east— has  not  been  able  to  pis 
anti-immigrant  feelings  at  home.  On  Jan.  30  he  announce  ma 
Sweden,  too,  would  refuse  entry  for  workers  from  the  EU': lei 
members.  And  in  France,  where  regional  elections  begin  onlai 
21,  the  extreme-right  National  Front  has  been  gaining  in  ub 
thanks  in  part  to  its  strong  anti-immigration  rhetoric.  "WitAi 
6  million  unemployed  in  France,  we  should  be  retraminlw 
people  rather  than  giving  jobs  to  immigrants,"  says  Louis  Id 
campaign  director  for  National  Front  candidate  Marine  Ltlp 
Such  barriers  make  no  economic  sense.  Already,  the  lla 
tively  low  level  of  inter-European  labor  mobility  meam|ii 
Continental  economies  can't  respond  fkJpl! 
to  macroeconomic  shifts.  When  a  dowm 
hits  northern  Germany,  for  examplcln 
workers  relocate  to  more  vibrant  Hollanoia 
door.  So  despite  its  single  market  and  spl 
currency,  much  of  Europe  remains  stucmi 
slow-growth  rut 

Erecting  barriers  against  the  east  mere  re 
inforces  the  inertia.  And  it  sends  a  partic  u 
ly  nasty  message  to  the  new  members  o  fa) 
club:  that  they  are  second-class  citizens.  £u 
ropean  promises  about  open  access  amoi  In 
nothing,"  says  Istvan  Szent-Ivanyi,  the  he  a 
i  '         the  Hungarian  Parliament s  European   te 

'  gration  Affairs  Committee.  "What's  hap  ■ 

ing  now  is  hitting  the  credibility  of  pro-I  m 
pean  forces  around  Eastern  Europe." 

The  final  irony  is  that  the  growing  Wea| 
European  fears  ofa  tidal  wave  of  immigr  oi 
are  almost  surely  unfounded.  An  exhav  w 
European  Commission  study  released  ii  ■ 
February  projects  that  at  most,  an  v 
220,000  citizens  from  new  member  state  d 
be  relocating  every  year  to  the  * 


Countries 
that  prided 
themselves 
on  openness 
are  closing 
their  doors 


over  the  next  half-decade— hail 
gigantic  shift  in  a  union  of  45C| 
Hon  people.  So  in  the  end, 
pean  leaders  are  just  pander 
fears.  "What  kind  of  Europe  i 
talking  about  that  can't  at 
these  workers?"  asks  Italian  i 
mist  Renato  Brunetta,  a  mem! 
the  European  Parliament, 
shortsighted,  egotistical  Ei 
It's  a  low-growth  Europe,  too. 
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Introducing  the  lowest 
International  wireless 
calling  rates.  Ever. 
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Call  over  30 countries  across  Europe,  Latin  America  and  Asia 
with  the  lowest  international  rates  in  the  industry. 

Calling  around  the  world  is  affordable  and  easy  with  Enhanced 
Discounted  International  Dialing.  Just  add  it  to  any  qualified 
AT&T  Wireless  calling  plan  for  an  additional  $3.99  a  month  and 
you  can  call  to  over  30  countries  at  international  calling  rates 
lower  than  any  national  wireless  carrier.  Plus  you  get  great  low 

rates  to  many  other  countries.  International  text  messaging  is  also  available  in  select  countries.  Whether 

you  call  near  or  far,  an  AT&T  Wireless  phone  is  the  only  phone  you'll  ever  need. 


UK 

FRA 

GER 

JPN 

MEX 

70 

90 

Rates  apply  only  when  calling  from  the  AT&T  Wireless 
network.  Airtime  or  roaming  charges  and  surcharge  for 
calls  to  wireless  phones  may  apply. 


£    Switch  to  AT&T  Wireless  today  and  get  more  minutes. 


Sign  up  now  for  the  AT&T  Wireless  $39.99  National  Plan  and  get  600  Anytime  minutes,  unlimited  night 
&  weekend  minutes  and  nationwide  long  distance  included. 

All  from  your  applicable  service  area.  See  below  for  activation  fee  and  other  monthly  charges  and  terms. 


reachout 

on  the  wireless  service  America  trusts ' 


AT&T  Wireless 


1  866  reachout  attwireless.com 


1 P4  AT&T  Wireless  All  Rights  Reserved.  An  additional  monthly  $1.75  Regulatory  Programs  Fee  will  be  added  to  your  bill  for  each  line  of  service  to  help  fund  AT&T  Wireless  compliance  with  various  government- 
lated  programs  which  may  not  yet  be  available  to  subscribers. This  is  not  a  tax  or  a  government-required  charge.  Requires  new  activation  on  qualified  plan,  credit  approval.  $36  activation  fee.  minimum  one-year 

;  sment,  compatible  device  and  $175  cancellation  fee  per  line.  Not  available  for  purchase  or  use  in  all  areas.  Number  portability  not  available  in  all  areas.  Usage  is  rounded  up  to  next  full  minute.  Unused  monthly 
<ances  lost.  Availability  and  reliability  of  service  are  subject  to  transmission  limitations  Different  rates  apply  when  outside  applicable  Service  Area.  Roaming,  additional  minute,  and  long  distance  charges  apply. Various 

'  ■■  surcharges,  fees  and  other  assessments  (e.g..  universal  connectivity  charge)  apply.  Other  restrictions  apply.  You  will  be  bound  by  the  Service  Agreement  and  printed  materials  Night  and  Weekend  Minutes:  Only 

I  ibte  on  calls  placed  from  the  Service  Area.  Applicable  long  distance  charges  additional.  Available  from  9  p.m.  -  5:59  a.m.  Mon.  -  Fri.;  and  Fri.  9  p.m  -  Mon.  5:59  am.  Nationwide  Long  Distance:  No  wireless 
distance  charges  apply  to  calls  placed  from  your  Service  Area  to  anywhere  in  the  50  United  States.  Standard  airtime  charges  apply.  Enhanced  Discounted  International  Dialing:  Special  credit  requirements 

i  ather  charges  and  restrictions  apply.  International  long  distance  rates  apply  only  when  using  the  AT&T  Wireless  network.  Airtime  or  roaming  charger  are  in  addition  to  international  calling  rates.  Calling  to 

lin  countries  is  blocked,  which  may  change  without  notice. You  may  be  charged  a  per-minute  surcharge  for  certain  international  calls  to  wireless  devices  The  international  calling  r?te  will  be  combined  with  the 

"irge  rate  on  your  invoice.  Available  countries,  rates  and  surcharges  are  subject  to  change.  See  attwireless.com/international  for  updated  countries,  rates  and  additional  information  about  wireless  surcharges. 

Messaging:  Requires  active  voice  plan  and  compatible  device.  You  can  only  send  short  text  messages  from  select  geographic  areas  to  customers  on  select  wireless  carriers  in  each  country.  You  will  be  billed 

II  messages  sent  from  your  device,  regardless  of  delivery. There  is  no  guarantee  of  actual  delivery  or  delivery  within  a  specific  period  of  time.  See  attwireless.com/text  for  charges  and  complete  details. 
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CHINA 


A  PRINCELING  WHO 
COULD  BE  PREMIER 

Rising  star  Bo  Xilai  will  oversee 
China's  WTO  commitments 


LOCAL  BUSINESSPEOPLE 
and  foreign  investors  in  the 
northeast  Chinese  coastal 
city  of  Dalian  look  back 
fondly  on  the  nine  good 
years  when  Bo  Xilai  was 
mayor  and  then  party  secre- 
tary. During  his  tenure,  from  1992-2001, 
the  suave,  charming  son  of  a  veteran  of  the 
Long  March,  Bo  Yibo,  transformed  the 
drab,  unassuming  port  into  a  cosmopoli- 
tan showcase  for  foreign  investment  and 
tourism.  He  also  gave  a  boost  to  small 
business.  "He  managed  the  city  like  an  en- 
terprise," says  Xiao  Zhiguo,  founder  of 
Dalian  Luminlight  Science  &  Technology 
Co.,  which  sells  pigments  and  plastics. 
"When  he  wants  to  accomplish  some- 
thing, he  always  does." 

Now  all  of  China  is  looking  to  this 
Communist  Party  highflier  to  outdo  him- 
self in  his  new  post  as  head  of  the  Com- 
merce Ministry,  to  which  he  was  appoint- 
ed on  Feb.  29.  The  Commerce  Minister 
has  a  crucial  role:  If  s  his  job  to  make  sure 
China  honors  the  market-opening  com- 
mitments it  took  on  when  it  joined  the 
World  Trade  Organization.  That  means 
Bo's  agency,  a  super  ministry  created  by 
the  agglomeration  of  three  trade  and 
economy  ministries  last  year,  must  be 
both  a  champion  of  Chinese  industry  and 
also  create  a  level  playing  field  for  foreign 
competitors  as  they  gain  increasing  access 
to  China  under  WTO  rules. 

If  Bo— one  of  China's  princelings,  as 
children  of  the  senior  Communist  elite  are 
called— can  keep  reform  going  in  the 
world's  fastest-growing  major  economy, 
expect  to  see  him  in  bigger  jobs.  "He  has 
very  strong  political  ambitions,"  says 
Cheng  Li,  a  professor  of  government  at 
Hamilton  College  in  Clinton,  N.Y.  "He 
would  like  to  become  a  Politburo  member 
or  even  Premier." 

Bo's  problem  is  that  China  is  a  mael- 


strom of  competing  inter- 
ests, including  municipal 
officials  who  are  highly  pro- 
tectionist—and often  inde- 
pendent from  Beijing.  Bo 
will  have  to  fight  for  bureau- 
cratic supremacy  with  both 
local  and  national  politicos. 
When  disputes  arise  over  thorny  issues 
such  as  intellectual-property  protection  or 
agricultural  import  barriers,  he  may  end 
up  having  to  appeal  to  the  all-powerful 
State  Council.  "The  Commerce  Ministry  is 
the  protector  of  the  spirit  of  the  WTO," 
says  Jim  Gradoville,  chairman  of  the 
American  Chamber  of  Commerce  in  Bei- 
jing and  vice-president  of  Motorola  China 
Electronics  Ltd.  "The  question  is  how  they 
manage  that  role  when  they  don't  always 
have  final  authority." 

MAGIC  TOUCH 

THE  ENGLISH-SPEAKING  Bo  has  more 
than  good  looks  and  charm  going  for 


Bo  Xilai 


AGE:  54 

FATHER:  Bo  Yibo,  revolutionary  hero  and 
veteran  of  the  Long  March 

EDUCATION  B.A.,  world  history,  Beijing 
University;  Master's  in  journalism,  Chinese 
Academy  of  Social  Sciences 

CAREER:  1984,  Jinxian  County,  Liaoning, 
deputy  party  secretary  and  later  party 
secretary;  1992-99,  mayor,  city  of  Dalian; 
2003-4,  governor  and  deputy  party 
secretary,  Liaoning  Province;  Feb.  29, 2004 
named  Commerce  Minister 

FAMILY  Married  to  lawyer  Gu  Kailai, 
two  children 

s  Who:  Current  Chinese  Leaders.  2003.  BusinessWeek 


AMBITIOUS 

Bo's  drive  has 
provoked  sorr 
resentment  a 
colleagues 


}f6, 

ai 


him.    In    Dalian, 
the      54-year-old 
graduate  of  Bei- 
jing     University 
earned  acclaim  by 
giving     the     city 
clean  streets,  green  parks,  and  a  j 
sional  soccer  team.  As  mayor  an 
governor  of  down-at-the-heels  Lk|i^ 
province,  Bo  was  seen  as  a  tireless 
of  private  enterprise,  offering  tax  an  ot 
er  incentives  to  those  starting  thei  rt 
companies,  particularly  in  high  tec 
had  a  magic  touch  with  foreigners  a  v* 
Dalian  has  attracted  a  total  of  $15 
in  foreign  investment  in  the  last  d 
including  $6  billion  from  Japan 
Makiko  Kamimura,  general  manag 
packaging-materials  factory  durin 
time,  remembers  how  he  gave  pe 
attention  to  the  needs  of  foreign  inv 
including  setting  up  a  special  depar  n 
and  hotline  to  deal  with  their  probJ  ru 

Oddly  enough,  Bo's  status  as  \in 
Bo  Yibo  has  hampered  his  cant 
times.  Twice,  in  1992  and  1997,  j'lot- 
cadres  at  Communist  Party  Congp 
ensured  that  he  was  passed  over  f 
sitions  in  Beijing.  It  wasn't  until  la:re( 
that  he  finally  became  a  member  [  a 
Central  Committee,  paving  the  \v[ 
his  ministerial  appointment. 

Now,  Bo  has  to  prove  himself  ajlnj 
not  just  on  a  national  but  a  global  kg 
If  he  can  navigate  the  pitfalls  of  in 
menting  free  trade,  the  Premieryj. 
might  not  be  too  much  to  hope  for  I  ' 
-By  Dexter  Roberts  in  1  b  a 
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Iraq:  Why  the  Bombers 
Won't  Win  the  Day 


THE  IDENTITIES  OF  THOSE  WHO  organized  the  bombings  that  killed 
more  than  200  people  in  Karbala  and  Baghdad  on  Mar.  2  may  be 
obscure,  but  their  motives  are  clear.  Iraq's  Shiites,  downtrodden 
for  decades  despite  forming  two-thirds  of  the  population,  are  on 
the  verge  of  gaining  power  thanks  to  the  overthrow  of  Saddam 

Hussein.  The  bombers  want  to  frighten  the     that  all  the  Shiite  leaders  are  asking  their 


Shiites  into  dialing  back  their  political  as- 
pirations, and  they  want  to  plunge  Iraq  into 
the  chaos  of  a  sectarian  civil  war. 

Although  their  capacity  to  wreak  havoc 
is  great,  the  shadowy  insurgents  are  likely 
to  fall  short  of  their  aims.  True,  they  chose 
an  occasion  rich  in  symbolism  for  the  at- 
tack, but  that's  likely  to  backfire.  For  the 
first  time  since  Saddam's  defeat,  Shiites 
from  all  over  the  region  had  gathered  to 
celebrate  the  Ashura— the  commemoration 
of  the  death  of  Hussein,  the  grandson  of 
the  prophet  Mohammed, 
in  Karbala  in  680.  To 
Shiites  the  message  was 
clear.  The  Sunni  Muslims 
who  held  sway  in  Iraq  and 
continue  to  do  so  in  neigh- 
bors such  as  Saudi  Arabia 
don't  want  Shiites  to  lead. 
Yet  that  message— and  the 
fact  that  they  were  at- 
tacked during  their  most 
emotional  ritual— will  only 
strengthen  the  Shiites'  de- 
termination to  gain  politi- 
cal clout  commensurate 
with  their  population  size. 
Many  Iraqis  also  see  that 
the  insurgency's  message 
of  revenge,  sabotage,  and 
death  is  not  the  way  to  a 
brighter  future. 

While  a  few  people  in  Karbala  took  vio- 
lent revenge  on  suspected  Sunnis  or  for- 
eigners, both  Shiite  and  Sunni  religious 
leaders*have  called  for  restraint.  The  Sunni 
mosque  in  Baghdad's  Adhimiya  district, 
where  Saddam  Hussein  was  admired,  even 
appealed  for  blood  donations  for  those  in- 
jured in  an  attack  on  a  Shiite  mosque 
across  the  Tigris  river.  Top  Shiites  are  not 
urging  any  violent  breakup  of  Iraq.  "It  is  a 
dangerous  situation,  but  if  s  a  good  sign 


ANGRY  But  Shiite 
leaders  still  call 
for  restraint 


followers  to  stick  to  national  unity,"  says 
Ghanim  Jawad,  an  official  of  the  Al-Khoei 
Foundation,  a  Shiite  institution  in  London. 

Paving  the  Way 

THE  INSURGENTS  don't  have  a  com- 
pelling alternative  vision  of  Iraq  to  match 
that  of  the  25-member  Iraqi  Governing 
Council,  which  agreed  on  an  interim  con- 
stitution on  Feb.  29.  That  document  is  no- 
table for  its  provisions  respecting  the 
rights  of  individuals  and  empowering 
women,  although  these 
qualities  don't  yet  mean 
much  in  today's  violence - 
torn  Iraq.  Still,  the  consti- 
tution is  a  product  of  com- 
promise between  groups 
and  paves  the  way  for  the 
transfer  of  sovereignty  to 
Iraqis  on  June  30. 

The  fact  that  the  insur- 
gents lack  a  vision  won't 
stop  them  from  trying  to 
cause  further  turmoil.  The 
resistance  is  "organized 
and  coherent  enough  that 
it  could  be  self-sustain- 
ing," warns  Toby  Dodge,  an  Iraq  spe- 
cialist at  Britain's  Warwick  University. 
The  U.S.  blames  much  of  the  violence 
on  Abu  Musab  al-Zarqawi,  a  Jordanian- 
born,  al  Qaeda-linked  figure,  and  has 
put  a  $10  million  bounty  on  his  head.  But 
analysts  say  that  Iraqis— regime  diehards, 
Islamic  militants,  and  nationalists— are 
also  involved.  They'll  do  their  utmost  to  stir 
divisions  among  Iraq's  ethnic  and  religious 
communities.  That's  why  Britain's  top  offi- 
cial in  Iraq,  Sir  Jeremy  Greenstock,  predicts 
that  U.S.  and  British  forces  will  have  to  stay 
in  Iraq  for  at  least  two  more  years— two 
make-or-break  years.  ■ 

-By  Stanley  Reed  in  London 


GLOBAL 
WRAPUP 

A  SURPRISE  CHOICE 
RUSSIAN  PREMIER 


If 
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INVESTORS  HAVE  reacted 
favorably  to  President  Vladir 
Putin's  appointment  of  an 
obscure  bureaucrat— 53-ye: 
old  Mikhail  Fradkov— to  the  \ 
of  Russian  Prime  Minister, 
the  Mar.  1  announcement,  i 
Russian  stock  market  rose  \ 
new  highs.  A  former  Trade 
Minister,  Fradkov  became  1 
of  the  tax  police  under  Puti 
and  recently  was  represent: 
to  the  European  Union. 

While  some  Russians  fea 
crackdown  on  past  tax 
avoidance,  Fradkov— who  1 
no  apparent  political 
ambitions— is  expected  to 
follow  Putin's  orders  to  sha 
up  the  civil  service  and  spet 
economic  reform.  One  prio* 
will  be  negotiating  Russia's  | 
entrance  to  the  World  Trad 
Organization.  Putin  is  likeh 
win  a  landslide  reelection  o 
Mar.  14,  further  tightening 
grip  on  power. 


i 
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TENSIONS  RISE  OVER 

HONG  KONG  DEMOCR) 

A  U.S.  VISIT  BY  Hong  Kong 
democracy  lawmaker  Martir  jfee 
is  sharpening  the  debate  ov 
political  reform  in  the  formi 
British  colony.  Beijing  has 
denounced  a  scheduled  Maj 
appearance  by  Lee  and  otht 
activists  before  a  Senate  pai 
as  U.S.  meddling  in  China's- 
affairs.  The  visit  comes  in  tr 
midst  of  a  Beijing-led  campfc 
that  labels  some  Hong  Konjf 
democrats  unpatriotic  and  ife 
to  rule  the  city.  Following 
several  pro-democracy  rallitl 
China's  leaders  fear  the 
democrats  will  trounce  pro-l 
Beijing  candidates  in  legislsfc 
elections  in  September.  By  I 
playing  the  patriotism  card, I 
Beijing  is  telling  Hong  KonJ 
voters  that  support  for  Lee  i\ 
Co.  will  only  lead  to  more 
unrest  in  the  city. 
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DUBAI 

EXPECT    IT   ALL 


TO  SEE  WHERE  DUBAI'S  HEADED, 
TAKE  A  LOOK  AT  THE  HORIZON. 

king  at  the  Burj  Al  Arab,  the  world's  largest  and  only  7-star  hotel,  it's  hard  to  believe  that  just  30  years  ago  Dubai  was 
of  the  least  developed  cities  in  the  world.  Today,  the  city  is  one  of  the  most  sought  after  holiday  destinations.  And 

oite  an  international  downturn  in  travel,  Dubai's  hotel  occupancy  rate  showed  an  increase  of  34%  with  over  7.5  million 
le  visiting  the  city  in  the  last  U  years.  To  know  more  visit  www.dubaiexpect.com 
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The  Net's  Second 
Superpower 

China  will  soon  be  No.  1  in  Web  users. 
That  will  unleash  a  world  of  opportunity 


OR  YEARS,  CHINA'S  KING- 
soft  Corp.  struggled  to  make 
money  selling  consumer 
software.  Then  last  year,  the 
company,  based  in  the 
southern  city  of  Zhuhai, 
shifted  its  focus  to  the  Inter- 
net. In  September,  Kingsoft  launched 
Sword  Online,  a  rollicking  game  that  lets 
players  create  their  own  characters,  strike 
cyberalliances,  and  fight  virtual  attackers. 
The  new  business  is  taking  off:  In  just  six 
months,  more  than  1.7  million  people 
have  signed  up,  paying  either  $4.20  a 
month  or  $1.20  for  25  hours.  Kingsoft  ex- 
pects the  game's  success  to  help  it  double 
revenues  this  year,  to  about  $20  million, 
expand  into  other  Asian  markets,  and  be- 
come a  world-class  innovator  in  online 
gaming.  "We  want  to  be  the  pioneers," 
says  Oliver  Wang,  Kingsoffs  chief  tech- 
nology officer. 

Such  dreams  may  seem  outsize,  but 
Chinese  dot-commers  have  good  reason 
to  think  big.  China's  Internet  is  booming. 
More  than  22  million  newbies  piled  onto 
the  Web  last  year,  bringing  the  total  num- 
ber of  Chinese  online  to  80  million.  That 
makes  China  second  only  to  the  U.S.  in 
Internet  subscribers— and  the  Middle 
Kingdom  won't  be  No.  2  for  long.  By 


2006,  it  is  expected  to  pass  the  U.  S.  with 
153  million  Chinese  online,  estimates  in- 
vestment bank  Piper  Jaffray  &  Co.  The 
surge  is  being  driven  by  several  factors, 
including  a  strong  economy  that's  letting 
people  buy  PCs  and  the  opportunity  the 
Net  provides  to  skirt  China's  tight  gov- 
ernment censorship.  "The  Internet  is 
growing  like  crazy  here,"  says  Craig 
Watts,  managing  director  of  Norson  Tele- 
com Consulting  in  Beijing. 

HEADLONG  RUSH 

THE  EXPANDING  audience  has  set  off  a 
building  spurt  in  recent  months  reminis- 
cent of  Silicon  Valley  in  the  late  1990s.  Lo- 
cal businesses  such  as  Kingsoft  are  moving 
onto  the  Net,  staking  a  claim  to  the  rich 
opportunities  ahead.  Foreign  Web  compa- 
nies, including  Yahoo!  Inc.  and  eBay  Inc., 
are  making  acquisitions  to  expand  their 
operations  in  the  country.  And  entrepre- 
neurs from  around  the  world  are  opening 
shop  on  China's  Net.  They  range  from 
Peggy  Yu,  a  38-year-old  MBA  from  New 
York  University  who  runs  what  she  hopes 
will  be  the  Amazon.com  Inc.  of  China,  to  Li 
Ka-shing,  the  Hong  Kong  billionaire 
whose  portal  Tom  Online  Inc.  plans  to 
raise  as  much  as  $200  million  in  an  initial 
public  offering  scheduled  for  this  month. 


China's 

Evolving  Net 

China's  portals  are  expand- 
ing, and  entrepreneurs  are 
launching  e-tailing,  mobile, 
and  gaming  services. 
Heresalook: 


"w.jxonline.net 


THE  ESTABLISHMENT 


Investors  are  just  as  gung-ho  aboi  h 
market.  Sina  Corp.,  the  largest  Net  p  t^l 
in  China,  has  seen  its  shares  surge  e  H . 
fold  over  the  past  year,  to  $45.  Num«  ill 
companies,  such  as  Tom  Online  and  ty~ 
less  message  service  Linktone  Ltd.,  ar  ui 
ing  up  to  sell  stock  to  a  hungry  pi  it 
Even  venture  capitalists  are  getting  b<  e; 
In  February,  business-to-business  au  oj 
site  Alibaba.com  landed  $82  million  Ml 
Fidelity  Investments,  Softbank,  and »  k£ 
venture  players-the  largest  VC  invest?  ai 
in  a  China  Net  company  ever. 


THE  RISIlkl 


SINA  The  most  popular 
portal,  Sina  has 
95  million  registered 
visitors.  It  has  links  with 
Korean  companies  for 
online  gambling  and 
Yahoo!  for  auctions. 

REVENUES  $114  million 

PROFITS  $31  million 


SOHU  It  has  become 
profitable  by  sending 
Internet  content  to 
its  customers'  cellular 
telephones  in  the 
form  of  short  text 
messages. 

REVENUES  $80  million 

PROFITS  $26  million 


NETEASEAftera 
misstep  with  a  serious 
accounting  scandal,  its 
ads,  text  messages,  and 
games  have  made 
William  Ding  one  of 
China's  richest  men. 

REVENUES  $65  million 

PROFITS  $39  million 


SHANDATlU 

company  ju'lft 
the  former  tB 
Microsoft  in  H* 
its  president 
planning  to  p| 
an  IPO  this  Jf 

revenues! 

PROFITS  Nfcrt 
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question,  China's  Internet  compa- 

s  have  lots  of  growing  up  to  do.  Add  up 

market  caps  of  all  the  publicly  traded 

lyers,  and  the  total  comes  to  less  than 

}  billion.  That's  one-quarter  of  an  eBay, 

e-third  a  Yahoo.  In  most  markets,  the 

1  inese  dot-coms  are  well  behind  rivals 

:  the  U.  S.Japan,  and  Korea.  And  just  as 

the  U.  S.,  the  boom  probably  will  lead 

excess,  with  some  poorly  conceived 

sinesses  imploding. 

Still,  look  at  what's  happening  from 

uhai  to  Shanghai  to  Beijing,  and  you 


H 


iu, 


iNE  The  portal 
-  >f  Li  Ka-shing's 

oupaimsto 
nuch  as  $200 
an  IPO.  It 
In  cutting-edge 
services. 

IB  $77  million 

1 5  $20  million 


UNKTONE  The  number 
of  cell  phone  users  who 
subscribe  to  Linktone  for 
wireless  games,  cartoons, 
and  horoscopes  has  shot 
up  73%,  to  5.6  million  in 
six  months. 

REVENUES  $17  million 

PROFITS  $3.6  million 

Data:  BusinessWeek 


realize  that  the  implications  could  be  pro- 
found. So  far,  the  Internet  has  been  dom- 
inated by  a  single  country— the  U.S.  Now, 
China  has  the  potential  to  become  the 
second  major  power  of  the  Digital  Age. 
By  2006,  it  is  expected  to  have  more  peo- 
ple on  the  Net,  more  broadband  sub- 
scribers, and  more  mobile-phone  cus- 
tomers than  any  other  nation  on  earth. 
"To  have  300  million  people  in  China  use 
the  Internet  is  a  tiny  issue,"  says  Jack  Ma, 
Alibaba's  founder  and  CEO. 

You  won't  need  to  speak  Mandarin  to 
surf  the  Web.  But  important  innovations 
will  emerge  from  the  country,  especially  in 
markets  such  as  Net  services  for  mobile 
phones  and  online  gaming.  Foreign  com- 
panies that  want  to  be  dominant  Net  play- 
ers— think  eBay  and  Amazon— will  need  to 
have  a  presence  in  China.  And  high-tech 
multinationals  will  have  to  consider  China 
not  just  when  they're  selling  products  but 
also  when  they're  designing  them.  Last 
fall,  Nortel  Networks  Ltd.  decided  to  invest 
$200  million  in  a  research  and  develop- 
ment facility  in  Beijing  to  develop  net- 
working and  wireless  gear. 


While      sheer    OLIVER  WANG  His 

size  is  the  obvi-    game  Sword  Online 
ous    reason    for    has  become  an 
China's  growing    Jnternetsensation 
Net  influence,  the 

policies  of  the  Chinese  government  are 
just  as  important.  Under  President  Hu 
Jintao,  the  Beijing  government  is  careful- 
ly nurturing  local  companies  to  help  them 
compete  in  the  global  marketplace.  Not 
content  with  low-end  manufacturing, 
Beijing  is  determined  to  turn  China  into  a 
high-tech  force  that  can  rival  the  U.S., 
Japan,  and  others  in  innovation.  Already, 
the  government  has  used  the  billions  it 
spends  on  networking  gear  to  help  Chi- 
na's Huawei  Technologies  Co.  and  ZTE 
Corp.  become  world-class  rivals  to  Cisco 
Systems  Inc.  and  Nortel.  Huawei's  ex- 
ports doubled  last  year,  to  more  than 
$1  billion,  out  of  $3.8  billion  in  total  sales. 
That  may  be  a  sign  of  what's  to  come. 
Beijing  is  trying  to  set  the  standards  for 
several  key  Web  technologies  that  may  let 
the  country's  manufacturers  become  sig- 
nificant players  around  the  world.  Take 
Wi-Fi,  the  wildly  popular  wireless  technol- 
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ogy.  In  December,  Beijing  mandated  that  a 
new  Chinese  encryption  standard  for  Wi- 
Fi  be  used  in  all  gear  sold  in  the  country  af- 
ter June  1.  The  move  is  necessary,  officials 
say,  to  make  Wi-Fi  more  secure.  To  comply 
with  the  rule,  foreign  companies  have  to 
share  their  product  designs  with  one  of  the 
two  dozen  Chinese  companies  Beijing  has 
designated  as  licensees  of  the  standard. 
These  companies  will  integrate  the  stan- 
dard into  the  designs  and  then  help  pro- 
duce the  equipment. 

"OMINOUS  MOVE" 

HOWLS  OF  PROTEST  have  come  from 
American  high-tech  companies.  Dennis 
Eaton,  chairman  of  the  Wi-Fi  Alliance, 
says  many  of  the  trade  group's  members, 
which  include  Intel,  Cisco,  and  Broad- 
com, are  worried  that  they  could  lose 
their  edge  by  disclosing  chip  designs  and 
other  intellectual  property  to  potential 
Chinese  rivals.  He  says  some  may  even 
stop  shipping  Wi-Fi  products  to  China 
this  June.  In  early  March,  the  Bush  Ad- 
ministration wrote  a  letter  protesting  the 
mandate,  and  U.S.  industry  representa- 
tives vow  to  fight  the  policy,  which  they 
say  violates  World  Trade  Organization 
rules.  "If  s  a  very  ominous  move  for  the 
Chinese  government  to  take,"  says  Anne 
Stevenson-Yang,  managing  director  in 
Beijing  for  the  U.S.  Information  Technol- 
ogy Office,  a  lobbying  group  for  U.S. 
high-tech  companies. 

Even  if  the  U.S.  companies  ultimately 
win  in  a  WTO  court,  a  legal  battle  still  may 
be  a  losing  proposition.  A  company  such 
as  Intel  or  Broadcom  would  have  to  forgo 
sales  to  China  for  years  to  prove  their 
point.  That's  why  Beijing's  policies  likely 
will  help  several  Chinese  tech  companies 
follow  in  the  footsteps  of  Huawei,  becom- 
ing powerful  enough  to  compete  globally. 


WHY  CHINA  IS  A  GROWING 
FORCE  ON  THE  NET 


China  will  soon  have  the  most 
Web  users  in  the  world... 


.  MILLIONS 


...and  the  most 
broadband  households 


MILLIONS 
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Among  those  with  the  most  poten- 
tial are  networking  gear  maker 
Harbour  Networks  Co.  and  chip- 
maker  Semiconductor  Manufac- 
turing International  Corp. 

Focusing  on  the  trade  dispute,  however, 
risks  missing  an  important  development 
in  China's  tech  industry.  Just  as  Beijing  is 
trying  to  tip  the  scales  for  domestic  manu- 
facturers, local  Net  companies  are  coming 
up  with  promising  innovations  on  their 
own.  In  part,  that's  because  of  the  special 
characteristics  of  the  Chinese  market  As  in 
the  U.S.,  portals  were  the  first  Net  compa- 
nies to  emerge  in  China.  But  the  country's 
top  three— Sina,  Sohu,  and  NetEase— soon 
found  that,  unlike  their  American 
brethren,  they  could  not  rely  on  ad  sales, 
since  online  advertising  was  scarce. 

Instead,  the  companies  in  2002  struck 
gold  with  paid  messaging  services.  These 
are  tailor-made  for  China,  which  has  286 
million  mobile-phone 
users,  nearly  double  the 
number  in  the  U.S. 
Through  revenue-shar- 
ing deals  with  China's 
two  state-owned  cellular 
operators,  the  portals 
charge  to  send  news  up- 
dates, games,  and  online 
dating  info  to  mobile 
phones.  The  services 
have  evolved  far  beyond 
simple  text  messages. 
Sohu  even  sends  out  col- 
or greeting  cards  with 
voice  messages  from 
basketball  star  Yao  Ming. 
Multimedia  services  are 
expected  to  help  push 
the  market  from  $200 


PEGGY  YU  Will  her 
Dangdang.com 
startup  be  China's 
answer  to  Amazon? 


million  in  2001  to 
lion  this  year,  es 
Lehman  Brothers 
Upstarts  also  a 
perimenting  with 
range  of  paid  co 
One    runaway    s 
has  been  virtual  g 
played  either  onli 
on  mobile  phones, 
case  of  games  like 
soft's     Sword     O 
thousands     of 
compete  against  or|ai 
other  at  the  same 
taking  on  game  iAil 
ties  and  amassing  p 
cial  powers  over  ^  el 
or  months.  China  oi 
line  game  market    el 
pected  to  grow  fh  *ol 
by  2007,  to  $809  m  of 
says  researcher  IDC 
Certainly,    Chin 
playing     catch-up 
many  Internet  ma 
E-commerce,  for  c 
pie,  has  been  slow  to  develop  becai 
few  Chinese  have  credit  cards  an 
mail  is  unreliable.  But  Yu  is  starti 
make  progress  with  Dangdang.cc  I,  i 
distinctly  Chinese  version  of  Am|oi 
Dangdang  lets  would-be  buyers  pa} 
money  orders  and  even  old-fash i  i^ 
cash  on  delivery.  To  get  packages  to  ui 
tomers,  Dangdang  hired  a  fleet  of  de|e^ 
boys  who  zip  around  China's  bi 
cities  on  bicycles.  Yu  says  more  tl 
million  customers  have  bought  b 
CDs,  and  DVDs  from  Dangdang,  wi 
average  order  of  about  $10.  "We  ha\ 
ured  out  the  basics,"  she  says. 

There's  little  doubt  that,  as  tens  of 
sands  of  Chinese  go  online  for  tiru 
time  every  day,  the  country  is  ch 
It's  becoming  a  more  attractive  plac 
foreign  companies  to  invest— ancpi 
starting  to  show  signs  of  indigenous 
vation.  "China  is  part  of  the  le; 
edge,"  says  Robert  Mao,  president 
CEO  for  Nortel's  Greater  China  opera 
Just  look  to  Kingsoffs  Wang.  He's  wo  In 
with  next-generation  technologies  s(  il 
his  company  will  be  able  to  offer  m<  tie 
phone  games  that  blend  movies,  voict  n 
data.  With  that  kind  of  service  and  wiip 
largest  potential  audience  in  the  worl 
little  wonder  he's  dreaming  big.  ■ 

-By  Bruce  Eiitoi 
inZI  b 
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For  a  look  at  how 
Internet  is  affect ir 
politics  in  China  and  other  stories,  go  to 
www.businessweek.com/magazine/extr 


56  !  BusinessWeek  I  March  15.  2004 


Better  Data  -  Better  Care 

Start  with  technology  to  improve  doctor/ 
patient  relations.  Sybase  mobile  solutions 
and  Sybase  M-Business  Anywhere  "give 
physicians  access  to  apps  and  records 
right  at  the  point  of  patient  care. 


r 


=311 


Smarter  Administration 

Sybase  Data  Management  solutions  help 
healthcare  enterprises  respond  faster 
to  patients,  payers  and  providers  while 
reducing  the  costs  and  errors  of  paper- 
based  processes. 


*°  MOBILE  HEALTHCARE 


Sybase  is  the  world's  number  one 

provider  of  mobile  middleware* 

You  11  find  our  technology  at  work  in 

over  80%  of  the  top  100  companies 
in  the  FORTUNE  500.  Start  your 

journey  to  the  Unwired  Enterprise. 


Sybase 

The  Enterprise.  Unwired. 


Download  your  free  copy  of  the  Sybase/Intel 
White  Paper.  "Unwiring  the  Enterprise."  at: 

www.sybase.com/mhc 


'Source:  IDC.  Worldwide  Motile  Middleware  Competitive  Analysis. 
Forecast  for  2003-2007.  IDC  #29580.  Jul  2003 
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Hispanics  are  an 
immigrant  group 
like  no  other.  Their 
huge  numbers 
are  challenging 
old  assumptions 
about  assimilation. 

Is  America 
ready? 


BY  BRIAN  GROW 


MARIA  VELAZQUEZ 
was  born  in  a 
dingy  hospital  on 
the  U.S.-Mexican 
border  and  has 
been  straddling 
the  two  nations 
ever  since.  The  36- 
year-old  daughter 
of  a  bracero,  a  Mexican  migrant  who  tended 
California  strawberry  and  lettuce  fields  in  the 
1960s,  she  spent  her  first  nine  years  like  a  no- 
mad, crossing  the  border  with  her  family  each 
summer  to  follow  her  father  to  work.  Then  her 
parents  and  their  six  children  settled  down  in  a 
Chicago  barrio,  where  Maria  learned  English  in 
the  local  public  school  and  met  Carlos  Ve- 
lazquez, who  had  immigrated  from  Mexico  as  a 
teenager.  The  two  married  in  1984,  when  Maria 
was  17,  and  relocated  to  nearby  Cicero,  111.  Her 
parents  returned  to  their  homeland  the  next 
year  with  five  younger  kids. 

The  Velazquezes  speak  fluent  English  and 
cherish  their  middle-class  foothold  in  America. 
Maria  and  Carlos  each  earn  about  $20,000  a 
year  as  a  school  administrator  and  a  graveyard 
foreman,  respectively,  and  they  own  a  simple 
three-bedroom  home.  But  they  remain  wedded 
to  their  native  language  and  culture.  Spanish  is 
the  language  at  home,  even  for  their  five  boys, 
ages  6  to  18.  The  kids  speak  to  each  other  and 
their  friends  in  English  flecked  with  "dude"  and 
"man,"  but  in  Cicero,  where  77%  of  the  86,000 
residents  are  Hispanic,  Spanish  dominates. 

The  older  boys  snack  at  local  taquerias  when 
they  don't  eat  at  home,  where  Maria's  cooking 
runs  to  dishes  like  chicken  mole  and  enchiladas. 
The  family  reads  and  watches  TV  in  Spanish  and 
English.  The  eldest,  Jesse,  is  a  freshman  at  nearby 
Morton  College  and  dreams  of  becoming  a  state 
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trooper;  his  girlfriend  is  also  Mexican-American.  "It's  important 
that  they  know  where  they're  from,  that  they're  connected  to  their 
roots,"  says  Maria,  who  bounced  between  Spanish  and  English 
while  speaking  to  BusinessWeek.  She  tries  to  take  the  kids  to  visit 
her  parents  in  the  tiny  Mexican  town  of  Valle  de  Guadalupe  at 
least  once  a  year.  "It  gives  them  a  good  base  to  start  from." 

The  Velazquezes,  with  their  mixed  cultural  loyalties,  are  at 
the  center  of  America's  new  demographic  bulge.  Baby 
boomers,  move  over— the  bebe  boomers  are  coming.  They  are 
39  million  strong,  including  some  8  million  illegal  immi- 
grants— bilingual,  bicultural,  mostly  younger  Hispanics  who 
will  drive  growth  in  the  U.S.  population  and  workforce  as  far 
out  as  statisticians  can  project  (charts).  Coming  from  across 
Latin  America,  but  predominantly  Mexico,  and  with  high  birth 
rates,  these  immigrants  are  creating  what  experts  are  calling  a 
"tamale  in  the  snake,"  a  huge  cohort  of  kindergarten  to 
tiurtysomething  Hispanics  created  by  the  sheer  velocity  of  their 
population  growth— 3%  a  year,  vs.  0.8%  for  everyone  else. 

It's  not  just  that  Latinos,  as  many  prefer  to  be  called,  officially 
passed  African  Americans  last  year  to  become  the  nation's 
largest  minority.  Their  numbers  are  so  great  that,  like  the  post- 
war baby  boomers  before  them,  the  Latino  Generation  is  be- 
coming a  driving  force  in  the  economy,  politics,  and  culture. 


Cultural  Clout 


IT  AMOUNTS  TO  NO  LESS  than  a  shift  in  the  nation's 
center  of  gravity.  Hispanics  made  up  half  of  all  new 
workers  in  the  past  decade,  a  trend  that  will  lift  them 
from  roughly  12%  of  the  workforce  today  to  nearly  25% 
two  generations  from  now.  Despite  low  family  incomes, 
which  at  $33,000  a  year  lag  the  national  average  of 
$42,000,  Hispanics'  soaring  buying  power  increasing- 
ly influences  the  food  Americans  eat,  the  clothes  they  buy,  and 
the  cars  they  drive.  Companies  are  scrambling  to  revamp  prod- 
ucts and  marketing  to  reach  the  fastest-growing  consumer 
group.  Latino  flavors  are  seeping  into  mainstream  culture,  too. 
With  Hispanic  youth  a  majority  of  the  under-18  set,  or  close  to 
it,  in  cities  such  as  Los  Angeles,  Miami,  and  San  Antonio,  what's 
hip  there  is  spreading  into  suburbia,  much  the  way  rap  explod- 
ed out  of  black  neighborhoods  in  the  late  1980s. 

Hispanic  political  clout  is  growing,  too.  In  a  Presidential 
race  that's  likely  to  be  as  tight  as  the  last  one,  they  could  be  a 
must-win  swing  bloc.  Indeed,  the  increase  in  voting-age  His- 
panics since  2000  now  outstrips  the  margin  of  victory  in  sev- 
en states  for  either  President  George  W.  Bush  or  former  Vice- 
President  Albert  Gore,  according  to  a  new  study  by 
HispanTelligence,  a  Santa  Barbara  (Calif.)  research  group. 
Bush  opened  the  election  year  with  a  guest-worker  proposal 
for  immigrants  that  pundits  took  as  a  play  for  the  Latino  vote. 
He  will  follow  up  by  rekindling  his  relationship  with  Mexican 
President  Vicente  Fox,  who's  due  to  visit  Bush  at  his  Crawford, 
Texas,  ranch  on  Mar.  5.  Democrats,  traditionally  the  dominant 
party  among  Hispanics,  are  stepping  up  their  outreach,  too. 
New  Mexico  Governor  Bill  Richardson,  a  Mexican-American 
and  potential  Vice-Presidential  candidate,  delivered  a  first- 
ever  Spanish-language  version  of  the  Democrat's  rebuttal  to 
the  State  of  the  Union  address. 

The  U.S.  has  never  faced  demographic  change  quite  like 
this  before.  Certainly,  the  Latino  boom  brings  a  welcome 
charge  to  the  economy  at  a  time  when  others'  population 
growth  has  slowed  to  a  crawl.  Without  a  steady  supply  of  new 
workers  and  consumers,  a  graying  U.S.  might  see  a  long-term 
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slowdown  along  the  lines  of  aging  Japan,  says  former  Ho 
and  Urban  Development  chief  Henry  Cisneros,  whol 
builds  homes  in  Hispanic-rich  markets  such  as  San  Antj 
"Here  we  have  this  younger,  hard-working  Latino  popi 
whose  best  working  years  are  still  ahead,"  he  says. 

Already,  Latinos  are  a  key  catalyst  of  economic  growth, 
disposable  income  has  jumped  29%  since  2001,  to  $652 1 
last  year,  double  the  pace  of  the  rest  of  the  population,  ac 
ing  to  the  Selig  Center  for  Economic  Growth  at  the  Univl 
of  Georgia.  Similarly,  the  ranks  of  Latino  entrepreneur  | 
jumped  by  30%  since  1998,  calculates  the  Internal  Re 
Service.  "The  impact  of  Hispanics  is  huge,  especially 
they're  the  fastest-growing  demographic,"  says  Merrill  Lyil 
Co.  Vice-President  Carlos  Vaquero,  himself  a  Mexican  i| 
grant  based  in  Houston.  Vaquero  oversees  part  of  the  col 
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Z  A  Of  all  children  under  18,,  Latinos 
■  I  are  61  %  in  San  Antonio, 
53%  in  Los  Angeles,  39%  in  Miami 
and  San  Diego,  and  36%  in  Houston 


i  is  350-person  Hispanic  unit,  which  is  hiring  100  mostly  bilin- 
U  financial  advisers  this  year  and  which  generated  $1  billion 
irth  of  new  business  nationwide  last  year,  double  its  goal, 
et  the  rise  of  a  minority  group  this  distinct  requires  major 
ustments,  as  well.  Already,  Hispanics  are  spurring  U.S.  in- 
itions  to  accommodate  a  second  linguistic  group.  The  Labor 
t  and  Social  Security  Administration  are  hiring  more  Span- 
language  administrators  to  cope  with  the  surge  in  Spanish 
fakers  in  the  workforce.  Politicians,  too,  increasingly  reach 

to  Hispanics  in  their  own  language. 
iv  kVhat/s  not  yet  clear  is  whether  Hispanic  social  cohesion  will 
so  strong  as  to  actually  challenge  the  idea  of  the  American 
lung  pot.  At  the  extreme,  ardent  assimilationists  worry  that 
spread  of  Spanish  eventually  could  prompt  Congress  to  rec- 
ize  it  as  an  official  second  language,  much  as  French  is  in 


Canada  today.  Some  even  predict  a  Quebec-style  Latino  domi- 
nance in  states  such  as  Texas  and  California  that  will  encourage 
separatism,  a  view  expressed  in  a  recent  book  called  Mexifornia: 
A  State  of  Becoming  by  Victor  Davis  Hanson,  a  history  professor 
at  California  State  University  at  Fresno.  These  views  have  re- 
cently been  echoed  by  Harvard  University  political  scientist 
Samuel  P.  Huntington  in  a  forthcoming  book,  Who  Are  We. 

These  critics  argue  that  legions  of  poorly  educated  non-Eng- 
lish speakers  undermine  the  U.S.  economy.  Although  the  steady 
influx  of  low-skilled  workers  helps  keep  America's  gardens 
tended  and  floors  cleaned,  those  workers  also  exert  downward 
pressure  on  wages  across  the  lower  end  of  the  pay  structure.  Al- 
ready, this  is  causing  friction  with  African  Americans,  who  see 
their  jobs  and  pay  being  hit  (page  70).  "How  are  we  going  to 
compete  in  a  global  market  when  50%  of  our  fastest-growing 
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group  doesn't  graduate  from  high  school?"  demands  former 
Colorado  Governor  Richard  D.  Lamm,  who  now  co-directs  a 
public  policy  center  at  the  University  of  Denver. 

Still,  many  experts  think  it's  more  likely  that  the  U.S.  will  find 
a  new  model,  more  salad  bowl  than  melting  pot,  that  accom- 
modates a  Latino  subgroup  without  major  upheaval.  "America 
has  to  learn  to  live  with  diversity— the  change  in  population,  in 
[Spanish-language]  media,  in  immigration,"  says  Andrew  Er- 
lich,  the  founder  of  Erlich  lYanscultural  Consultants  Inc.  in 
North  Hollywood,  Calif.  Hispanics  aren't  so  much  assimilating 
as  acculturating— acquiring  a  new  culture  while  retaining  their 
original  one— says  Felipe  Korzenny,  a  professor  of  Hispanic 
marketing  at  Florida  State  University. 

It  boils  down  to  this:  How  much  will  Hispanics  change  Ameri- 
ca, and  how  much  will  America  change  them?  Throughout  the 
country's  history,  successive  waves  of  immigrants  eventually  sur- 
rendered their  native  languages  and  cultures  and  melted  into  the 
middle  class.  It  didn't  always  happen  right  away.  During  the  great 
European  migrations  of  the  1800s,  Germans  settled  in  an  area 
stretching  from  Pennsylvania  to  Minnesota.  They  had  their  own 
schools,  newspapers,  and  businesses,  and  spoke  German,  says 
Demetrios  G.  Papademetriou,  co-founder  of  the  Migration  Policy 
Institute  in  Washington.  But  in  a  few  generations,  their  kids  spoke 
only  English  and  embraced  American  aspirations  and  habits. 

Hispanics  may  be  different,  and  not  just  because  many  are 
nonwhites.  True,  Maria  Velazquez  worries  that  her  boys  may 


LONG  ISLAND  UNE 

Hispanic  men 
wait  for  work  in 
suburban  New  York 


lose  their  Spanish  and  urges  them  to  speak  it  more.  Ev 
Hispanics  today  may  have  more  choice  than  other  immi  al 
groups  to  remain  within  their  culture.  With  national  T 
works  such  as  Univision  Communications  Inc.  and  hun 
of  mostly  Spanish-speaking  enclaves  like  Cicero,  Hisjjii 
may  find  it  practical  to  remain  bilingual.  Today,  78%  c 
Latinos  speak  Spanish,  even  if  they  also  know  Englis 
cording  to  the  Census  Bureau. 


Back  and  Forth 


THE  21  MILLION  MEXICANS  among  ther  i 
have  something  else  no  other  immi 
group  has  had:  They're  a  car  ride  away  i 
their  home  country.  Many  routinely  jo 
back  and  forth,  allowing  them  to  maint 
that  Europeans  never  could.  The  dual  ic 
ties  are  reinforced  by  the  constant  infl : 
new  Latino  immigrants— roughly  400,000  a  year,  the  hi 
flow  in  U.S.  history.  The  steady  stream  of  newcomers  wil 
ly  keep  the  foreign-born,  who  typically  speak  mostly  oi 
Spanish,  at  one-third  of  the  U.S.  Hispanic  population  fo 
eral  decades.  Their  presence  means  that  "Spanish  is  cons 
ly  refreshed,  which  is  one  of  the  key  contrasts  with  whai 
pie  think  of  as  the  melting  pot,"  says  Roberto  Suro,  direc 


Which  Scenario 
For  Hispanics? 

Experts  see  three  broad 
possibilities  for  Hispanics' 
role  in  American  life: 


Melting  in 

Hispanics  follow  the  path 
of  all  other  immigrant 
groups  and  gradually  meld 
into  American  life,  giving 
up  Spanish  and  marrying 
non-Hispanics 


Acculturation 

Most  Latinos  speak  both 
languages  and  retain 
much  of  their  own  culture 
and  ties  to  their  home 
countries,  even  as  they 
adapt  to  U.S.  lifestyles 


Mexifornia 

Many  remain  in  Spanis 
speaking  enclaves  and 
the  cultural  and  politic, 
agenda  in  soon-to-be- 
majority-Hispanic  state 
like  California  and  Texa 
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the  Pew  Hispanic  Center,  a  Latino  research  group  in  Washington. 
A  slow  pace  of  assimilation  is  likely  to  hurt  Hispanics  them- 
selves the  most,  especially  poor  immigrants  who  show  up  with 
no  English  and  few  skills.  Latinos  have  long  lagged  in  U.S. 
schools,  in  part  because  many  families  remain  cloistered  in 
Spanish-speaking  neighborhoods.  Their  strong  work  ethic  can 
compound  the  problem  by  propelling  many  young  Latinos  into 
the  workforce  before  they  finish  high  school.  So  while  the  His- 
panic high-school-graduation  rate  has  climbed  12  percentage 
points  since  1980,  to  57%,  that's  still  woefully  short  of  the  88% 
for  non-Hispanic  whites  and  80%  for  African  Americans. 

Meld  into  the  Mainstream 

THE  FAILURE  TO  DEVELOP  SKILLS  leaves  many 
Hispanics  trapped  in  low-wage  service  jobs 
that  offer  few  avenues  for  advancement.  In- 
comes may  not  catch  up  anytime  soon,  either, 
certainly  not  for  the  millions  of  undocumented 
Hispanics.  Most  of  these,  from  Mexican  street- 
corner  day  laborers  in  Los  ^mmmmmm^mmmmmmmmm^mm 
Angeles  to  Guatemalan  poultry-plant  work- 
ers in  North  Carolina,  toil  in  the  underbelly 
of  the  U.S.  economy.  Many  low-wage  His- 
panics would  fare  better  economically  if 
they  moved  out  of  the  barrios  and  assimi- 
lated into  U.S.  society.  Most  probably  face 
less  racism  than  African  Americans,  since 
Latinos  "are  a  diverse  ethnic  and  linguistic 
group  comprising  every  nationality  from 
Argentinians,  who  have  a  strong  European 
heritage,  to  Dominicans,  with  their  large 
black  population.  Even  so,  the  pull  of  a 
common  language  may  keep  many  in  a 
country  apart. 

Certainly  immigrants  often  head  for  a 
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place  where  they  can  get  support  from  fellow  citizens,  on 
former  neighbors.  Some  90%  of  immigrants  from  Tonaticl 
small  town  100  miles  south  of  Mexico  City,  head  for  Wauked 
111.,  joining  5,000  Tonaticans  already  there.  In  Miami,  of  coul 
Cubans  dominate.  "Miami  has  Hispanic  banks,  Hispanic  F 
firms,  Hispanic  hospitals,  so  you  can  more  or  less  conduct  yj 
entire  life  in  Spanish  here,"  says  Leopoldo  E.  Guzman,  57 1 
came  to  the  U.S.  from  Cuba  at  15  and  turned  a  Columbia  l| 
versity  degree  into  a  job  at  Lazard  Freres  &  Co.  before  founc 
investment  bank  Guzman  &  Co. 

Or  take  the  Velazquezes'  home  of  Cicero,  a  gritty  factory  1 
that  once  claimed  fame  as  Al  Capone's  headquarters.  Origin! 
populated  mostly  by  Czechs,  Poles,  and  Slovaks,  the  Chicago  s  I 
urb  started  decaying  in  the  1970s  as  factories  closed  and  r| 
dents  ffed  in  search  of  jobs.  Then  a  wave  of  young  Mexican 
migrants  drove  the  population  to  its  current  Hispa 
dominance,  up  from  1%  in  1970.  Today,  the  town  presidd 
equivalent  to  a  mayor,  is  a  Mexican  immigrant,  Ramiro  Gonzal 
and  Hispanics  have  replaced  whites  in  the  surviving  factories  I 
local  schools.  It's  still  possible  that  Cicero's  Latino  children1! 
follow  the  path  of  so  many  other  immigrants  and  move  out  i| 
non-Hispanic  neighborhoods.  If  they 
they,  or  at  least  their  children,  will  like 
but  abandon  Spanish,  gradually  many  n  J 
Hispanics,  and  meld  into  the  ms 

But  many  researchers  and  academics  I 
that's  not  likely  for  many  Hispanics.  In  f  I 
a  study  of  assimilation  and  other  fact! 
shows  that  while  the  number  of  Hispaij 
who  prefer  to  speak  mostly  Spanish 
dipped  in  recent  years  as  the  children  of  .1 
migrants  grow  up  with  English,  there  I 
been  no  increase  in  those  who  prefer  ol 
English.  Instead,  the  HispanTelligel 
study  found  that  the  group  speaking  bl 
languages  has  climbed  six  percentsj 
points  since  1995,  to  63%,  and  is  like 
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jump  to  67%  by  2010. 

The  trend  to  acculturate  rather  than  assimilate  is  even  more 
stark  among  Latino  youth.  Today,  97%  of  Mexican  kids  whose 
parents  are  immigrants  and  76%  of  other  Hispanic  immigrant 
children  know  Spanish,  even  as  nearly  90%  also  speak  English 
very  well,  according  to  a  decade-long  study  by  University  of 
California  at  Irvine  sociologist  Ruben  G.  Rumbaut.  More  strik- 
ing, those  Latino  kids  keep  their  native  language  at  four  times 
the  rate  of  Filipino,  Vietnamese,  or  Chinese  children  of  immi- 
grants. "Before,  immigrants  tried  to  become  Americans  as  soon 
as  possible,"  says  Sergio  Bendixen,  founder  of  Bendixen  &  As- 
sociates, a  polling  firm  in  Coral  Gables,  Fla.,  that  specializes  in 
Hispanics.  "Now,  it's  the  opposite." 


Selling  in  Spanish 

IN  ITS  EAGERNESS  TO  TAP  the  exploding  Hispanic  mar- 
ket, Corporate  America  itself  is  helping  to  reinforce  His- 
panics' bicultural  preferences.  Last  year,  Procter  &  Gam- 
ble Co.  spent  $90  million  on  advertising  directed  at 
Latinos  for  12  products  such  as  Crest  and  Tide— 10%  of 
its  ad  budget  for  those  brands  and  a  28%  hike  in  just  a 
year.  Sure,  P&G  has  been  marketing  to  Hispanics  for 
decades,  but  spending  took  off  after  2000,  when  the  company 
set  up  a  65-person  bilingual  team  to  target  Hispanics.  Now,  P&G 
tailors  everything  from  detergent  to  toothpaste  to  Latino  tastes. 
Last  year,  it  added  a  third  scent  to  Gain  detergent  called  "white- 
Water  fresh"  after  finding  that  57%  of  Hispanics  like  to  smell 
their  purchases.  Now,  Gain's  sales  growth  is  double-digit  in  the 
Hispanic  market,  outpacing  general  U.S.  sales.  "Hispanics  are  a 
cornerstone  of  our  growth  in  North  America,"  says  Graciela  Ele- 
ta,  vice-president  of  P&G's  multicultural  team  in  Puerto  Rico. 

Other  companies  are  making  similar  assumptions.  In  2002, 
Cypress  (Calif.)-based  PacifiCare  Health  Systems  Inc.  hired 
Russell  A.  Bennett,  a  longtime  Mexico  City  resident,  to  help  tar- 
get Hispanics.  He  soon  found  that  they  were  already  20%  of 
PacifiCare's  3  million  policyholders.  So  Bennett's  new  unit,  Lati- 
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no  Health  Solutions,  began  marketing  health  insurance 
Spanish,  directing  Hispanics  to  Spanish-speaking  doctors, . 
translating  documents  into  Spanish  for  Hispanic  workers,  j 
knew  we  had  to  remake  the  entire  company,  linguistically 
culturally,  to  deal  with  this  market,"  says  Bennett. 

A  few  companies  are  even  going  all-Spanish.  After  local  1 
panic  merchants  stole  much  of  its  business  in  a  Houston  ne: 
borhood  that  became  85%  Latino,  Kroger  Co.,  the  nation's  > 
grocery  chain,  spent  $1.8  million  last  year  to  convert 
59,000-sq.-ft.  store  into  an  all-Hispanic  supermercado.  Is 
Spanish-language  signs  welcome  customers,  and  catfish 
banana  leaves  line  the  aisles.  Across  the  country,  Kroger  has 
panded  its  private-label  Buena  Comida  line  from  the  standi 
rice  and  beans  to  105  different  items. 

As  the  ranks  of  Spanish  speakers  swell,  Spanish-langul 
media  are  transforming  from  a  niche  market  into  a  stand-al 
industry.  Ad  revenues  on  Spanish-language  TV  should  climt 
16%  this  year,  more  than  other  media  segments,  according 
TNS  Media  Intelligence/CMR.  The  audience  of  Univision, ! 
No.  1  Spanish-language  media  conglomerate  in  the  U.S., 
soared  by  44%  since  2001,  and  by  146%  in  the  18-  to  34-y< 
old  group.  Many  viewers  have  come  from  English-langu 
networks,  whose  audiences  have  declined  in  that  period. 

In  fact,  Univision  tried  to  reach  out  to  assimilated  Hispar 
a  few  years  ago  by  putting  English-language  programs  on 
cable  channel  Galavision.  They  bombed,  says  Univision  Pr 
dent  Ray  Rodriguez,  so  he  switched  back  to  Spanish-o 
2002— and  18-  to  34-year-old  viewership  shot  up  by  95% 
year.  "We  do  what  the  networks  don't,  and  that's  devote  a 
our  show  to  what  interests  the  Latino  community,"  says  * 
sion  news  anchor  Jorge  Ramos. 

The  Hispanicizing  of  America  raises  a  number  of  polit 
flash  points.  Over  the  years,  periodic  backlashes  have  eruptet 
areas  with  fast-growing  Latino  populations,  notably  forr 
California  Governor  Pete  Wilson's  1994  effort,  known  as  Pro 
sition  187,  to  ban  social  services  to  undocumented  immigra! 
English-only  laws,  which  limit  or  prohibit  schools  and  gove 
ment  agencies  from  using  Spanish,  have  passed  in  some 
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Aetna  HealthFund* 


Looking  for  people  to  help 
you  control  costs? 

They're  just  down  the  hall. 

Did  you  ever  think  your  fellow  employees 
could  help  you  control  health  care  costs? 
They  can,  with  the  Aetna  HealthFund 
integrated  suite  of  Health,  Dental,  Pharmacy 
and  Long-Term  Care  plans.  Employers 
allocate  a  fund  amount  for  participating 
employees  that  they  can  use  to  pay  for 
covered  services,  even  long-term  care 
premiums.  And  any  unused  portion  rolls 
over  for  them  to  use  the  following  year* 
You  give  your  employees  responsibility  for 
managing  their  own  spending,  and  we'll 
give  them  the  information  they  need  to 
spend  wisely.  It's  the  first  integrated  benefit 
suite  of  its  kind.  And  it's  only  from  Aetna, 
the  pioneer  in  consumer-directed  plans. 
Call  your  broker,  Aetna  representative,  or 
visit  us  today  at  aetna.com. 


We  want  you  to  know  - 
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©  2004  Aetna  Inc.  Aetna  HealthFund'  plans  are  offered  through  Aetna  Life  Insurance  Company.  Plans  contain 
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states.  Most  of  these  efforts  have  been  ineffective,  but  they're 
likely  to  continue  as  the  Latino  presence  increases. 

For  more  than  200  years,  the  nation  has  succeeded  in  weaving 
the  foreign-born  into  the  fabric  of  U.S.  society,  incorporating 
strands  of  new  cultures  along  the  way.  With  their  huge  numbers, 
Hispanics  are  adding  all  kinds  of  new  influences.  Cinco  de  Mayo 
has  joined  St  Patrick's  Day  as  a  public  celebration  in  some  neigh- 
borhoods, and  burritos  are  everyday  fare.  More  and  more,  Amer- 
icans hablan  Espanol.  Will  Hispanics  be  absorbed  just  as  other 
waves  of  immigrants  were?  It's  possible,  but  more  likely  they  will 


continue  to  straddle  two  worlds,  figuring  out  ways  to  rems 
panic  even  as  they  become  Americans.  ■ 
*      -With  Ronald  Graver,  Arlene  Weintraub,  and  Christo) 
Palmeri  in  Los  Angeles,  Mara  Der  Hovanesian  in  New 
Michael  Eidam  in  Atlanta,  and  bureau  re\ 


For  in-depth  interviews  on  Hispanics  in  tht| 
economy  and  in  Corporate  America,  go  to  www.businessweek.ee 
magazine/extra. htm 
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Black,  white, 
and  Latino 
plumbers  at  a 
construction 
site 


EMPLOYMENT 


Why  Are  Latinos  Leading 
Blacks  in  the  Job  Market? 


The  booming  Hispanic  labor  force 
turns  out  to  have  an  unexpected 
side  effect:  Latinos  are 
outperforming  blacks  in  the  job 
market.  Part  of  the  reason  stems 
from  the  fact  that  many  Hispanics  have  less 
education  or  are  vulnerable  illegal 
immigrants  willing  to  work  for  less  pay. 
Economic  and  cultural  factors  play  a  role, 
too,  say  some  experts,  such  as  Latino 
immigrants'  higher  willingness  to  change 
cities  to  find  a  job.  Add  it  up,  and  "many  are 
hired  to  do  work  that  blacks  once  had,"  says 
the  Reverend  Jesse  Jackson. 

No  question,  Latinos  have  fared  better  in 
the  job  market  recently.  Despite  the  recession 
andthe  jobless  recovery,  their  employment 
has  surged  by  27%  since  1999,  to  17.4  million 
last  year,  according  to  the  Bureau  of  Labor 
Statistics  (charts).  Meanwhile,  the  number  of 
employed  blacks  fell  by  400,000  over  this 
period,  to  14.7  million.  True,  the  Hispanic 
jobless  rate  has  climbed  two  percentage 


points  since  its  2000  low,  to  7.7%  last  year. 
That's  because  Latinos  have  entered  the 
labor  force  to  look  for  work  at  a  faster  pace 
than  jobs  have  become  available.  Of  course, 
Hispanics  are  highly  diverse,  so  the  total  stat 
masks  the  10%  jobless  rate  for  Puerto  Rican 
men,  for  example,  vs.  a  6%  rate  for  Cuban 
men,  who  tend  to  have 
more  education.  Still,  black 
joblessness  not  only  has 
been  higher  than  the  Latino 
average  for  years  but  has 
also  jumped  more:  three 
percentage  points  since 
2000,  to  10.8%  last  year. 
Why  such  differences, 
even  though  there  are 
roughly  the  same  number 
of  blacks  and  Hispanics  in 
the  U.S.?  Chalk  most  of  it 
up  to  the  several  hundred 
thousand  Latinos  pouring 
into  the  U.S.  every  year, 


Equal  populations, 
unequal  prospects 

Blacks  and  Hispanics  each 

number  nearly  40  million, 

but  their  employment  has 

diverged  sharply 


MILLIONS 
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mostly  from  Mexico.  Whi 
many  head  for 
neighborhoods  where 
they  know  someone, 
others  have  no 
^_^_  established  roots  and  ar» 

freer  to  chase  jobs  from 
California  to  North  Carolina. 

Hispanics  are  also  more  likely  to  work  ir 
industries  that  have  defied  economic 
malaise,  including  agriculture,  constructio 
and  services  such  as  laundry  and 
landscaping.  Construction  has  added 
670,000  jobs  in  the  past  three  years  as 
builders  kept  pace  with  booming  demand. 
Fully  12.5%  of  employed  Hispanics  work  in 
construction,  while  only  4.7%  of  blacks  do. 
Meanwhile,  blacks  have  a  long  history  of 
disproportionate  employment  in 
manufacturing,  finance,  and  government-; 
hit  hard  in  recent  years.  Over  10%  work  in 
manufacturing,  which  shed  nearly  1  million 
jobs  in  the  past  year.  While  13%  of  Latinos 
work  in  factories,  too,  blacks  are  focused  in 
much  harder-hit  durable  goods  such  as  car: 
steel,  and  electronics.  So  they  suffered 
factory-job  losses  of  almost  500,000  since 
December,  2000,  while  Latinos,  who  tend  t< 
work  in  less  affected  industries,  such  as  fi 
processing,  lost  only  65,000  factory  posts. 
Latinos'  willingness  to  work  for  less  pay 
may  play  a  role  in  their  faster  hiring  rate,  t 
At  $440,  the  average  weekly  earnings  of 
Hispanics  are  nearly  15%  less  than  what 
blacks  make  and  31%  less  than  whites.  A  k 
of  that  reflects  Hispanics 
lower  educational  levels. 
More-educated  blacks 
have  walked  away  from  tf 
$9  an  hour  offered  to 
entry-level  workers  by 
Canyon  Fireplace  in 
Anaheim,  Calif.  But 
Hispanics  "take  it  and 
run,"  says  owner  Robert  [ 
Lewis.  The  outcome:  Mor 
Latinos  than  blacks  are 
rising  with  the 
employment  tide.  ■ 
-By  Roger  O.  Crock 
in  Chica, 
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EVOLUTION 


ANOTHER   REASON    PSEG    HAS    WALL    STREET'S    ATTENTION] 


In  the  beginning,  transportation  was  one  of  our  primary  businesses. 


But  later  it  became  apparent  to  us  that  energy  was  the  industry  of  the 


future.  And  so  it  goes.  Over  the  past  100  years,  we  have  continued  to 


thoughtfully  evolve  our  business  to  meet  changes  in  the  marketplace 


as  well  as  the  needs  of  our  shareholders  and  the  communities  we 


serve.  Today,  our  focus  is  to  provide  investors  with  an  attractive  total 


return  through  a  combination  of  steady  income  and  long-term  growth. 


So  they  can  better  reach  their  future  goals. 


PSEG 

We  make  things  work  for  you. 


wwwpseg.com 
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Building  a  Better 
Foundation  for 
Energy  Reliability. 


gy  has  become  a  topic  of  growing  pub- 
bbate  as  consumers  and  businesses  are 
lg  the  impact  of  rising  costs,  reliability 
s,  and  concerns  about  adequate  supply 
delivery  infrastructure.  Leadership  in 
stry  and  government  are  proactively 
nding  to  these  public  concerns  through 
ased  investments  and  the  pending 
y  bill.  At  the  same  time,  consumers  and 
lesses  have  more  opportunities  than  ever 
e  to  take  a  proactive  role  in  managing 

own  energy  costs  and  reliability. 

the  economy  and  overall  population 
nue  to  grow,  so  does  the  necessity  for 
creased  supply  and  the  infrastructure  to 
er  that  supply  to  market.  There  is  also 
>ublic  expectation  that  any  growth  in 
y  requirements  be  balanced  with  envi- 


ronmental concerns,  all  the  while  main- 
taining the  highest  standards  of  reliability.  In 
addition,  consumers  and  businesses  want 
energy  prices  to  rise  at  less  than  the  rate  of 
inflation,  and  they  expect  seamless  delivery 
regardless  of  the  technology  required,  the 
infrastructure  needed,  or  the  risk  incurred  by 
their  chosen  energy  supplier. 

To  put  demand  growth  in  perspective,  the 
International  Energy  Agency  forecasts  that 
the  global  primary  energy  demand  is  set  to 
increase  by  1 .7  percent  per  year,  through 
2030.  Worldwide  GDP  growth  for  2004  is 
projected  to  be  3.7  percent,  the  second  highest 


rate  since  1990.  North  American  growth  for 
electricity  is  projected  to  be  2  percent,  while 
natural  gas  growth  is  projected  at  4  percent 
annually. 

To  meet  these  demand  growth  expecta- 
tions, the  energy  industry  will  need  to  invest 
significant  capital  in  exploration  and  pro- 
duction projects  and  in  delivery  infra- 
structure such  as  pipelines  and  electric 
transmission  and  distribution  wires,  as  well 
as  implementing  new  and  improved  tech- 
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Mayo  A.  Shattuck  III, 

Chairman,  President  and  CEO 
Constellation  Energy 

Baltimore-based  Constellation  Energy 
has  charted  a  course  of  growth  that  is 
distinct  among  its  peers  and  elevated 
itself  to  a  position  of  leadership  in  an 
evolving  competitive  energy  marketplace. 
The  company  has  demonstrated  that 
its  unique  customer-focused  business 
model  is  working.  Specifically,  an 
integrated  energy  company  that  derives 
the  majority  of  its  revenues  from 
unregulated  operations,  thriving  in 
deregulated  markets  across  the  United 
States  and  Canada. 

Constellation  Energy  has  shown  that  it 
can  make  energy  work  across  the 
energy  value  chain  -  from  purchasing 
fuel,  to  generating  power  and  delivering, 
marketing  and  managing  energy. 

"Where  other  companies  saw  risks  we 
saw  opportunities  to  exploit  open 
markets,"  said  Mayo  A.  Shattuck  III, 
Constellation  Energy's  chairman, 
president  and  chief  executive  officer. 
"We  proceeded  with  a  strategy  that 
capitalized  on  a  freer,  more 
competitive  market  environment  that 
many  companies  couldn't  take 
advantage  of  because  of  heavy  debt 
and  mortgaged  assets.  Our  strategy 
meant  expanding  our  client  base  to 
nearly  three  dozen  states  and  three 
Canadian  provinces  and  strengthening 
our  customer  focus  efforts." 
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Constellation  Energy 

The  way  energy  works.- 


nologies  all  along  the  supply  chain.  The 
International  Energy  Agency's  2003  World 
Energy  Insights  series  forecasts  that  as  much 
as  $16  trillion  of  capital  investment  will  be 
required  through  2030  to  expand  energy 
supply  capacity  and  to  replace  existing  and 
future  supply  facilities  that  are  exhausted  or 
will  become  obsolete  during  this  period. 


astounding.  This  is  reflected  in  the  50 
cent  increase  in  their  stock  price  over 
years,  which  has  vaulted  Constella 
Energy  Group  to  the  top  of  its  peer 
Mayo  A.  Shattuck  III,  Constellation 
Group  Chairman,  President,  and  (| 
explains,  "We  believe  that  depending 
growing  rate  base  or  beneficial  public  ] 


"New  Jersey  has  deregulated  its  gas  and  electric 
markets  for  some  time  now  and  we  embrace  and  hi 
thrived  on  the  challenges  that  open  markets  bring.' 


Constellation.com 


All  things  considered,  the  growing 
demands  of  the  energy  industry,  and  the 
decisions  made  in  response  to  these  demands 
today,  will  define  who  the  future  winners 
and  losers  will  be.  For  those  companies  that 
embrace  the  energy  markets  challenges  and 
have  a  vision  for  success  along  with  the  ability 
to  execute  on  their  strategies,  the  oudook  is 
extremely  encouraging. 

Performance  Reliability 

One  example  is  PSEG  of  New  Jersey,  who 
is  successfully  implementing  a  conservative 
growth  strategy  in  their  core  businesses  in 
regulated  electric  and  gas  delivery  and  as 
a  regional  wholesale  merchant.  PSEG's 
performance  in  executing  on  their  strategies 
has  resulted  in  record  earnings  on  ongoing 
operations,  as  well  as  a  significant  increase  in 
share  price  from  a  year  ago.  In  addition,  the 
company  recendy  announced  an  increase  in 
their  dividend.  According  to  Thomas  M. 
O'Flynn,  PSEG  Chief  Financial  Officer, 
"What  makes  our  performance  somewhat 
unique  is  that  we  are  achieving  results  while 
participating  in  a  competitive  marketplace. 
New  Jersey  has  deregulated  its  gas  and  electric 
markets  for  some  time  now  and  we  embrace 
and  have  thrived  on  the  challenges  that  open 
markets  bring." 

Constellation  Energy  Group  has  trans- 
formed itself  over  the  past  two  years  by 
aggressively  pursuing  a  balanced  diversifi- 
cation strategy  and  has  expanded  its  foot- 
print to  20  states.  The  comparison  in  results 
from  its  early  days  as  a  regulated  Maryland 
gas  and  electric  utility  is  nothing  short  of 


as  the  basis  for  growth  in  shareholder  l 
is  a  dangerously  unbalanced,  highly 
strategy.  We  embrace  competitive  ma 
and  are  working  to  support  customers : 
comprehensive  solutions.  Our  strategy  -I 
and  ends  with  the  customer,  and  this  i 
centric  approach  is  what  enables 
confidently  project  10%  annual  grov 

The  overall  recovery  of  the  energy  s<J 
bodes  well   for  continued  investmenl 
energy  supply  and  infrastructure  proil 
Without  a  healthy  sector,  the  abilit 
attract  the  capital  required  for  the  long-] 
large  projects  that  will  make  an  impac 
the  supply  demand  balance  equation 
be  difficult  at  best.  As  the  energy  sector : 
chart  depicted  here  indicates,  the  sectol 
recovered  the  shareholder  confidence 
was  severely  shaken  a  few  short  years  al 
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Reporting  Reliability 

Investor  confidence  in  the  energy  sectol 
also  been  bolstered  by  the  early  results  c| 
Sarbanes  Oxley  corporate  financial  ref 


Energy  is  a  very  real  thing,  created  by  real  people  focused  on  the  needs  of  real  businesses. 
And  that's  why  choosing  Constellation  as  your  energy  partner  can  give  you  a  real  advantage. 
We  offer  the  experience,  the  knowledge  and  the  vision  necessary  to  provide  tangible  results. 
To  learn  more,  visit  constellation.com. 
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The  way  energy  works.- 
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laws.  Energy  companies  in  particular  have 
undertaken  massive  implementation  efforts 
to  comply  with  the  tighter  reporting  rules. 
Perhaps  some  of  this  push  is  in  response  to 
earlier  incidents  with  a  particular  fallen  energy 
giant;  however,  by  and  large  the  push  has 
been  to  reconfirm  that  the  greater  percentage 
of  the  energy  market  participants  has  always 
followed  the  rules.  In  some  cases  energy 
companies  have  gone  above  and  beyond  the 
requirements.  For  example,  PSEG  has  developed 
a  unique  methodology  for  implementing 
Sarbanes  Oxley  standards.  PSEG's  O'Flynn 
explains,  "We  run  a  spring  training  type  of 
process  several  months  prior  to  a  particular 
mandate's  effective  date.  Essentially  this  means 
full  squad  practice  under  game  conditions  to 
make  sure  we  get  the  kinks  out  well  in 
advance  of  the  deadline." 

Sarbanes  Oxley  has  provided  an  unanticipated 
benefit  in  that  energy  companies  have  streamlined 
their  business  processes  and  technology 
systems  to  attain  the  level  of  information 
required  for  compliance.  This  has  resulted  in 
a  lower  cost  structure  by  means  of  efficiency 
gains  in  operations,  which  is  good  news  for 
investors  and  consumers  alike. 

Investing  in  Reliability 

Energy  companies  have  been  making  a  number 
of  announcements  reflecting  significant 
investments  in  supply  and  infrastructure. 
ConocoPhillips,  for  example,  plans  to 
replace  well  in  excess  of  100  percent  of  its 
reserves  and  grow  production  by  an  average 
of  about  3  percent  annually  through  2006. 
To  achieve  that  level  of  performance, 
ConocoPhillips  brings  to  the  table  a  wealth 
of  experience  and  resources  in  financing 
know  how,  project  management,  advanced 
technologies,  best  practices,  risk  mitigation, 
employee  training  and  environmental  and 


safety  expertise.  Proof  that  it 
all  works  together  lies  in  the 
often-overlooked  measure 
of  environmental  incidents, 
which  for  ConocoPhillips 
has  declined  by  a  stellar 
33  percent  over  last  year. 
ConocoPhillips   President 
and  Chief  Executive  Officer, 
J.J.   Mulva  explains,   "For 
ConocoPhillips,    sustainable 
development  is  about  our  commit- 
ment to  conduct  our  business  to  promote 
economic  growth,  a  healthy  environment 
and  vibrant  communities,  now  and  into  the 
future." 

While  exploration  and  production  invest- 
ments are  being  made,  there  remain  significant 
hurdles  to  investment  in  the  electricity  trans- 


that  essentially  serve  to  lower  overall  del 
either  through  efficiency  gains,  or  b)| 
trolling  usage  patterns  to  coincide  witl 
availability  or  pricing  signals.  Accorc 
Vice  President  Areva  T&D  Corpoj 
North  America,  J.D.  Hammerly,  "^ 
enormous  potential  for  the  electric  mj 
to  deploy  advances  in  technology  to 
improvements  in  reliability." 

Employing  a  variety  of  demand  resl 
programs  currently  being  initiated  by 
electric  utilities  and  grid  operators  may  I 
only  way  consumers  can  effectively 
reliability  and  have  the  ability  to  contrl 
cost  of  doing  so.  To  make  these  pro  J 
successful,  it  is  essentially  up  to  consrj 
to  actively  participate. 


'We  see  enormous  potential  for  the  electric  markl 

to  deploy  advances  in  technology  to  fos\ 

improvements  in  reliabilit 


mission  and  distribution  infrastructure. 
According  to  data  published  by  Edison  Electric 
Institute,  the  level  of  investment  in  power 
transmission  lines  in  1999  was  half  that 
invested  in  1979.  Several  issues  make  it  dif- 
ficult to  build  as  much  wire  delivery  capacity 
as  future  demand  dictates  will  be  needed. 
The  two  primary  electric  infrastructure  prob- 
lems are  siting  issues  and  financing  constraints. 
Siting  is  a  particularly  difficult  issue  as  very 
few  people  want  power  lines  to  run  across 
their  property.  Even  if  the  electric  industry 
got  the  not  in  my  backyard  crowd  to  accept 
a  new  project,  getting  them  to  also  agree  to 
pay  for  it  would  become  the  next  challenge. 
Power  lines  carry  a  very  large  upfront  invest- 
ment with  payouts  coming  through  rate 
increases  over  a  number  of  years.  It  is 
a  true  push  me-pull  you  dilem- 
ma, as  consumers  want  all  the 
power  they  need,  but  don't 
want  to  spend  more  for  it  or 
build  more  lines  to  get  it. 

There  are  a  number  of 
solutions  that  direcdy  impact 
businesses  and  consumers 
alike.  A  host  of  new  tech- 
nologies are  coming  to  market 


Competition  Fosters 
Reliability  Choices 

Many  consumers  and  businesses  have 
able  to  take  energy  reliability  issues  intcl 
own  hands.  With  choice  programs  for 
gas  and  electricity  in  a  number  of  m] 
reaching  stability,  and  with  new  el 
efficient  products  and  services  now  ava 
there  is  growing  flexibility  in  how  enerj 
be  purchased  and  consumed.  Energy  cor 
that  were  bom  under  deregulation,  anc 
grown  through  competition,  continl 
push  an  array  of  solutions  into  the  ml 
place.  For  example,  Commonwealth 
Corporation,  through  its  electric 


elevate  Perf 


o  r  m  a  n  c  e 


"It  can't  be  done."  "You're  crazy."  "Never."  "No."  These  are  the 
words  that  come  in  the  beginning,  only  to  be  proven  wrong  in  the 
end.  At  ConocoPhillips,  we  realize  that  impossibilities  sometimes 
yield  the  best  opportunities.  So,  where  others  see  an  obstacle, 


we  see  a  chance  to  elevate. 


ConocoPhillips 

elevate 


conocophillips.com 
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brand,  has  grown  into  the  largest  independent 
electricity  marketer  in  the  United  States. 
According  to  Commonwealth  Energy 
Corporation  Chairman  and  CEO  Ian  B. 
Carter,  "We  have  experienced  exceptional 
growth  by  offering  small  businesses  and 
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industrial  marketplaces  that  have  the 
ability  to  choose  suppliers,  yet  have  not 
switched  from  their  incumbent  utility. 
The  switching  trend  continues  to 
improve  as  utilities  are  more  willing  to 
promote  switching  to  third  party  sup- 
pliers, since  it  enables  them  to  focus  on 
core  delivery  infrastructure  and  regulated 
returns  while  minimizing  commodity 
price  risk. 


National  Energy  Policy 

If  and  when  our  elected  officials  in  Wash- 
ington are  finished  debating  the  energy  bill, 
and  assuming  President  Bush  signs  the  bill  into 
law,  the  impact  of  the  pending  law  will  be 
far  reaching.  The  bill  is  sure  to  spark  invest- 


"The  stakes  are  high,  the  challenges  are  enormous, 
and  the  reward  is  ongoing  energy  reliability  for  the 
foreseeable  future." 


residential  consumers  savings  on  their  monthly 
electric  bill  and  then  backing  it  up  with 
superior  customer  service.  Our  commitment 
to  customers  does  not  end  with  a  lower  bill; 
our  mission  includes  helping  customers  to 
better  manage  their  demand  and  to  become 
more  energy  efficient.  We  expect  to  meet 
aggressive  growth  targets  as  we  continue  to 
bundle  electricity  with  energy  efficiency 
products  and  services." 

Constellation  Energy  Group  has  focused 
on  the  larger  industrial  energy  users  to  achieve 
their  impressive  market  share  growth.  With 
a  differentiation  strategy  of  offering  complex 
energy  solutions  to  industrial  customers  in 
deregulated  markets  while  many  of  their  peers 
focused  on  their  traditional  regulated  service 
territories,  Constellation  Energy  Group  has 
successfully  filled  a  void  in  the  competitive 
industrial  markets.  According  to  chairman, 
president,  and  CEO  Shattuck,  "Our  financial 
and  operational  performance  is  a  strong 
affirmation  that  the  Constellation  business 
modehhas,  in  fact,  positioned  us  for  success 
in  this  evolving  energy  market." 

The  competitive  landscape  for  natural 
gas  and  electric  markets  has  continued  to 
experience  fluctuations  on  commodity  pricing 
and  regulatory  rule  changes.  There  remains 
a  large  share  of  the  consumer,  business  and 


ments  in  new  environmentally  friendly  tech- 
nologies that  will  encourage  efficient  energy 
usage,  which  will  ultimately  lead  to  a  more 
reliable  energy  market  for  everyone  concerned. 
The  bill,  as  it  reads  today,  should  drastically 
improve  power  line  siting  resolution  so  that 
much  needed  electricity  infrastructure  can  be 
built.  In  addition,  there  are  provisions  that 
promote  efficiency  products  through  tax 
credits  and  financial  incentives  for  consumers, 
and  that  establish  state  rebate  programs  that 
will  further  serve  to  reduce  overall  energy 
demand.  The  federal  government  plans  to 
lead  the  way  in  adopting  efficiency  initiatives 
by  mandating  a  20  percent  energy  efficiency 


improvement  standard  for  federal  ei 
purchasing.  Funding  is  also  planned 
number  of  research  and  development 
that  should  establish  new  frontiers  in  i 
efficiency  and  reliability. 

The  new  energy  policy,  when  en«i 
should  serve  to  bolster  the  confidence  oft 
consumers  and  energy  market  partici| 
alike.  The  stakes  are  high,  the  challer 
enormous  and  the  reward  is  ongoing  el 
reliability  for  the  foreseeable  future. 
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http://www.pseg.com 

Peter  Weigand  is  Chairman  and  CEO  of  Skipping 
He  can  be  contacted  at pweigand@skippingstone.c 

For  information  about  Special  Advertising  Sectij 
email  Stacy  Sass-McAnulty,  Director,  WorldwidJ 
Special  Advertising  Sections,  at: 
stacy_sass-mcanulty@businessweek.com 


Skipping  Stone,  Inc.  is  an  energy  consulting  company 
founded  in  1996  by  visionary  leaders  from  within  the 
energy  industry.  Its  deep  content  expertise  and  prover 
professionals  assist  clients  from  initial  strategy 
development  through  to  successful  implementation. 

Peter  Weigand,  Chairman  and  CEO,  has  over  20  year: 

leadership  experience  covering 

the  gamut  from  regulated  to 

deregulated  electric  and  gas 

markets,  including  wholesale,  retail 

and  technology  aspects. 
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Social  Issues  Election  2004 


iuddenly,  a  Kinder, 
ientler  Bush? 

e  President  is  planning  a  revamped 
mpassion  agenda  aimed  at  swing  voters 


prayer  in 
New  Orleans 


AST  FALL,  PRESIDENT 
George  W.  Bush  issued  or- 
ders allowing  religious 
groups  to  apply  for  federal 
grants  to  perform  a  wide  va- 
riety of  social  services.  Today, 
Fresh  Ministries  is  putting 
illion  of  this  manna  from  Washing- 
)  good  use  in  inner-city  Jacksonville, 
Dffering  job  training  and  counseling 
enagers,  substance  abusers,  and 
/  released  prisoners.  The  new  money 
;how  them  "that  there's  a  different 
|  they  can  go  through  and  make  a  real 
:ss  of  their  lives,"  says  Reverend 
p  rt  V.  Lee  III,  an  Episcopal  priest  who 
fi  the  program. 
t  ready  for  many  more  such  stories 


L 


in  the  runup  to  the  Nov.  2  election.  While 
his  first  campaign  ads  sound  the  theme  of 
strong  leadership,  the  self-proclaimed 
War  President  plans  to  resurrect  his 
2000  campaign  theme  of  "compassion- 
ate conservatism,"  say  White 
House  aides.  They  reason  that  a 
compassion  agenda,  Round  2, 
will  appeal  to  swing  voters  and 
independents  wary  of  Bush's  at- 
tack strategy  in  the  culture  wars 
against  gay  marriage  and  abor- 
tion. That's  why  Bush,  speaking 
on  Mar.  3  at  a  White  House- 
sponsored  convention  of  reli- 
gious leaders  in  Los  Angeles, 
promised  to  expand  the  federal 
dollars    available    to    church 


He  may 
anger  his 
base  as 
he  tries  to 
woo  the 
center 


groups  to  include  nu-  FAITH-BASED 
trition,  foreign  aid,  Bush  bows  in 
and  veterans  grants. 

Boosting  his  com- 
passion quotient  will 
be  a  challenge  for  a  President  accused  by 
Democrats  of  favoring  big  tax  breaks  for 
the  rich  at  the  expense  of  regular  folks 
buffeted  by  an  unforgiving  global  econo- 
my. To  show  a  softer  side,  the  White 
House  plans  to  roll  out  a  host  of  small 
programs  to  appeal  to  targeted  groups 
that  are  often  inclined  to  vote  Democrat- 
ic, including  Hispanics,  the  unemployed, 
and  even  AIDS  victims.  Among  the  pro- 
posals: the  guest- worker  program  for  il- 
legal aliens  Bush  advanced  in  January,  a 
restructuring  of  the  federal  housing  pro- 
gram, and  tax  credits  for  families  to  buy 
health  care  (table,  page  80). 

Despite  their  potential  election-year 
appeal  to  independents  and  moderates, 
most  of  these  moves  will  re- 
quire a  delicate  balancing  act. 
A  number  of  the  programs  the 
President  plans  to  highlight  in 
coming  months  have  track 
records  that  generate  contro- 
versy even  among  conserva- 
tives, such  as  the  No  Child 
Left  Behind  education  law, 
which  many  see  as  an  un- 
funded mandate.  Many  con- 
servatives, for  example,  be- 
lieve that  if  s  morally  wrong  to 
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give  partial  amnesty  to  immigrants 
sneak  into  the  U.S.  illegally.  Meanw 
Hispanic  leaders  criticize  Bush's  pro 
al  for  not  offering  a  path  to  citizen- 
Even  the  idea  of  giving  federal  dollai 
religious  institutions  rubs  some  cor 
vatives  the  wrong  way.  Private-st 
charities  should  not  be  "spending  tin 
Washington  lobbying  and  writing  g 
proposals,"  says  Cato  Institute  polio 
alyst  Chris  Edwards. 

Still,  the  White  House  hopes  the  a 
mulation  of  gestures  will  help  win 
even  a  small  portion  of  undecided  vo 
Take  the  red-hot  issue  of  job  losses 
counter  criticism  that  Bush  has  done 
to  slow  the  offshore  exodus  of  white 
lar  work,  his  campaign  plans  to  trum] 
$250  million  proposal  in  the  Admini 
tion's  2005  budget  to  fund  job  retraii 
in  community  colleges.  The  Admini1 
tion  is  also  pushing  a  pilot  prograr 
create  employment  accounts— $3.. 
grants  to  unemployed  workers  b 
used  for  tuition,  health  insurance,  or  < 
child  care. 


- 


Compassionate 

Conservatism 

Part  II: 

President  Bush  used  educatioi 

and  other  issues  to  reach  out 

to  women  and  independents  ir 

2000.  Now  he's  planning  to  dc 

so  again  by  proposing  some 

new  programs: 


ta 


EDUCATION  More  funds  to  bolster  N  | 
Child  Left  Behind  law 


FAMILY  Programs  to  promote 
marriage,  sexual  abstinence  for  teens 
and  drug  testing  by  schools 


l  ".": 


FAITH-BASED  More  federal  money  1 
drug  treatment,  aid  to  the  homeless 
and  prisoner  reentry  to  go  to  religioi 
organizations 


HEALTH  Programs  to  encourage  sr 
business  to  provide  health  insuranc 
give  refundable  tax  credits  to  low- 
income  workers  to  buy  coverage,  ere 
tax  deductions  for  some  insurance 


IMMIGRATION  Partial  amnesty  offe 
12  million  illegals  who  will  be  eligible 
green  cards 


JOBS  Up  to  $3,000  for  "personal 
reemployment  accounts"  to  pay  for 
retraining,  moving,  and  health  carefo 
job  losers 
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sh  also  plans  to  talk  up  his  efforts  to 
;1  federal  funds  to  religious  groups 
d  at  helping  the  homeless,  drug  ad- 
and  former  prisoners.  Since  he  took 
:,  Bush  has  sponsored  11  conferences 
tie  one  in  Los  Angeles  to  reach  out  to 
nunity  and  religious  activists  anx- 
br  Washington's  help.  Last  fall's  ex- 
ve  order  allowed  them  to  qualify  for 
al  funds  to  offer  job  training  to  new- 
;ased  prisoners  and  tutoring  to  their 
ren.  Bush  also  has  set  up  related  pro- 
s,  such  as  $100  million  in  vouchers 
ow  addicts  to  pay  for  treatment  cen- 
<ome  operated  by  churches.  Says  Jim 
•y,  a  Florida  Democrat  who  now 
s  the  White  House  office  of  faith- 
i  initiatives:  "When  I  see  the  appeal 
is  initiative  in  the  urban  communi- 
tt  gives  people  a  different  image  of 
resident." 

[AND  TAKE 

LARLY,  THE  President's  reelection 
faign  hopes  his  initiatives  on  AIDS 
Africa  may  marginally  help  his 
ing  with  groups  such  as  gays  and 
s.  Last  year,  he  surprised  even  his 
ardent  critics  by  proposing  a  5-year, 
pillion  global  assault  on  AIDS.  De- 

widespread  skepticism  that  he 
1  fund  it,  the  Administration's  new 
et  calls  for  $2.8  billion  next  year  on 
f  $2.4  billion  this  year.  Bush  has  also 

up  with  $2.5  billion  for  the  Millen- 
Challenge  Account  he  proposed  last 

0  give  aid  and  debt  relief  to  mostly 
nations  willing  to  fight  corruption 
lcrease  social  welfare. 

tics  point  out  that  even  after  adding 

1  the  items  in  Bush's  compassion 
la,  overall  social  spending  isn't  rising, 
.t,  while  he  has  come  up  with  new 
y  in  some  areas,  his  new  budget  finds 
ting  cuts  in  everything  from  dropout 
ntion  to  a  school  counselor  program. 
:  House  aides  insist  that  cuts  are 
only  in  underperforming  programs, 
ire  going  to  measure  outcomes,  not 
atlays,  and  we  are  going  to  have  high 
tations  instead  of  just  annual  fund- 
creases,"  says  Kristen  L.  Sirverberg,  a 
jstic  White  House  policy  aide. 

or  years  ago,  Bush  convinced  many 
e  Americans  that  he  was  different 
former  GOP  House  Speaker  Newt 
ich's  cut-school-lunch  brand  of  Re- 
an.  But  he  has  governed  since  as  a 
ch,  Reagan-style  conservative.  Un- 
e  can  win  back  a  relatively  small 
of  swing  voters  who  want  an  em- 
tic  President,  the  road  to  reelection 
be  rocky.  ■ 
-By  Paul  Magnusson  in  Washington 
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MarketineAutos 


Not  Your  Father's.. 
Whatever 

What  does  Gen  Y  want  in  a  car?  To  auto 
makers'  surprise,  it's  price  and  value 


w 


HEN  IT  COMES 
TO  young  car-buy- 
ers, the  '70s  and 
'80s  haunt  Detroit 
like  a  ghost.  Dur- 
ing the  oil  shock, 
the  Big  Three  were 
late  making  the  move  toward  small,  fuel- 
efficient  cars,  and  handed  a  new  genera- 
tion of  penny-pinchers  to  Toyota  and 
Honda.  Later,  U.S.  auto  brands  com- 
pounded their  error,  offering  horrible 
styling  and  quality  to  newly  affluent  baby 
boomers.  Many  fled  to  Mercedes-Benz 
and  BMW.  The  resulting  love  affair  fu- 
eled import  growth  for  almost  30  years. 
The  Big  Three  bled  market  share  and 
eventually  had  to  kill  struggling  brands 
like  Oldsmobile  and  Plymouth. 

That  epic  shift  in  loyalties  explains  why 
U.S.  and  foreign  auto  makers  devote  so 


much  attention  to  Generation  Y,  today's 
16-  to  24-year-olds.  The  group  already 
buys  850,000  cars  a  year,  about  6%  of 
U.S.  vehicle  sales.  According  to  Toyota, 
about  63  million  kids  will  be  driving  by 
2010.  "This  generation  is  bigger  than  the 
boomers,"  says  James  Press,  COO  of  Toy- 
ota Motor  Sales  USA  Inc.  "We  need  to 
build  the  same  relationship  with  them 
that  we  have  with  their  parents." 

Imports  still  have  an  edge  with  kids.  Be- 
cause Toyota,  Honda,  Nissan,  and 
Hyundai  refresh  their  small-car  lineups 
more  frequently  than  Detroit,  many  of 
their  models  boast  younger  average  buy- 
ers. But  no  brand— import  or  domestic- 
has  truly  locked  up  the  loyalty  of  the  youth 
market,  despite  millions  spent  on  wild  de- 
signs and  brash  marketing.  The  most  ag- 
gressive looks,  from  cars  like  the  Pontiac 
Aztek,  Chrysler  PT  Cruiser,  and  Toyota 


Echo  compact,  all  struck  out  wit! 
Honda  Motor  Co.'s  boxy  Element 
market  with  a  splash  last  year,  but 
lured  more  forrysomethings  thai 
sters.  "A  big  mistake  car  companie? 
is  they  assume  that  because  kid; 
three  piercings  that  they  want  tc 
something  obnoxious,"  says  Wes 
Brown,  an  analyst  at  Iceology,  a  tn 
search  firm. 


LONG  WARRANTIES 

IN  TRUTH,  CARMAKERS  are  disco 
yet  again  that  the  primary  selling 
for  kids  are  the  same  as  30  yean 
price  and  value.  The  average 
price  for  a  new  car  sold  to  buyers 


Youth 

Will  Be 
Served 

After  several  failed 
attempts  to  design  cars 
for  kids,  manufacturers 
found  that  value  is 
the  best  draw 


HONDA 
ELEMENT 

Edgy  design  caught 
some  young  eyes, 
but  its  price  and 
roominess  mostly 
appealed  to  middle- 
aged  drivers 

$16,100-$21,350 


CHRYSLER 
PT  CRUISER 

Old-school  styling 
gave  the  car  a  retro 
appeal  for  Mom  and 
Dad,  who  were 
around  for  the 
original  roadsters 


VOLKSWAGEN 
JETTA 

Young  people  love 
Volkswagen,  but 
this  sticker  price  is 
too  high  for  most 
young  consumers 


TOYOTA 
SCION  XB 

Funky  looks  and 
underground 
marketing  efforts 
have  just  about 
concealed  the  car 
from  older  buyers 


id 

met 
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:.;• ; 


£ HYUNDAI 
ACCENT 

Dirt  cheap,  an> 
the  long  warra 
makes  it  the  "\ 
me  worry?"  ca 


AVERAGE 
AGE  OF 
BUYER 


$18,000-$30,000       $18,000-$24,000         $13,680-$14,480         $9599-$!!, 


44        41 


34 


29        24 
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Toyota's 
Scion  xB 
offers  lots 
of  extras 
for  $15,000 


>A  (most  of  them  buy  used  cars)  is 
kuO,  says  CNW  Marketing  Research 
Says  Eric  Noble,  president  of  The 
ab,  which  has  studied  the  market 
uto  makers:  "A  youth  car  is  just  a 
b  car." 

tie  surprise  that  two  South  Korean 

-Hyundai  Motor  Co.'s  $10,000  Ac- 

and    $13,000   Elantra— have   the 

gest  average  buyers  of  any  on  the 

et,  at  age  24.  It  helps  a  lot  that 

dai   has   seriously  improved   the 

g  of  its  cars  in  recent  years.  But  the 

ally's  biggest  advantage  comes  from 

lg  up  its  long  warranties.  Hyundai 

tatees  its  cars  for  five  years  and 

JO  miles— at  least  a  year  longer  than 

idard  warranty.  Engines  and  trans- 

ons  carry  a  10-year,  100,000-mile 

inty.  Says  Hyundai  Motor  America 

eting  director  Paul  Sellers:  "That  re- 

s  one  element  of  risk."  It  also  keeps 

rship  costs  low  for  years. 

undai's  long-term  strategy  is  much 

hat  of  Toyota  25  years  ago:  Get 

*er  buyers  to  graduate  from  its 

»-cars  to  bigger  and  more  expensive 

les.   In  fact,  the  average  age  of 

dai's  buyers  has  been  rising  as  it 

i|more  SUVs,  midsize  cars,  and  its 

'near-luxury"  sedan.  Meanwhile, 

Hldai  hopes  to  secure  its  hold  on 

I ;  drivers  by  launching  a  low-priced 

act  SUV,  the  Tucson,  this  fall. 

fota's  Scion  family  of  cars  may  be 

ldustry's  most  radical  step  toward 

ng  young  buyers  great  value  in  an 

lventional  package.  But  even  it  has 

ust  modest  success.  The  jarring, 

ided  Scion  xB  compact  sport-ute 


comes  standard  with  automatic  windows 
and  locks,  remote  keyless  entry,  and  a 
premium  sound  system  that  can  read 
MP3  sound  files,  for  just  under 
$15,000— about  $3,000  less  than  Hon- 
da's Element.  Toyota  sold  11,000  Scions 
in  just  five  months,  even  though  it  was 
available  only  in  California.  And  the  cars 
attract  younger  buyers  than 
Toyota's  current  40-plus 
average.  Still,  the  xB  can 
hardly  be  seen  as  a  teen 
magnet:  Its  average  buyer 
is  29,  and  the  more  plain  xA 
compact's  average  buyer  is 
32,  according  to  CNW.  That 
will  rise  even  higher  for  the 
bigger,  more  expensive 
Scion  tC  sports  coupe, 
which  arrives  in  July. 

And  that' s  with  Toyota 
practically  hiding  the  cars 
from  older  buyers.  Scion  buys  little  net- 
work TV  airtime;  most  ads  run  in  select 
shows  on  Comedy  Central  and  MTV.  "We 
choose  our  programming  very  carefully," 
says  Scion  sales  and  promotions  manag- 
er Brian  Boulain.  Scion  also  uses  lots  of 
"buzz"  marketing,  holding  test  drives  at 
restaurants  and  popular  music  and 
clothing  stores. 

LONG  IN  THE  TOOTH 

SCION  OFFERS  SO  much  for  such  a  low 
price  that  Toyota  probably  won't  make 
money  on  the  brand  this  year.  And  it'll 
have  to  hit  sales  targets  of  100,000  vehi- 
cles just  to  make  a  slim  profit  by  '05.  Toy- 
ota has  the  strongest  balance  sheet  and 
biggest  cash  hoard  in  the  industry,  so  it 


Some  cars 
aimed  at 
hipsters  end 
up  snagging 
parents 
instead 


can  afford  to  sell  loaded  cars  at  little  or  no 
profit.  "We  take  a  long  view,"  says  Press. 
"We're  lucky  that  we  can  operate  this 
without  having  to  worry  about  how  much 
money  each  car  is  going  to  make." 

U.S.  auto  makers,  however,  don't  have 
that  luxury.  With  their  higher  cost  base 
and  emphasis  on  big-margin  trucks  in  re- 
cent years,  GM,  Ford,  and  Chrysler  devot- 
ed little  attention  to  the  small-car  market. 
All  the  domestic  carmakers  offer  deep  dis- 
counts on  compact  cars,  but  most  of  those 
models  have  grown  long  in  the  tooth. 
General  Motors  Corp.  will  try  to  change 
that  this  fall,  when  it  finally  replaces  its 
decade-old  Chevy  Cavalier  with  the 
Cobalt,  a  fresh-looking  compact  with  inte- 
rior craftsmanship  that  makes  it  competi- 
tive with  Japanese  models.  GM  has  had 
some  success  targeting  younger  buyers 
with  the  $17,000  Pontiac  Vibe— the  aver- 
age age  of  Vibe  buyers  is  38,  vs.  46  for  all 
Pontiacs.  Ford  Motor  Co.  has  no  dis- 
cernible youth  strategy  but  sells  its  Focus 
compact  and  a  stripped-down  Mustang 
for  below  $17,000.  The  all-new  Mustang 
coming  next  year  will  cost  a  bit  more. 

Detroit  has  tried  to  make  up  the  lost 
ground  in  other  ways,  with  little  success. 
GM  is  importing  the  Chevy  Aveo  from  its 
Korean  operations— a  move  that  faltered 
when  the  car  was  temporarily  pulled 
from  the  market  for  safety 
checks.  GM  also  tried  to 
leverage  the  huge  inventory 
of  used  cars  by  styling 
some  sporty  body  acces- 
sories and  performance 
parts  for  second-hand 
Chevy  Cavaliers  and  Ponti- 
ac Sunfires.  But  the  effort 
flagged  when  GM  didn't 
back  it  up  with  marketing 
dollars.  Meanwhile,  Detroit 
has  yet  to  fully  tap  its  big 
advantage:  GM,  Ford,  and 
Chrysler  could  use  their  strong  reputa- 
tions for  trucks  by  coming  out  with 
cheap  SUVs.  CNW's  survey  says  70%  of 
young  buyers  want  a  truck  of  some  kind. 
Even  if  aging  brands  like  Toyota  and 
those  from  the  Big  Three  figure  out  a  way 
to  reach  kids,  it's  tough  to  keep  them.  GM 
grabbed  young  buyers  when  Saturn  was 
launched  in  1991,  but  the  fledgling  divi- 
sion couldn't  keep  them.  Toyota  could 
have  the  same  problem  once  its  thirty- 
something  Scion  buyers  move  on.  Sur- 
veys show  that  young  buyers  most  admire 
BMW,  Mercedes,  Lexus,  and  Volkswagen. 
That  is,  they  like  the  brands  that  consis- 
tently come  up  with  great  cars.  In  that 
way,  they're  just  like  their  parents.  ■ 

-By  David  Welch  in  Detroit 
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Design  Automobiles 


By  Women 
For  All 


This  Volvo  Is 
Not  a  Guy  Thing 

The  company  turns  to  women  to  learn 
how  to  make  the  ideal  car— for  everyone 


URNING  RUBBER.  ROAR- 
ing  engines.  Grease  and 
gas.  Cars  are  a  guy  thing, 
right?  The  industry  sure 
seems  to  thinks  so.  Auto 
ads  tend  to  emphasize  big, 
fast  models,  usually  driven 
by  a  man— with  a  woman  at  his  side,  if  at 
all— over  user-friendly  touches  such  as  er- 
gonomic  seats.  It's  no  surprise  the  crowd 
that  designs,  develops,  builds,  and  sells 
autos  remains  a  boys'  club. 

Yet  on  the  other  side  of  the  sales  desk, 
women  sway  a  disproportionate  share  of 
car  sales.  According  to  industry  studies, 
women  purchase  about  two-thirds  of  vehi- 
cles and  influence  80%  of  all  sales.  It's  this 
gender  gap  that  Volvo  is  trying  to  bridge 
with  a  concept  car  unveiled  at  the  Geneva 
Auto  Show  on  Mar.  2.  Shaped  by  all-female 
focus  groups  drawn  from  Volvo's  work- 
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force,  the  two-door  hatchback  was  created 
by  an  all-woman  management  team. 
Dubbed  Your  Concept  Car,  or  YCC,  the  re- 
sulting show  car  cost  some  $3  million  to 
design  and  build  and  is  packed  with 
thoughtful  design  twists  that  attracted  a 
big,  spirited  crowd  in  Geneva.  "We  found 
that  by  meeting  women's  expectations,  we 
exceeded  those  of  most  men,"  said  Hans- 
Olov  Olsson,  president  and  CEO  of  Volvo 
Cars,  a  unit  of  Ford  Motor  Co. 

There's  no  guarantee  the  YCC  will  ever 


EASY  DOES  IT 

Press  a  button 
in  the  cockpit, 
get  out,  insert 
gas  pump 
nozzle— you'll 
never  unscrew 
a  gas  cap  again 


*    f 


Designed  by  a  five-woman 
Volvo's  YCC  show  car  is  packed  I 
with  features  any  driver  can  lovj 

NO-TOUCH  DOORS  Press  a  key  fob] 
the  gull-wing  doors  lift  automaticalf 

EASY  ENTRY  As  the  gull  wings  rise,  | 
door  sill  retracts,  the  car  lifts  up  3  i 
the  steering  wheel  pulls  in,  and  the  J 
slides  back,  making  a  wide  path  i 

GOOD-BYE,  GAS  CAP  Adapted  fror 
race-car  technology,  a  ball  valve  rotl 
to  expose  a  hole  for  a  gas  pump  no;| 

EASY  CARE  Clad  in  no-stick  paint,  t| 
body  panels  repel  dirt.  Seat  covers 
be  removed,  washed,  and  customi/ 

SAFER  SIGNALS  When  braking  hare] 
extra  panels  of  LEDs  fire  up,  boostir| 
the  brake  lights'  intensity. 

HAIR-FRIENDLY  HEADRESTS  An  i 

area  leaves  room  for  a  ponytail,  anc 
improves  whiplash  protection. 

make  it  to  a  showroom.  The  auto  in| 
uses  concept  cars  as  test  beds  for  d| 
and  technical  innovations,  and  to 
the  public's  reactions.  Packed  as  it  i| 
the  latest  gizmos,  the  YCC  would 
pensive:  Volvo  estimates  a  road 
would  cost  about  $65,000  and  c 
with  luxury  coupes  built  by  the  li| 
Audi  and  Mercedes. 

More  James  Bond  than  Soccer 
the  YCC  may  just  create  enough  bl 
hit  the  roads.  Its  gull-wing  doors—  [ 
resemble  the  line  of  a  bird's 
wings— are  there  as  much  for  ccl 
ience  and  accessibility  as  for  desigil 
A  button  on  the  key  fob  stirs  the  ^[ 
life,  raising  the  whole  chassis  a  fe\ 
es  to  meet  the  driver,  just  as 
door  lifts  hydraulically  and  the  sill 
lower  part  of  the  door— slides  undl 
car.  The  oversize  opening  makes  stel 


Middleware  is  Everywhere. 


Can  you  see  it? 
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Lotus. 


Key 


1.  Shares  credit  rating.  Now. 

2.  Responds  to  mortgage  broker.  Now. 

3.  Confers  with  local  branches.  Now. 

4.  Approves  loan  with  supervisor.  Now. 

5.  Does  it  all  on  one  platform.  Now. 


MIDDLEWARE  IS  IBM  SOFTWARE.  Software  like  IBM 
Lotus®  Workplace.  An  innovative  platform  based  on  open 
standards  that  combines  multiple  collaborative  applications 
in  a  single,  dynamic  work  environment.  It's  one  workplace 
tuned  to  individual  roles.  For  real-time  collaboration.  Real 
business  value.  Flexible  too,  it  leverages  IBM  Lotus  Notes!" 
(e) business  on  demand  "at  ibm.com/lotus/middleware 


in  and  out  a  breeze,  says  Maria  Widell 
Christiansen,  the  YCC's  design  manager. 
And  because  they're  motor- driven,  "the 
driver  doesn't  even  need  to  touch  the  car 
to  get  in,"  she  adds. 

This  hands-off  approach  is  deliberate 
and  consistent.  Rather  than  a  dirty, 
tough-to-unscrew  gas  cap,  the  YCC  bor- 
rows a  technology  from  race  cars:  When 
the  gas  button  is  pressed  in  the  cockpit,  a 
ball  valve  on  the  outside  of  the  car  ro- 
tates, exposing  an  opening  for  the  fuel 
pump.  Ditto  for  windshield-wiper  fluid. 
Body  panels  are  low-maintenance,  too. 
Clad  in  a  nonstick  paint,  they  repel  dirt. 

SMART  PARKING 

MUCH  OF  THE  ADVANCED  technology 
in  the  YCC  is  hidden  from  view.  Women 
in  Volvo's  focus  group  weren't  willing  to 
give  up  power  but  wanted  cleaner,  more 
efficient  performance.  Hence  the  215- 
horsepower,  five-cylinder,  near-zero-emis- 
sions gas  engine,  which  shuts  off  when 
not  in  motion  and  then  fires  up  instantly 
with  the  help  of  an  electric  motor.  This 
delivers  a  10%  boost  in  mileage,  says  Ols- 
son.  There's  also  a  nifty  parallel-parking 
aid.  When  the  car  is  aligned  in  front  of  an 
empty  spot,  sensors  can  confirm  that,  yes, 
if  s  big  enough.  Then,  while  the  driver 
controls  the  gas  and  brake,  the  system 
self-steers  the  car  into  the  spot. 

In  the  cockpit,  the  design  team  fo- 
cused on  ergonomics  and  styling.  "Ac- 
cess for  women,  in  particular,  can  be  dif- 
ficult," says  Jennifer  Stockburger,  an 
automotive-test  engineer  at  Consumer 
Reports,  who  has  been  testing  vehicle  er- 
gonomics into  her  ninth  month  of  preg- 
nancy. For  small  women,  especially, 
"reaching  out  to  shut  a  heavy  door,  or 
adjusting  pedals,  can  be  tough." 

To  tailor  the  cockpit  to  drivers,  the  YCC 
team  developed  and  applied  for  a  patent 
on  the  Ergovision  system.  At  a  dealer- 
ship, the  driver's  body  is  laser-scanned  in 
a  booth.  Volvo  then  calculates  optimal 
positions  for  the  seat  belt,  pedals,  head- 
rest, steering  wheel,  and  seat,  all  of  which 
is  saved  in  the  key  fob.  Each  driver  is  "au- 
tomatically custom-fitted"  when  they  get 
in  the  car,  says  Camilla  Palmertz,  YCC's 
project  manager. 

Whether  or  not  the  YCC  is  eventually 
built^some  of  its  design  innovations  are 
likely  show  up  in  future  Volvo  models, 
says  Olsson.  The  concept  car  will  make 
its  U.S.  debut  on  Apr.  7  at  the  New  York 
International  Auto  Show.  And  no  doubt 
plenty  of  gearhead  guys  will  be  there  to 
admire  its  feminine  wiles.  ■ 

-By  Adam  Aston  in  New  York  with 
Gail  Edmondson  in  Geneva 
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FIREFIGHTER  Irkut's 
Be-200  could  have 
global  appeal 


A  Survivor's 
Daring  Maneuvers! 

Planemaker  Irkut  is  aiming  high  with 
IPO  and  ambitions  in  overseas  markel 


HE  IRKUTSK  AIRCRAFT 
Factory  may  not  seem 
like  an  obvious  pioneer 
of  Russia's  transition 
to  market  capitalism. 
Founded  by  Stalin  in 
1932,  the  Siberian  plant 
went  on  to  churn  out  the  MiG-23  and 
Su-27  fighter-bombers  that  formed  the 
nucleus  of  the  Soviet  Union's  Cold  War 
air  armada.  Now,  the  planemaker— 
since  renamed  Irkut  Corp.— is  about  to 
stake  an  altogether  different  claim  to 
fame:  In  late  March,  the  factory  will  is- 
sue Russia's  largest- ever  initial  public 
offering,  and  the  first  by  a  Russian  de- 
fense company. 

The  IPO  is  likely  to  prove  a  highflier. 
Irkut,  founded  when  the  plant  was 
privatized  in  1992,  hopes  it  will  help 
propel  it  into  civilian-aircraft  produc- 
tion. The  company  aims  to  raise  $100 
million  by  floating  20%  of  its  shares  on 
Russia's  two  main  stock  exchanges. 
Irkut  had  estimated  2003 
revenues  of  $522  million 
and  pretax  earnings  of 
$94  million.  An  even  big- 
ger selling  point:  Irkut's 
$4.35  billion  order  book, 
which  includes  significant 
overseas  deals. 

The  Sukhoi  Su-30  fighter 
jet   is   the   force   driving 


Amphibious 
planes,  little 
seen  since 
the  1940s, 
are  back 


Irkut's   takeoff.   With   state-of-tj 
computers  and  all-weather  radii 
considered  one  of  the  most  manf 
able  fighters.  At  around  $40  millic 
at  least  25%  cheaper  than  comp 
U.S.  fighters  like  the  F-18. 

The  Su-30,  however,  will  be  ol 
in  little  more  than  a  decade,  and  I 
ing  a  replacement  won't  be  easy.  | 
why  the  company's  hopes  hang 
new  wonder:  the  Beriev  Be-200,  | 
million  amphibious  jet.  It  can  la 
water  and  scoop  up  12  tons  of  it 
14  seconds,  making  it  perfect 
fighting.  "It's  a  niche  airplane  th{ 
have  a  significant  global  impact,  | 
Dean  Breest,  chief  executive  of  ] 
Group  International  Inc.,  a  Faye 
(Ga.)  company  that  will  markJ 
Be-200  in  the  U.S.  Growing  al 
congestion  could  even  make  the  Bl 
attractive  to  U.S.  passenger  airlinf 
Irkut  wants  civilian  aircraft  to  m;| 
45%  of  sales  by  2010,  compared  wi| 
than  10%  today.  Ha 
&  Powers  Aviation 
fire-fighting    compa;! 
Greybull,  Wyo.,  has  a| 
signed  a  letter  of 
to    buy    eight    Bel 
Whether  waging  thej 
War  or  fighting  firel 
company  is  a  survivo  I 
-By  Jason  Bush  in  M 
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Middleware  is  Everywhere. 


Can  you  see  it? 
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WebSphere 


Key 


1.  New  design  already  tested. 

2.  Suppliers  already  linked. 

3.  Procurement  already  automated. 

4.  Blueprints  already  updated. 

5.  Engine  all  ready  for  takeoff. 


MIDDLEWARE  IS  IBM  SOFTWARE.  Powerful  software  like 
IBM  WebSphere*  Using  an  open  and  scalable  foundation, 
WebSphere  software  lets  you  swiftly  respond  to  change.  On 
demand.  Applications  are  easily  updated,  tested  and  deployed. 
Lead  time  is  shortened.  And  everything  clicks,  regardless  of 
platform.  WebSphere  delivers  it  all.  On  the  money.  On  demand. 
(©business  on  demand  "at  ibm.com/websphere/middleware 


SPECIAL  ADVERTISEMENT 


THE  PERILS  OF 
OPENING  A  BAR  IN 
THE  NEW  ECONOMY 


A  recently  published  New  York  City  entertainment  guide  listed  89  notable 
restaurants  that  had  closed  in  the  past  twelve  months.  Think  the  bar  business 
is  all  fun  and  games?  Think  again. 

From  laid-off  tech-sector  Baby  Boomers  to  Empty  Nesters  who've  finally 
unloaded  the  split  level  in  favor  of  a  townhouse,  today's  economy  is  full  of 
people  who've  thought  about  opening  their  own  little  tavern,  cafe  or 
trattoria.  For  all  these  heavenly  dreamers,  Kenny  Rabe  and  Matt  Campbell 
have  some  wordsof  advice.  ^ 

.^wtce.-^osay  alnP*  »>**«  *****  *£*^  ^ r 
^  owr^ng^W  if  voting  ^  dPitdont  *V*  -  y 
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That's  why  first-hand  knowledge  is  so  important.  Restaurant  consl 
Melissa  Leach  of  Miami  echoes  the  Maryland  partners:  "I  tell  peoJ 
either  make  sure  they  have  some  experience,  or  partner  with  someonj 
does,"  she  says. 

The  first  thing  to  decide  is  what  kind  of  establishment  you  w;J 
open  — are  you  ready  to  pursue  your  own  vision,  or  would  it  make 
sense  for  you  to  consider  opening  a  franchise?  Industry  statistics  not! 
while  Americans  are  eating  out  more,  certain  restaurant  categorie| 
growing  faster  than  others,  so  you  have  to  consider  whether  you  want 
into  the  fine  dining,  fast  food  or  casual  dining  category. 

After  negotiating  the  difficulties  of  financing,  you'll  need  to  consij 
location,  which  is  when  it's  time  to  call  in  the  experts.  Location  ir 
everything  from  design  and  construction  to  licensing  requirement^ 
regulations,  and  these  can  be  Byzantine  labyrinths  wherein  mone\| 
seems  to  disappear.  Of  particular  concern,  most  experienced  operator] 
is  the  lease.  "Expect  to  have  ongoing  problems  with  your  landlord," 
Leach.  "LVerythi  ng  fiom  noisetotrash,  cooking  odors,  traffic  and  sidj 
(£  structionwfll  presentaprobfem"^-,^  prCfce<s  Considersoi 
Apdthis  is  if  the  start  £  ?jfW'*  ah  mMy  Soup-  Tfe, 
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kinawrfere  e\eryone  knew  your  name  But  after  two  tough  years  of  living 
on  the  brink  of  insolvency  and  working  hundred-hour  weeks,  the  partners 
are  only  now  starting  to  see  profitability  at  the  end  of  the  tunnel.  Their 
experience,  and  the  hard  lessons  they  learned,  are  reflective  of  a  larger  trend 
in  the  bar  and  restaurant  business:  it's  an  industry  that's  become  more  and 
more  appealing  at  a  time  of  increasing  cost  pressures  and  daunting 
complexity  for  newcomers. 

SBA  stats  prove  the  point— restaurants  and  bars  tend 
to  go  belly  up  with  greater  frequency  than  most  other 
small  business  start-ups,  and  they  do  it  faster,  too.  As 
a  result,  both  the  SBA  and  most  banks  have  stricter 
lending  requirements  for  individuals  seeking  capital 
for  their  own  restaurant  or  bar  than  they  demand  for 
other  types  of  businesses. 

Typically,  experts  say  that  prospective  restaurant  and 
bar  owners  should  come  to  lenders  with  50  to  60 
percent  of  the  required  funding  for  their  venture  in 
hand.  This  is  one  of  the  reasons  many  turn  to  private 
equity,  taking  on  investors  who  own  a  piece  of  the 
business.  While  this  has  its  initial  advantages,  it  can 
provc'difficult  down  the  road,  particularly  when  it's 
time  to  buy  out  the  partners,  or  should  things  go  awry. 

There's  no  shortage  of  do-it-yourself  data  available  to  aspiring  Sam 
Malone's.  Internet  searches  for  topics  related  to  opening  a  bar  or  restaurant 
often  result  in  close  to  10,000  listings.  With  such  a  dizzying  array  of 
resources  out  there,  just  deciding  which  to  consult  can  be  daunting  enough. 


Bathing  fiorrf^to  ^nutostaffingandequipmenjre  s 
projective  entrepreneu r  wi th  a  myriad  of  complex  andpo^ 
expensi\e  choices  to  make  Restaurant  and  b ar  business  pla ns  ty  \ 
include  sections  on  food  and  beverage  costs,  labor  costs,  insi 
advertising  and  promotion,  furnishings,  maintenance,  legal  counsel,  util 
laundry  and  linen  and  more.  This  dizzying  list  of  potential  landmines  is 
negotiated  by  someone  with  steel  nerves  and  a  large  bottle  of  ibupr| 
says  Campbell.  "There  was  just  one  headache  after  another,"  he  recalls. 

And  what  of  the  upside?  While  most  proprietors 
long  hours,  they  tend  to  be  social  people  who   I 
dealing  with  the  public.  For  many  who've  come  tl 
field  as  a  second  career,  the  differences  between 
they  do  now  and  what  they  did  before  press 
welcome  change  from  the  grind  of  office  life. 

"There's  an  element  of  the  theatrical  to  doing  thi:j 
you  really  can't  find  anywhere  else,"  says  (| 
Satterwhite,  who  walked  away  from  a  15-year  cl 
with  a  telecommunications  giant  to  buy  into  a  friil 
immensely  popular  Mill  Valley  tavern.  "I  usel 
worry  myself  with  marketing  plans  and  forecasl 
and  now  I'm  booking  bands  and  stand-up  comic!) 
hiring  wait  staff.  I  can't  tell  you  how  much 
fulfilling  I  find  this,  yet  I'm  still  using  many  o| 
business  skills  I  relied  on  before." 

They're  going  to  come  in  handy,  too,  as  he  and  his  partners  begirt 
process  of  franchising  their  "Cutty's  Roadhouse"  concept  outside  the  I 
Area.  In  this  case,  taking  the  bar  or  restaurant  plunge  may  well  pa;| 
big  time. 
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A  Sports  Mogul 
And  a  Mystery 

As  Malcolm  Glazer  buys  into  ManU,  the 
SEC  looks  into  runups  of  stocks  he  controls 


A  TRANSATLANTIC  TUG- 
of-war  has  broken  out 
over  control  of  Man- 
chester United,  the 
British  soccer  club  that 
is  perhaps  the  most  lu- 
crative and  powerful 
sports  franchise  in  the  world.  On  one  side 
are  Irish  horse-racing  tycoons  John  Mag- 
nier  and  J.  P.  McManus.  On  the  other  is 
Malcolm  I.  Glazer,  the  reclusive  owner  of 
the  Tampa  Bay  Buccaneers,  winners  of 
the  2003  Super  Bowl. 

This  is  a  high-stakes  game.  Magnier 
and  McManus  own  just  under  29%  of  the 
team;  if  they  hit  30%  they  will  have  to 
make  a  formal  bid  under  London  Stock 
Exchange  rules.  That  could  trigger  a 
bruising  battle  with  Glazer,  who  has  put 
up  about  $200  million  for  almost  17%  of 
ManU,  which  is  publicly  traded  and  has  a 
market  value  of  $1.3  billion. 

As  a  yearlong  chess  match  between  the 
horse  breeders  and  Glazer  has  played  out, 
remarkable  runups  of  two  stocks  con- 
trolled by  Glazer  and  his  family— runups 
that  have  increased  the  value  of  their 


stake  by  some  $50  million— are  being 
probed  by  the  Securities  &  Exchange 
Commission,  BusinessWeek  has  learned. 
An  independent  BusinessWeek  investiga- 
tion raises  serious  questions  about 
whether  sudden  increases  in  the  value  of 
Zapata  Corp.  and  Omega  Protein  Corp. 
were  orchestrated.  The  Glazers  own 
about  50%  of  Zapata,  a  holding  company. 
Omega  is  a  fish-oil  company  in  which  Za- 
pata has  a  60%  stake. 

Zapata  Chairman  and  CEO  Avram  A. 
Glazer,  Malcolm's  eldest  son,  says  that  no 
shares  in  Zapata,  which  is  traded  on  the 
New  York  Stock  Exchange,  were  used  as 
collateral  to  finance  the  position  in 
ManU.  However,  spikes  in  the  stock 
prices  of  both  Zapata  and  Omega,  which 
Avram  Glazer  also  chairs,  came  after  cu- 
rious buyout  offers  and  coincided  with 
the  Glazer  family's  increasing  accumula- 
tion of  ManU  shares. 

"MIGHT  HAVE  BEEN" 

THE  BUSINESSWEEK  INQUIRY  led  to 
Theodore  Roxford,  a  mysterious,  would-be 
corporate  raider  who  takes  credit  for  put- 


Curious  Bidders, 
Climbing  Stocks 

1993  Malcolm  Glazer  acquires  enough 
st9ck  in  Zapata,  founded  by  George  H.W. 
Bush,  to  force  himself  and  son  Avram  onto 
board.  Zapata  sells  oil  and  gas  interests  to 
become  a  food-services  conglomerate. 

1995  Glazer  buys  Tampa  Bay  Buccaneers 
for  a  record  $192  million. 

1998  After  failing  to  find  a  buyer  for  Zapata 

on     RncinoccWAPlt     '  '^rrh  15   ?D04        
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unit  Omega  Protein,  Glazer 
spins  it  off,  raising  $136  million. 

2000  Zapata  loses  millions  in 
Internet,  junk-bond,  and 
sausage-casing  investments. 

NOV.8,2002Hollingsworth 
Rothwell  &  Roxford-an 
obscure,  self-described 
buyout  firm-approaches 
Zapata  about  its  allegedly 
undervalued  stock. 

JAN.  26, 2003  Tampa  Bay  defeats  Oakland 
48-21  in  Super  Bowl  XXXVIII. 
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KA-CHMG  The  most 
lucrative  team  in 
the  world  may 
be  ManU  (left) 


ting  Zapata  "in  play"  and  pushin 
share  price  from  a  low  of  22  on  ■ 
2002,  to  a  high  of  62.40  on  Dec.  1 
for  a  184%  increase.  He  tells  Busin 
that  he  first  approached  Zapata  n 
merit  with  an  undisclosed  offer 
2002.  He  says  he  wrote  to  Malcoln 
but  got  no  response.  Then,  Roxfo 
he  initiated  a  public  bid  in  March, : 
the  behest  of  an  investor  group 
large  stake  in  Zapata.  He  declines 

MAR.3,2003MRRe 
interest  in  acquiring 
$45  a  share.  Zapata 
shoots  up. 

MAR.7,2003Zapat 

HRR  bid,  but  shares 
closing  at  39.27. 

MARCH,  2003  Glaze 

rapidly  acquiring  she 

APRIL,  2003  Glazer 
Los  Angeles  Dodgers. 

JUNE  13, 2003  HRR  ups  Zapatc 


ROXFORD  IN  1995 
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he  group  but  says  he  "might  have 
'  acting  on  behalf  of  Malcolm  Glazer. 
ram  Glazer  calls  Roxford's  sugges- 
absurd.  He  says  that,  aside  from  the 
i,  neither  his  75-year-old  father  nor 
ne  who  represents  him  has  "had  any 
ngs  with  [Roxford]."  Malcolm  Glaz- 
clined  to  comment. 
"  ie  Tampa  Bay  Bucs  are  worth  an  es- 
ed  $700  million,  but 
rules  bar  Glazer  from 


2003  HRR  withdraws 
announces  support  for 
board  because  shares 
tading  at  54.80. 

2003  Glazer's  bid  for 
rs  founders. 

2003  Ferrari 

fits,  another  obscure 

m  with  Roxford  ties, 

50  a  share  for  Omega 

3,  Omega  closes 

)  22%. 

oses  at 


pledging  that  asset  as  collat- 
eral. Meanwhile,  Glazer's 
bid  for  the  Los  Angeles 
Dodgers  last  year  went 
nowhere  partly  because  the 
financing  was  shaky,  ac- 
cording to  a  Major  League 
Baseball  executive.  Avram 
Glazer  denies  that  financing 
was  an  issue. 

The  Glazers  certainly 
have  plenty  of  other  assets 
in  addition  to  Tampa  Bay 
and  Zapata.  Closely  held 
First  Allied  Corp.,  the  hold- 
ing company  for  the  family's 
real-estate  empire,  boasts 
shopping  centers  in  15 
states  and  claims  to  have 
$500  million  ready  to  invest 
in  new  properties. 

While  the  Glazers  appear 
not  to  have  taken  advantage 
of  the  boost  in  Zapata's 
shares  by  selling,  an  SEC 
source  says  that  the  stocks 
value  as  possible  collateral 
has  indeed  jumped.  The 
agency  is  looking  into  the 
mysterious  leaps  in  price  in 
an  attempt  to  determine 
whether  they  resulted  from 
market  manipulation  or  were 
orchestrated  on  behalf  of 
someone  else.  The  SEC  re- 
cendy  subpoenaed  Roxford, 
and  Omega  General  Counsel 
John  D.  Held  confirms  that  the  agency  re- 
quested company  documents  last  fall. 
Avram  Glazer  would  not  comment  on 
whether  the  SEC  has  sought  similar  infor- 
mation from  Zapata. 

The  strange  story  begins  on  Nov.  8, 
2002,  when  Roxford  claims  he  approached 
Zapata.  Roxford  says  he  wanted  to  discuss 
taking  Zapata  private,  since  its  share  price, 
then  22,  did  not 
reflect    the    full 

62.40,  an  all-time  high. 
SEPT.  5, 2003  Omega 
declares  Ferrari  bid  not  credible. 
Omega  and  Zapata  stock  decline 
but  remain  above  pre-offer  prices. 

SEPT.  25, 2003  Glazer  ups 
ManU  stake  to  3.17%.  A  week  later, 
Rupert  Murdoch's  BSkyB  sells 
10%  ManuU  stake  for  $104  million 
to  two  Irish  racing  tycoons,  who 
now  own  21%. 

NOV.  14, 2003  Zapata  reports 
DODGER  SHAWN  GREEN 


value  of  its  60%  stake  in  Omega  and  the 
fact  that  Zapata  was  sitting  on  $115  million 
in  cash  and  short-term  securities.  On  Mar. 
3, 2003,  after  getting  no  reaction,  Roxford 
made  a  $45-a-share  offer  for  Zapata. 
Avram  says  neither  he  nor  his  father 
knows  anything  about  Roxford  trying  to 
reach  Zapata  in  2002. 

WRONG  NUMBERS 

THE  BID  CAME  AS  AN  E-MAIL  to  Zapata 
from  Hollingsworth,  Rothwell  &  Roxford, 
a  self-described  Melbourne  (Fla.)  mergers 
and  acquisitions  firm.  HRR's  address  is  a 
mailbox  at  a  UPS  store  in  a  shopping 
mall.  A  phone  number  listed  on  the  HRR 
Web  site  belongs  to  a  man  who  says  he 
has  never  heard  of  the  firm.  And  the  fax 
number  connects  to  a  voice  fine  belong- 
ing to  an  elderly  local  woman  who  also 
has  never  heard  of  HRR  or  Roxford. 

Roxford  and  two  partners  he  identifies 
as  Hugh  Hollingsworth  and  Ken  Roth- 
well offered  to  acquire  Zapata  "contin- 
gent on  Zapata  Corp.  making  a  public  an- 
nouncement" that  HRR  had  made  a  bid 
"so  that  everyone  can  hear  about  our  offer 
at  the  same  time."  On  Mar.  5, 2003,  Zap- 
ata publicized  the  bid  in  a  press  release 
because,  says  Avram,  the  offer  had  been 
revealed  in  an  Internet  chat  room.  At  that 
point,  the  shares  climbed  nearly  4%,  from 
36.39  to  37.78. 

After  two  days,  Zapata  threw  cold  water 
on  HRR's  offer,  announcing  that  "it  would 
not  be  in  the  best  interest  of  Zapata  or  its 
stockholders  to  pursue  this  matter."  The 
shares  closed  out  the  week  at  39.27,  up  al- 
most 11%.  On  July  13, 2003,  HRR  raised  its 
offer  for  Zapata  to  $51  a  share.  Two  days 
later,  with  Zapata  trading  at  54.80,  it  with- 
drew its  bid  and  announced  support  for 
the  company's  board. 

Roxford  insists  that  he  "never  made  a 
penny  off  [the  Zapata]  deal,"  because  he 
owned  no  shares.  Then  why  bother  with 
Zapata?  In  a  face-to-face  interview,  Roxford 
said  his  pursuit  of  Zapata  was  "a  test"  de- 

$2.3  million  third-quarter  loss.  In  October, 
Omega  eked  out  third-quarter  earnings  of 
$740,000  on  lower  revenues  and  margins. 

NOV.  25, 2003 The  lone  analyst  covering 
Omega  issues  a  "buy"  recommendation 
and  suggests  Zapata  may  acquire  the 
remaining  40%  of  Omega. 

DEC.  17, 2003  Omega  stock  hits  a  52-week 
high  of  8.30.  Glazer's  paper  gain  in  Zapata 
and  Omega  since  mystery  bids  began  in 
November,  2002:  $50  million. 

FEB.  25, 2004  Glazer  raises  stake  in  ManU 
to  16.69%,  totaling  about  $200  million. 
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signed  in  large  part  to  prove 
his  investing  prowess  to  a  po- 
tential client. 

Roxford  says  the  investor 
group  he  was  trying  to  im- 
press owns  "between  a  half- 
rnilhon  and  a  million 
shares"  of  Zapata.  The  only 
group  that  comes  close  to 
filling  that  bill  is  the  Glazers. 
In  a  phone  interview  on  Feb. 
24,  Roxford  said  it  was  pos- 
sible that  the  Glazers  were 
working  with  the  unnamed  investor 
group,  but  he  didn't  ask  "because  I  didn't 
want  to  know." 

Six  months  after  the  Zapata  offer,  the 
same  pattern— a  questionable  bid,  a  pub- 
lic announcement,  a  runup  in  the  stock, 
and  management^ s  rejection  a  few  days 
later— repeated  itself,  only  this  time  it  was 
an  even  more  out-of-the-blue  bid  for 
Omega  Protein.  The  suitor  was  Ferrari  In- 
vestments. In  an  Aug.  29, 2003,  letter,  Fer- 
rari offered  to  acquire  Omega  for  9.50  a 
share,  well  above  its  trading  price  of  5.80. 
The  offer  was  anonymously  posted  on  Ya- 
hoo's Raging  Bull  message  board,  sending 
Omega  shares  up  to  7.08,  their  highest 
level  since  early  1999.  Zapata  shares  also 
shot  up  to  62.40,  a  52-week  high.  By 
week's  end,  Omega  shares  remained  10% 
above  the  pre-offer  level. 

Also  like  Zapata,  Omega's  manage- 
ment dismissed  Ferrari's  offer  as  "not 
credible."  That  may  have  been  an  under- 
statement. The  e-mail  came  from  a  sleepy 
Argentine  coastal  town,  Comodoro  Riva- 
davia.  The  purported  sender,  one  Louis 
Antonio  Carlo  Giovanni  Ferrari,  mis- 
spelled the  town's  name  as  Comodoro  Ri- 
vadava.  At  the  local  Chamber  of  Com- 
merce, just  three  blocks  from  the  address 
on  the  e-mail,  no  one  has  heard  of  Ferrari. 

DEEPER  MYSTERY 

ALSO  CASTING  DOUBT  on  Ferrari's  bona 
fides:  A  company  Web  site  (ferrarinvest- 
ments.com),  hosted  in  the  Netherlands 
and  registered  to  Swiss-American  Global 
Investments  Corp.,  no  longer  functions. 
When  it  was  working,  however,  the  site 
linked  to  nrstunionoffshorebank.com, 
which  encouraged  visitors  looking  to 
move  money  offshore  to  deposit  funds  into 
accounts  at  a  Latvian  bank.  It  also  said  that 
Swiss'-American's  offices  were  located  in 
the  London  neighborhood  of  Clapham, 
but  a  building  pictured  on  the  Web  site 
doesn't  exist  at  the  address  shown. 

Further  deepening  the  mystery,  Roxford 
claims  that  he  is  engaged  to  Ferrari's  niece. 
Indeed,  Roxford  says  that  until  recently  he 
had  been  living  in  Ferrari's  home  in 


Avram 
Glazersays 
the  family 
has  had  no 
dealings 
with  Roxford 


Buenos  Aires.  "I  see  him 
every  day  when  I  am 
there,"  says  Roxford,  50,  an 
intense  man  with  shoulder- 
length  hair.  Why  does  no 
one  else  seem  to  know  Fer- 
rari? "He  likes  to  be  pri- 
vate," Roxford  notes. 

Roxford  sees  himself  as  a 
mergers  and  acquisitions 
expert  in  the  same  league  as 
oilman  T.  Boone  Pickens  Jr. 
and  financier  Henry  R. 
Kravis.  In  1995,  news  articles  reported  that 
he  boasted  of  cheating  companies  out  of 
millions  of  dollars,  but  now  he  says  he  was 
misunderstood— that  he  was  trying  to  pro- 
mote a  novel  he  was  writing.  He  also  says 
he  changed  his  name— until  1994  he  was 
Lawrence  David  Niren— because  the  man- 
uscript, which  was  never  published,  was  so 


MALCOLM GLAZER  In 

the  '80s,  he  made 
high-profile  bids 


controversial  he  needed  a 
pseudonym. 

Curiously,  despite  the 
slamming  that  the  Zapata 
and  Omega  offers  got  in  company  press  re- 
leases, the  shares  stayed  aloft  for  the  better 
part  of  last  year.  Two  events  in  the  fall  of 
2003  might  account  for  some  of  the 
uptick.  In  October,  Zapata  spent  about  $50 
million  of  its  $115  million  trove  of  cash  to 
buy  Safety  Components  International  Inc., 
a  Greenville  (S.C.)  maker  of  air-bag  fabrics. 
The  market  may  have  seen  this  as  a  posi- 
tive move  since  Zapata  management  final- 
ly seemed  to  be  harnessing  its  cash  to 
boost  sales  and  profits. 

And  on  Nov.  25,  Omega  Protein's 
shares  jumped  9%,  from  5.67  to  6.17, 
when  Timothy  S.  Ramey,  an  analyst  at 


DA  Davidson  &  Co.,  a  financial  sei 
firm  in  Great  Falls,  Mont.,  began  co\ 
the  fish  processor.  He  gave  it  a  bu> 
ommendation.  Ramey  thinks  Or 
whose  fish  oils  currently  are  sold  a> 
mal  feed,  could  vastly  increase  sales 
omega-3  fatty  acids  as  a  human  food 
plement  because  of  the  growing  a^ 
ness  of  the  health  benefits.  "It  doesn' 
a  rocket  scientist  to  see  that  Zapat 
very  good  value,"  says  Avram. 

WHY  THE  FROTH? 

STILL,  THE  FUNDAMENTALS  of  nt 
company  support  the  shares'  froth 
havior:  In  October,  2003,  Omega's 
quarter  earnings  were  just  $74C 
while  in  November,  2003,  Zapata  sri 
a  $23  million  loss  for  the  third  quartt 
the  first  nine  months  of  2003,  Zapata 
income  came  to  just  $799,000,  down 
$4.8  million  in  the  2002 
because  of  higher  opera 
penses  and  lower  reven 
Omega. 

Last  year,  however,  Zapat 
Omega  outperformed  the  c- 
stock  market,  as  well  as  thei 
companies.  Zapata's  nearl) 
total  return  for  2003  exo 
38%  return  for  the  Stand 
Poor's  600  SmallCap  stock 
index  with  which  Zapata 
pares  itself  in  its  annual 
statement  Omega  did  eve 
ter:  Its  95%  total  return  v\ 
higher  than  the  food  proc 
in  its  peer  group,  including 
Foods  Inc.'s  20%  and  / 
Daniels  Midland  Co.'s  25% 
So  why  would  investors 
up  the  shares  despite  st 
doubts  about  the  bidders' 
bility?  Analyst  Ramey  say 
he  assumed  both  offers 
from  "blatant  stock  man 
tors"  out  to  make  a  quick 
Investors  were  less  suspi 
he  says,  "because  it's  haj 
the  market  not  to  react  to  the 
'takeover  bid.'  The  market  always  i 
on  speculation." 

If  Ramey  is  correct,  the  SEC  couk 
a  case.  In  1998,  it  adopted  a  regulatic 
says  that  anyone  who  announces 
but  is  only  fooling  the  market  into  I 
ing  that  a  company  is  an  acquisition 
could  be  subject  to  civil  fraud  ch 
Such  bogus  offers  may  result  in  cr 
prosecution,  says  Brian  Lane,  an  ex] 
corporate  law  and  the  SEC  officia 
oversaw  the  rule's  adoption.  Roxfc 
sists  his  offers  were  valid  and  says  h 
nothing  wrong."  The  Glazers  di 
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No.  2  IN  THE  RANKINGS.  No.  1  ON  YOUR  LIST. 

There  are  reasons  we've  been  the  nation's  first  or  second-ranked  International 
Master  of  Business  Administration  program  fourteen  years  running.*  Reasons  like 
three  tracks  of  study  with  an  option  of  learning  a  foreign  language.  Reasons  like 
the  only  five-month  internship  offering  you  real  work  experience  at  globally 
recognized  corporations.  And  because  we're  the  nation's  top-ranked  public 
university  IMBA  program,  you  won't  have  to  worry  about  spending  the  next 
twenty  years  paying  for  your  degree. 

All  of  which  are  great  reasons  for  you  to  make  No.  2,  No.  1  on  your  list. 

To  learn  more  about  the  IMBA  program  at  the  Moore  School  of  Business,  call 
803-777-2730  or  visit  our  Web  site  at  bw.moore.sc.edu. 

*As  ranked  by  U.S.News  &  World  Report. 
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32  AM  ORDER  GRILLED  CHEESE 
MD  FRIES  2:35AM  DOZE  OFF 

iobile  workforce.  An  army  of  productivity  or  multiple  points  of  entry  ripe  for  intruders?  Enter  the  self-defending  network,  with  integrated 
•y  woven  throughout.  A  line  of  defense  that  delivers  security  where  security  is  needed.  Wherever  you  do  business.  Inside  the  intranet, 
e  the  intranet.  Across  the  Internet.  Even  in  hotel  rooms  on  the  other  side  of  the  planet.  So  your  jet-lagged  mobile  workers  stay  safe  and 
.  And  your  business  keeps  marching  forward.  To  learn  more  about  how  Cisco  can  help  plan,  design  and  implement  your  network  security, 
sco.com/securitynow.  SELF-DEFENDING  NETWORKS  PROTECT  AGAINST  HUMAN  NATURE. 
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Finance  Investigations 


any  involvement  in  the  bids. 

The  Glazers  are  no 
strangers  to  ambitious  of- 
fers, however.  During  1998's 
high-tech  mania,  they  creat- 
ed a  separate  company, 
Zap.com,  to  acquire  Web 
sites  for  an  Internet  portal. 
In  May,  1998,  the  startup— 
whose  shares  are  98% 
owned  by  Zapata— made  an 
unsolicited  $1.7  billion  stock 
offer  for  Internet  portal  Ex- 
cite.com.  Zapata's  market 
value  was  $250  million. 
"Zap's  goal  is  to  become  one 
of  the  largest  Internet  com- 
panies in  the  world,"  Avram 
Glazer  enthused  in  a  press 
release.  The  deal  was 
spurned:  A  company 
spokeswoman  said  at  the 
time  that  Excite  viewed  the 
offer  as  a  publicity  stunt.  Ex- 
cite later  merged  with 
@Home  Corp.  Zap.com  has 
ceased  operations. 

Malcolm  Glazer,  the  son  of 
Lithuanian  immigrants,  began  thinking 
big  at  a  young  age.  In  1943,  after  the 
death  of  his  father,  Abraham— a 
Rochester  (N.Y.)  pawnbroker  who  also  re- 
paired watches— he  became  the  family 
breadwinner.  At  15,  he  was  selling  watch 
parts  from  a  suitcase.  By  21,  he  had  ob- 
tained a  watch-repair  franchise  at  a  near- 
by U.S.  Army  base.  The  profits  were 
plowed  into  mobile  homes,  nursing 
homes,  and  other  real  estate. 

DERAILED  OFFER 

BY  THE  TIME  GLAZER  paid  $192  million 
for  the  ragtag  Buccaneers  in  1995,  he  had 
made  his  mark  as  a  corporate  greenmail- 
er.  A 1984  offer  for  Conrail  Inc.  was  one  of 
Glazer's  first  forays  into  the  public  mar- 
kets. His  surprise  $76  billion  bid  for  the 
bankrupt  rail  line  was  especially  auda- 
cious since  it  included  only  $100  million 
in  cash,  with  the  rest  coming  from  Con- 
rail's  future  profits.  The  offer  failed  due  to 
doubts  about  financing. 

Next  came  hostile  takeover  attempts  at 
Formica  Corp.  in  1988  and  Harley-David- 
son  Inc.  in  1989.  In  both  instances,  he 
eventually  sold  his  stock  at  a  substantial 
profit.  On  the  Harley  investment,  he 
pocketed  about  $11  million. 

In  the  early  1990s,  Glazer  began  accu- 
mulating shares  in  Zapata,  the  oil-and-gas 
outfit  started  in  1954  by  former  President 
George  H.W.  Bush.  After  Bush  sold  his 
stake  in  the  mid-1960s,  Zapata  remained 
focused  on  energy,  though  in  1972  it  ac- 
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quired  a  fishing  company  in 
Reedville,  Va.,  renaming  it 
Omega  Protein.  By  the  time 
Glazer  forced  himself  and 
Avram  onto  the  board  in 
1993,  Glazer  had  new  ideas 
for  Zapata. 

Installing     himself     as 
chairman    in    1994    and 
Avram     as     CEO     eight 
months      later,      Glazer 
ditched  Zapata's  oil  and  gas 
assets  and  went  shopping, 
coming  up  with  far-flung  ventures,  from 
Caribbean  supermarkets  to  a  company 
that  made  sausage  casings.  The  scatter- 
shot strategy  produced  mosdy  losses. 

An  aborted  attempt  to  sell  Houlihan's 
Restaurants  Inc.  to  Zapata  in  1995  cast 
Glazer  in  a  questionable  light.  If  Zapata 
had  bought  the  string  of  eateries,  Glazer,  as 
73%  owner  of  Houlihan's,  stood  to  gain 
$59  million.  In  response  to  a  lawsuit  alleg- 
ing that  Glazer  was  enriching  himself  at 
the  expense  of  Zapata,  a  court  ruled  the 
deal  had  to  be  approved  by  80%  of  share- 
holders, and  the  proposal  was  dropped. 

That  wasn't  Glazer's  only  plan  to 
make  a  buck  off  Houlihan's.  After  buying 
the  Bucs,  Glazer  arranged  for  the  restau- 
rant chain  to  pay  $10  million  for  naming 
rights  to  the  team's  stadium— a  head- 
scratcher  of  a  deal  since  Houlihan's  had 
just  two  outlets  in  Florida  at  the  time, 
neither  in  Tampa.  Avram  says  Houlihan's 
was  looking  to  publicize  new  restau- 


Zapata  pays 
Malcolm 
a  consulting 
fee  of 
$122,500 
a  month 


rants  it  planned  to  open  natior 
Malcolm  Glazer  stepped  down  as 
man  of  Zapata  in  2002,  but  he  hasn 
far:  Zapata's  board  O.K7d  a  com 
deal  that  pays  him  a  total  of  $6  millii 
$122,500  a  month  until  April,  2006 
ta  says  his  duties  include  acqui 
analysis  and  asset  management. 

Glazer  probably  didn't  have  tc 
hard  for  his  paycheck:  The  ch 
Zapata's  compensation  committee, 
V.  Leffler  Jr.,  is  a  longtime  frien 
worked  for  Glazer  in  the  past, 
sports  marketing  agency,  in  fact,  dr 
up  advertising  for  the  Bucs  from  19 
til  1999.  Even  now,  the  Web  site  fi 
fler's  agency  lists  the  Bucs  as  a  die 
when  BusinessWeek  contacted  the 
interview  Malcolm,  a  spokesman  s 
ed  that  a  reporter  speak  to  Leffler. 
appearances,  Leffler  maintains  he 
paid  work  for  the  Glazers.  "We're 
We  have  been  friends  for  a  long 
says.  Avram  insists  that  the  compe 
committee  is  independent 

Corporate-governance  expert  N 
now,  editor  of  research  firm  The 
rate  Library,  says  M 
lavish  contract  may 
board  failure. 
Avram,  the  board  in 
two  other  sons,  Bn 
and  Edward  S.,  anc 
sister,  Darcie  S.  < 
Along  with  Leffler, 
seven  directors  hav 
sonal  or  financial  t 
Malcolm,  who  is  the 
shareholder. 

Zapata's  strategic 

have  been  as  unconvi 

al  as  its  corporate  structure.  As  i 

languished  in  2001  and  2002,  m 

ment  seemed  content  to  sit  on  a  $1 

lion  pot  of  money  and  to  own  preci 

tie  else.  Until  late  2003,  Zapata's 

holding  was  the  60%  stake  in  Omei 

tein.  In  April,  2002,  institutio: 

vestors  became  restive.  Gates  ( 

Management,  for  example,  protest 

investors  would  have  been  bette: 

Glazer  simply  liquidated  Zapata 

tributed  the  proceeds.  But  he 

budge.    Later   that   year,   Zapat 

Omega  shares  began  moving  up,  t 

sent  quieted  down,  and  the  Glazei 

tured  into  the  soccer  business.  Ni 

questions  are:  Did  someone  man: 

the  share  prices  of  Zapata  and  O 

And  did  the  Glazers  just  get  lucky- 

-By  Mark  Hyman  in  Orlan 

Paula  Dwyer  in  Washington,  with 

Cohn  in  London  and  Robert 

in  Melbour 
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ed  is  nothing  new  to  Nissan.  So  when  they  decided  to  build  a  state-of-the-art  plant  in  Canton,  Mississippi,  they  wanted 
he,  well,  really,  really  fast.  That's  when  Mississippi  put  the  pedal  to  the  metal.  Preparation  and  site  work  for  the  2.5  million 
( ire-foot  plant  was  completed  in  just  five  months  (more  than  a  year  faster  than  average).  A  water  and  wastewater  system  was 
led  in  12  months.  A  new  freeway  interchange  in  14  months.  In  fact,  Mississippi  helped  Nissan  go  from  groundbreaking 
•  monies  to  groundbreaking  vehicles,  like  the  all-new  Nissan  Quest  minivan,  in  just  25  months.  Proving  what  Nissan  had  known 
(the  start:  when  it  comes  to  business,  Mississippi  is  built  for  speed.  To  learn  more,  visit  us  at  mississippiandnissan.com. 
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THE   CARLSON   MBA 


6v  here  do  you  see  yourself  in  5  years? 

The  question  interviewers  love  to  ask,you've  already            program  amass  experience  while  unleashing  their 

answered.  Now  you  need  to  figure  out  how  to  get            potential.  The  Carlson  Part-Time  MBA  program 

there  -  and  that's  where  we  can  help.                                 turns  talented  professionals  into  even  more  valued 
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H            After  all,  the  Carlson  School  has  always  been  ahead            < 

:orporate  assets.  And  the  Carlson  Executive 

I            of  its  time.  With  three  top-ranked  MBA  programs,            1 

V1BA  program  helps  seasoned  leaders  become 

1            we've  created  what  other  schools  only  talk  about:            1 
1            A  career-focused  culture  that  combines  rigorous 

VMVMj                                           1*1                  1                    11                                                 t                         1         C                     1 

rue  visionaries. 

CARLSON  SCHOOL  MBA  PROGRAMS        a 

■            stud\  with  real-world  experience.  Instead  or  merely 

5            running  to  class,  you  may  be  running  a  business. 

>   Full-Time  MBA  Program 

&            Beyond  studying  theory,  you'll  put  it  to  the  test. 

>   Part-Time  MBA  Program 

»V            And  rather  than  simply  reading  case  studies, 

>   Executive  MBA  Program 

X            you  might  become  one. 

l 

Discover   the   difference  between   taking  a 

One  thing  is  for  certain:  You  will  be  transformed            < 

:ourse  and  setting  one.  Visit  our  website  at 

by  the  Carlson  School.  Immersed  in  a  culture  of            \ 

vww.carlsonschool.umn.edu,  or  call  toll-free 

innovation,  participants  in  the  Full  Time  MBA            < 

•i —  625  6468  for  more  information. 

1                             Carls 
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University  of  M 

INNES0TA 

The  University  <>t  Minnesota  is  an  equal  opportunity  educator  and  e 

uplover     1003  Itegems  of  the  University  of  Minnesota 
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Special   Advertising   Section 


The  Spring  2004 

BusinessWeek 

cutive  Education  & 

MBA  Directory 


Professionals  who  are  serious  about 

moving  ahead  in  their  careers  know 

that  advanced  education  is  the  key  to 

opening  new  doors. 

The  BusinessWeek  Executive 

Education  &  MBA  Directory  offers 

valuable  information  on  leading 

institutions  and  educational  programs. 

For  information  on  advertising 

in  The  Fall  2004  BusinessWeek 

Executive  Education  &  MBA  Directory 

please  call  1-800-424-3090  or 

-mail  patrice_scrret@husinesswcek.com. 
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Colorado  State  University's 

College  of  Business 

offers  a  comprehensive 

MBA  at  a  distance 

. .  .  not  in  isolation 

Learn  through  direct  int 
with  faculty  and  other 

>  Experience  DVD  mix 
lectures  from  a  leader  in 
delivery  technology 


Earn  your  MBA  online  from 
a  top-20  business  school. 

You  will  be  taught  by  the  same  world-renowned 
faculty  who  teach  in  the  Kelley  School's 
full-time  residential  MBA  program  and  part-time 
evening  MBA  program. 

Apply  by  6.15.2004 
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Become  part  of 
Call  us,  sta 
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Indiana  University 


HUH 

School  of  Business 


www.kd.iu.edu 

317.278.1566 


STANFORD 

GRADUATE  SCHOOL  OF  BUSINE 
EXECUTIVE  EDUCATION 

Change  Lives, 


Change  Organizations, 

Change  the  World 


General  Management 

Financial  Management 

Nonprofit  and  Philanthropy 

Leadership  and  Strategy 

Technology  and  Operations 

Marketing 

Custom  Programs 

■HP*?8 

Negotiation  Stanford  Sloan  Master's  Program 

www.gsb.stanford.edu/exed 

866.542.2205  (toll  free,  U.S.  and  Canada  only)  or  650.723.3341  •  Stanford,  Califo 
executive_education&gsb.stanford.edu 
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1  3.111  earning 

a  well-respected  JVLIjA 
without  disrupting  my 

well-established  career. 


In  class  or  online, 

UMUC  helps  you 

earn  the  MBA  you 

need  to  succeed. 

Call  or  log  on 

to  learn  more. 

•  32-month  MBA 

•  21 -month 
Executive  MBA 
available  in  classes  in 
the  D.C.  Metro  area 

•  Financial  aid 
and  scholarships 
available 

•  No  GRE  or 
GMAT  required 

©  2004  UMUC 


University  of  Maryland  University  College 

800-888-UMUC      umuc.edu/startmba 
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OUR  MBA  GRADUATES 
MAKE  ALL  KINDS  OF  MONEY. 


THUNDERBIRD  With  a  Thunderbird  MBA  in  International 
|^|  pa  Management,  your  ambitions  could  lead  you 
international  to  almost  any  corner  of  the  world.  Based  on 
—  a  philosophy  we  call  Borderless  Business 
Thinking,  the  program  can  give  you  a  real  competitive 
advantage.  And,  as  the  No.  1  school  of  international 
management,'  no  one  is  better  qualified  to  offer  it.  Visit 
www.thunderbird.edu.  This  is  where  the  world  comes 
to  learn  business  and  business  comes  to  learn  the  world. 


'http://www.thunderbird.edu/ 
about_us/thunderbird_news/ 
in_news/media_rankinqs.htm 
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Columbia  Executive  Education 

We  set  the  global  standard  for  success — for  individu- 
als and  organizations.  Cutting-edge  program  designs 
and  an  active  learning  approach  create  a  results-ori- 
ented environment  unmatched  in  the  world.  We 
develop  concrete  results  for  immediate  application. 
Our  commitment  to  our  clients'  needs  has  helped  us 
achieve  the  #1  ranking  in  executive  education  for  four 
consecutive  years  (Financial  Times,  2000-2003). 
We  give  you  the   ideas  and  tools  you   need  to 

power  your  performance. 

UPCOMING    COURSES 


Executive  Development  Program:  The  Transition  to 
General  Management 

[May  2-14] 

Fundamentals  of  Management:  Highlights  of  an  MBA 

[May  16-27:  Tokyo,  Japan 
June  13-25:  New  York] 

Mergers,  Buyouts  and  Corporate  Restructuring 

[May  17-21] 

Competitive  Strategy  for  Business  Markets 

[May  23-28] 

High  Impact  Leadership  (formerly  known  as  Leading 
and  Managing  People) 

[June  6-11] 

Finance  and  Accounting  for  the  Nonfinancial  Executive 
[June  21-25] 

The  Columbia  Senior  Executive  Program 

[June  27-July  23] 


WWW.GSB.COLUMBIA.EDU/EXECED 
800-692-3932  I   212-854-3395 
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www.businessweek.com/BizLink 


Internet     You  can  request  information  and/or  link  directly  to  company 
websites  through  our  electronic  reader  service  program 
@  www.businessweek.com/BizLink 

Mail         Fill  out  the  attached  postage-paid  reader  service  card  and 
simply  drop  in  the  mail. 


1.  American  Management  Association 

2.  Baruch  College— Zicklin  School  of  Business 

3.  Boston  University  School  of  Management 

4.  Capella  University 

5.  Carlson  School  of  Management-University  of  Minnesota 

6.  Colorado  State  University 

7.  Columbia  Business  School,  Executive  Education 

8.  Drexel  University-LeBow  College  of  Business 

9.  Franklin  University 

10.  Grenoble  Graduate  School  of  Business 

11.  Indiana  University— Kelley  School  of  Business 

12.  London  Business  School 

13.  Northwestern  University-Kellogg  School  of  Management 

14.  Purdue  University-Krannert  School  of  Management 

15.  RDI  USA  Ltd.— University  of  Leicester 

16.  Rensselaer  Polytechnic  Institute 

-Lally  School  of  Management  &  Technology 

17.  Rutgers  University 


18.  SMU-Cox  School  of  Business 

19.  Stanford  Graduate  School  of  Business 

20.  Theseus  International  Management  Institute 

21.  Thunderbird— The  American  Graduate  School  of 
International  Management 

22.  UCLA-The  Anderson  School 

23.  UMassOnline 

24.  Universiteit  Nyenrode-The  Netherlands  Business  School 

25.  University  of  California,  Irvine-Graduate  School  of  Manageme| 

26.  University  of  Cambridge-Judge  Institute  of  Management 

27.  University  of  Connecticut  School  of  Business 

28.  University  of  Florida 

29.  University  of  Illinois  at  Chicago 
-Liautaud  Graduate  School  of  Business 

30.  University  of  Maryland  University  College 

31.  University  of  Rochester-Simon  Graduate  School  of  Business 

32.  University  of  Texas  at  Austin-McCombs  School  of  Business 

33.  University  of  Texas  at  Dallas  School  of  Management 
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fou  can  now  earn  a  top  international 
''ABA  while  you  work 

*  Valuable:  fully  accredit 

*  Flexible:  study  when  an 
it  suits  you 

*  Affordable:  full  tuition  fees  of 
$10,200  with  0%  payment 
plan  available 

*  Achievable:  over  95%  graduation 
rate 

*  Accessible:  range  of  access 
programs  also  available 

Enroll  with  a  leader  in  distance 
learning  education 

Visit  www.rdiworldwide.com/usa 
today  or  call  1 .800.874.5844 


Anderson 

►School  of  Management 


Transform 

your 

future 


Leading  organizations  and  executives  worldwide 
choose  UCLA  to  deliver  a  truly  global  perspective 
on  leadership,  management  and  teamwork. 
Maximize  your  competitive  advantage  through  our 
top-ranked  MBA  and  Executive  Education 
programs. 

EXECUTIVE  EDUCATION  PROGRAMS:  (310)  825-2001 

execed@anderson.ucla.edu 

EXECUTIVE  MBA:  (3 10)  825-2032 

emba.admissions@anderson.ucla.edu 

FULLY-EMPLOYED  MBA:  (3 10)  825-2632 

femba.admissions@anderson.ucla.edu 

MBA:  (3 10)  825-6944 

mba.admissions@anderson.ucla.edu 

www.anderson.ucla.edul 
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Master  the  Business  Side  of  Technology  @ Theseus 


1-year  M 


1  Full  time  program 
Technology  focus 
1  English-speaking 
1  In  the  South  of  France 
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I  is  Impressive 

UC  Irvine's  MBA  program  is  ranked  in  the 
Top  50  by  BusinessWeek,  U.S.  News  & 
World  Report,  and  The  Financial  Times.  Our 
distinguished  faculty,  innovative  curriculum 
and  personal  attention  have  afforded  us  an 
impressive  reputation.  UC  Irvine  offers  an 
MBA  program  designed  to  fit  your  career 
path  —  and  inspire  you  to  succeed. 

Call  949.824.4622  for  more  information  or 
register  online  to  attend  an  information 
session  at  www.gsm.uci.edu/go/info. 


UCIrvine 

Graduate  School  of  Management 


has  worked  with  the  family  for  five  generations 


is  a  connoisseur  of  foreign  exchange  solutions 


provides  revolving  credit  lines  to  uncork  opportunity 


lets  Jim  manage  cash  flow  from  anywhere  via  the  web 


knows  a  merlot  from  a  meritage. 


Invest  in  you 
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Commercial  Banking 

Northern  California  -  Michael  Riley,  SVP,  (415)  705-7170 
Central  Valley  -  Scott  A.  Hagel,  SVP,  (916)  321-6702 
Greater  Los  Angeles  -  Bita  Ardalan,  SVP,  (818)  595-2021 
Metro  Los  Angeles  -  Scott  Connella,  SVP,  (213)  236-4275 
Orange  County/San  Diego  -  Mary  Allis  Curran,  SVP,  (619)  230-3374 


Small  Business  Services  -  (866)  876-7065 


Visit  us  at  uboc.com 
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Science&Technolosv  Physics 


Hitting  the 
/eirdness  to  Work' 

^sicists  say  quantum  materials  will  be 
basis  for  amazing  devices,  but  when? 


rHE  WORLD  OF  THE 
quantum  stretches  the 
limits  of  human  imagina- 
tion. Who  could  ever  be- 
lieve, for  instance,  that 
atoms— the  building  blocks 
of  our  seemingly  solid 
•e  able  to  exist  in  different 
at  one  time?  That  they  can  be  "en- 
i"  together  such  that  an  action  on 
jm  or  particle  will  affect  another 
considerable  distances?  Or  that 
e  irrevocably  altered  simply  by  the 
>eing  observed? 

Jiat  is  what  quantum  laws  tell  us. 
;n  himself  was  famously  troubled 
implication  that  reality  was  actu- 
st  a  collection  of  probabilities, 
God  not  only  played  dice  with  the 
>e  but  also  hid  the  dice.  "To  com- 
ense,  quantum  mechanics  is  non- 
J,"  says  Nobel  prize-winning 
st  William  D.  Phillips  of  the  Na- 


tional Institute  of  Standards  &  Technolo- 
gy (NIST). 

Nevertheless,  developing  quantum 
theory  was  "the  crowning  intellectual 
achievement  of  the  last  century,"  says 
California  Institute  of  Tech- 
nology physicist  John  Preskill. 
If s  the  underlying  principle 
for  many  of  today's  devices, 
from  lasers  to  magnetic  reso- 
nance imaging  machines. 
And  these  may  prove  to  be 
just  the  low-hanging  fruit. 
Many  scientists  foresee  revo- 
lutionary technologies  based 
on  the  truly  strange  properties 
of  the  quantum  world. 

For  instance,  there's  a  state 
of  matter  that  scientists  created  less  than 
a  decade  ago  called  the  Bose-Einstein 
condensate,  in  which  each  of  many  mil- 
lions of  atoms  act  identically  and 
everywhere    in    the    sample    at 


It  may  be 
decaaes 
before  the 
"quantum 
computer' 
is  a  reality 


are 


once. 


Dozens  of  research  groups  around  the 
world  are  experimenting  with  these  con- 
densates, whose  properties  portend  a  fu- 
ture we  can  barely  glimpse.  "Physicists 
relish  the  weirdness,  but  now  we're  start- 
ing to  ask  if  we  can  put  the  weirdness  to 
work,"  says  Preskill. 

Some  of  the  theoretical  possibilities 
boggle  the  mind.  For  example:  the  elusive 
but  intensely  desired  quantum  computer. 
The  mathematical  challenge  of  factoring 
a  400-digit  number— which  would  take 
10  billion  years  on  today's  supercomput- 
ers—might be  cracked  by  a  quantum 
computer  in  30  seconds.  While  there  are  a 
number  of  approaches  to  building  such  a 
device,  recent  experiments  with  the  Bose- 
Einstein  condensates  are  opening  up 
clever  new  paths. 

Quantum  weirdness  also  enables  com- 
munications to  be  sent  in  unbreakable 
code.  New  companies,  such  as  New  York 
City's  MagiQ  Technologies  and  id  Quan- 
tique  of  Geneva,  are  already  turning  these 
ideas  into  commercial  prod- 
ucts. At  the  same  time,  the  ex- 
ploration of  quantum  do- 
mains may  shed  more  light  on 
abiding  scientific  mysteries, 
such  as  how  some  substances 
conduct  electricity  with  zero 
resistance— a  phenomenon 
called  superconductivity.  That 
could  lead  to  the  transmission 
of  electricity  across  great  dis- 
tances with  no  loss.  And  a 
forthcoming  paper  from  IBM 
researchers  will  show  how  quantum  phe- 
nomena can  be  exploited  to  see  molecules 
more  clearly. 

These  uses  may  just  scratch  the  surface 
of  the  possible.  No  one  has  ever  been  able 
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Science&Technology  Physics 


A  visible 
clump  of 
atoms  defies 
the  laws  of 
Newton 


to  foresee  transformations 
wrought  by  any  revolution- 
ary science.  And  the  quan- 
tum world  is  no  different. 
uWe  have  not  yet  begun  to 
figure  out  what  the  applica- 
tions are,"  says  NIST  physi- 
cist Carl  J.  Williams.  "But 

the  risk  is  underestimating 

the  impact."  ^^^^^^™ 

Quantum  computers 
and  most  other  applications  are  decades 
away,  if  indeed  they  can  be  built  at  all. 
Still,  the  enormous  potential  has  led  to 
programs  at  companies  like  IBM  and 
Hewlett-Packard  Co.  The  Pentagon's 
Defense  Advanced  Research  Projects 
Agency  is  now  beginning  a  major  effort 
to  construct  a  working  quantum  infor- 
mation processor.  In  all  these  efforts, 
"the  goal  is  the  control  of  quantum  mat- 
ter," says  Immanuel  Bloch  of  the  Jo- 
hannes Gutenberg  University  of  Mainz. 
"It's  a  great  challenge,  but  there  are 
great  rewards." 

For  a  glimpse  of  this  endeavor,  drop 
by  the  lab  of  William  Phillips  and  his 
team  in  Gaithersburg,  Md.  Sprawling 
over  a  giant  lab  bench  is  a  maze  of  preci- 
sion mirrors  and  lasers,  all  converging 
on  a  small  glass  vacuum  chamber  where 
the  quantum  world  is  being  probed. 
Phillips  won  his  Nobel  in  1997  for  a  tech- 
nique known  as  laser  cooling,  in  which 
beams  are  used  to  slow  atoms  down. 
That  chills  the  atoms  until  they  are  a 
fraction  of  a  degree  above  absolute  zero. 
Now,  using  rubidium  atoms,  Phillips  is 
making  them  even  colder  by  letting  the 
warmer  ones  "evaporate." 

PEAKS  AND  TROUGHS 

INSIDE  THE  GLASS  CHAMBER,  he  is  cre- 
ating the  fragile  Bose-Einstein  conden- 
sate. The  clump  of  atoms  can  be  huge- 
big  enough  to  be  visible  to  the  naked  eye. 
At  that  scale,  you  would  expect  the  stolid 
laws  of  Newtonian  physics  to  rule.  In- 
stead, the  atoms  obey  the  Heisenberg  un- 
certainty principle,  which  specifies  that  an 
electron  or  atom  can't  be  pinned  down  to 
any  one  location.  Even  though  the  clump 
is  a  tenth  of  a  millimeter  across  and  con- 
tains a  million  atoms,  "every  atom  is 
everywhere— that's  what  makes  it  so 
wonderful,"  says  Williams. 

This  strange  state  of  matter  was  pre- 
dicted by  Einstein,  building  on  work  by 
Indian  physicist  Satyendra  Nath  Bose, 
back  in  1924.  It  was  first  created  by 
Phillips'  NIST  colleague,  Eric  A.  Cornell, 
and  Carl  E.  Wieman  of  the  University  of 
Colorado,  in  1995— a  Nobel  prize-win- 
ning achievement.  Now,  an  estimated  50 


groups  around  the  world 
are  experimenting  with 
the  strange  stuff.  "It  can 
do  some  amazing  things," 
says  Phillips. 

One  of  the  most  intrigu- 
ing—and potentially  use- 
ful—maneuvers in  Phillips' 
lab    involves    putting    the 
w^m  atoms  into  neat  little  rows. 

The  trick  is  using  precisely 
tuned  laser  light.  Imagine  dropping  peb- 
bles into  a  pond,  sending  waves  across 
the  water.  Then  drop  pebbles  at  the  oppo- 
site shore,  dispatching  waves  in  the  other 
direction.  Where  the  two  groups  of  waves 
meet,  they  create  so-called  standing 
waves— an  unchanging  collection  of 
peaks  and  troughs,  like  a  row  of  sand 
dunes  in  the  desert. 

Laser  light  is  also  a  wave.  So  two 
intersecting  beams  similarly  create 
peaks  and  valleys.  Scientists  call  this  an 
optical  lattice.  And  when  Phillips  and 
other  researchers  shine  intersecting 
laser  beams  though  the  Bose-Einstein 
clump  of  atoms,  individual  atoms  almost 
magically  go  from  being  everywhere  at 
once  to  nestling  in  the  valleys.  "It's  a 
great  gift  of  nature,"  says  Phillips. 
"We've  been  lucky  that  things  worked 
better  than  expected." 

To  information  scientists,  such  a  neat 


4s 


MAGIC  MATTER? 

Computer  Image 
of  a  Bose-Einstein 
condensate,  now 
a  lab  creation 


arrangement  of  atoms  looks  star  I 
like  the  basis  for  a  computer.  It  I 
arranged  that  each  atom  is  in  one  I 
energy  levels,  separated  by  a  I 
quantum  jump.  Thus,  each  aton  j| 
represent  a  0  or  a  1,  like  the  bits  ir  I 
ular  computer. 

But  these  are  no  ordinary  bits.  B I 
of  quantum  weirdness,  an  atom  c;  I 
0  and  a  1  at  the  same  time.  What';- 1 
the  different  quantum  bits,  or  "q 
can  be  entangled  with  each  other, 
there  is  no  actual  connection.  "Bee; 
the  mystery  of  entanglement,  the  s 
one  atom  will  be  dependent  on  th 
of  the  other,"  explains  Williams, 
much  stronger  relationship  thar 
riage."  As  a  result,  for  some  calcul 
the  power  of  a  quantum  machine 
exponentially    with    the    numb 
qubits— twice  the  bits  gives  yo 
times  the  power.  A  300-qubit  m 
could  store  more  combinations 
there  are  atoms  in  the  entire  un 
says  Williams. 

CLEVER  ALTERNATIVES 

WITHOUT  DOUBT,  there's  a  lon^ 
path  to  building  such  a  machine 
day's  researchers  have  only  be 
journey.  Phillips  and  his  team 
working  on  the  next  small  step, 
trying  to  figure  out  how  to  get 


Weirdnes 

While  many  of  today's 
technologies,  such  as 
lasers  and  MRI  machin 
work  because  of  quantr 
mechanics,  the  truly 
strange  quantum 
properties  hint  at  a  tutu 
we  can  barely  imagine. 
Some  of  the  first 
possibilities: 

for 
completely  secure  communicr 

capable  of  solvii 

problems  that  would  take  todai 
computers  billions  of  years. 

for  seeing 
individual  molecules  or  peering 
into  the  human  body. 

intofundamem 
physics,  such  as  the  science  ol 
superconductivity. 
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•>  and  from  the  individual  qubits,  by 
ig  the  atoms  from  one  state  to  the 
with  laser  beams. 

anwhile,  other  labs  are  pursuing 
alternatives.  At  the  University  of 
:,  Bloch  is  also  putting  Bose-Ein- 
•ondensate  atoms  into  the  valleys  of 
deal  lattice.  His  special  twist  is  cre- 
two  simultaneous  lattices  with  two 
.'nt  "colors"  of  laser  beams.  He  also 
lis  atoms  in  two  states  at  the  same 
rhen  he  can  move  one  of  the  land- 
I  so  that  the  atom  particles  interact 
v  ways.  "We  can  entangle  hundreds 
usands  of  atoms  and  measure  the 
)f  each  particle,"  he  says.  "It  is  a 
etely  new  way  of  thinking  about  a 
|um  computer." 

rther  tack  is  to  use  ions  trapped  in  a 

,etic  field  as  qubits,  instead  of  atoms 

optical  lattice.  Out  in  NIST's  Boul- 

]olo.)  labs,  David  J.  Wineland  has 

working  logic  gates— a  building 

of  computers— using  such  ions. 

lany  other  groups  are  experiment- 

th  tiny  bits  of  semiconductor  mate- 

abbed  quantum  dots. 

ultimate  payoff,  however,  is  ex- 

i  to  go  far  beyond  computing. 

the  very  act  of  observing  quantum 

lation   changes  it,  communica- 

diat  are  encrypted  with  quantum 

'  could  be  sent  safely  across  a  net- 

The  reason:  Any  attempt  by  spies 

rcept  the  key  would  immediately 

/ious,  so  users  could  switch  to  a 

nt  one. 

xciting  as  these  applications  are, 
chers  are  also  thrilled  by  the  basic 
e.  Earlier  this  year,  NIST  physicist 
ah  S.  Jin  created  a  state  of  matter 
a  fermionic  condensate  that  is 
arer  than  the  closely  related  Bose- 
in  materials.  She  managed  to  put 
that  don't  normally  like  being 
)  each  other  into  the  same  low-en- 
tate.  Her  work  could  lead  to  a  bet- 
derstanding  of  superconductivity, 
depends  on  similar  pairs  of  quan- 
articles. 

ntists  are  often  surprised  by  what 
ncounter.  Not  long  ago,  Phillips 
jxperimenting  with  faint  laser 
which  unexpectedly  impeded 
ovements  of  atoms.  "We  don't 
f  this  is  interesting  new  physics  or 
stupid  mistake,"  he  says.  "In 
rig  about  quantum  computing, 
at  the  forefront  of  fundamen- 
ysics."  That's  how  science  and 
ology  sometimes  advance— one 
quantum  step  at  a  time.  II 

-By  John  Carey 
in  Gaithersburg,  Md. 
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SciTech  Developments  to  Watch 


BY  OTIS  PORT 


INNOVATIONS 


Too  darn  hot 

»  Skeptics  of  global  warming 
assert  that  the  dire  effects 
attributed  to  greenhouse 
gases  are  largely  the  result  of 
the  imperfect  computer 
models  used  by  researchers. 
But  a  growing  body  of 
empirical  data  is  harder  to 
deny.  In  the  Mar.  5  Science, 
University  of  Bern  researchers 
show  that  average  summer 
temperatures  in  Europe  from 
1994  to  2003  made  up  one  of 
the  hottest  spells  in  five 
centuries.  And  the  30-year 
average  from  1973  to  2002,  for 
both  winter  and  annual 
temperatures,  also  topped  the 
500-year  record. 
»ln  the  U.S.,  meanwhile, 
North  Carolina  State 
University  scientists  are 
marking  the  steady 
northward  march  of  a 


rapacious,  non-native  vine 
called  kudzu.  Its  unchecked 
expansion  could  bode  ill  for 
crops,  they  say.  Kudzu  is 
familiar  in  the  South,  but  the 
weed  recently  spread  to 
Massachusetts,  where  it 
formerly  couldn't  survive  the 
winter.  Warmer  winters,  says 
horticulturist  Mary  M.  Peet, 
also  mean  southern  fruit 
trees  won't  produce  as  many 
flowers.  And  since  North 
Carolina's  killing  frost  now 
doesn't  come  until  November, 
more  bugs  survive  to  prey  on 
trees  and  crops. 


COOL  TOOLS 

THIS  DIAMOND  IS  SO  HARD, 
IT  BROKE  THE  METER 


i 


DIAMONDS  SCORE  a  10  on  a 

measure  called  Moh's 
hardness  scale.  That  makes 
them  the  hardest  things 
around.  But  now  there's  a  new 
diamond  that's  50%  harder 
than  nature's  handiwork. 

For  decades,  researchers 
have  been  trying  to  make  a 
material  harder  than  a 
normal  diamond,  which 
industry  could  use  for 
grinding  and  cutting  tools. 
Sturdier  diamond  films 
should  also  benefit  chips 
when  silicon  bumps  into  its 
physical  limits  around  2015. 


The  heat  that  now  plagues 
computers  from  ever-faster 
transistors  would  be  of  scant 
concern,  since  diamond  chips 
could  function  at 
temperatures  up  to  l,OOOC. 
A  team  led  by  scientists 
at  Carnegie  Institution  of 
Washington  created  the  new 
diamonds,  which  are  grown 
from  carbon  vapors,  then 
heated  to  2,000C  under 
extreme  pressures  for  10 
minutes.  They  knew  they 
had  something  special  when 
the  diamonds  broke  the 
hardness-measuring  device. 


POWER  PLAY 

ELECTRICITY 
FROM  SEWAGE 
BACTERIA 

THE  WASTEWATER  that  homes 
and  businesses  flush  away 
may  soon  be  more  than  just 
a  drain  on  municipal 
budgets.  Engineers  at 
Pennsylvania  State  University 
have  developed  a  fuel  cell 
that  uses  sewage  to 
generate  electricity.  Called  a 
microbial  fuel  cell  (MFC), 
the  prototype  is  a  glass  tube 
no  bigger  than  a  king-size 
beer  can.  While  the  juice  it 
generates  wouldn't  light 
even  a  mini  Christmas-tree 
bulb,  project  head  Bruce  E. 


Logan  says  that  will 
improve.  For  removing  the 
organic  matter  in  sewage, 
it's  already  78%  efficient. 

Ordinary  fuel  cells  produce 
power  by  harnessing  the 
electrons  from  a 
chemical  reaction 
between  hydrogen 
and  oxygen.  With 
the  new  design, 
the  electrons  come 
from  bacteria 
normally  found  in 
sewage  while  they 
consume  its 
organic  matter  as 
food.  Logan  hopes 
MFCs  will  trim  the 
$25  billion  annual 
bill  for  wastewater 
treatment  in 
the  U.S. 


SYNTHETIC-APERTURE 

(SAR)  has  revolutio: 
reconnaissance  by  p 
through  clouds  and  d 
to  create  photo-quahn 
images.  Compared  wit|j 
clock  hands  sweeping 
a  screen  and  showing 
SAR  is  like  jumping  frc 
flashlight  to  sunlight 

But  if  s  too  heavy  forfc 
small  robot  planes  the  fl 
gon  provides  to  ground™ 
for  speedy  surveillance  Jo 
Sandia  National  Laboratc  es 
has  slashed  the  weight  h 
prototype  SAR  by  75%.  ■ 
to  30  pounds.  That's  lull 
enough  to  be  carried  frH 
Corp.'s  Shadow  200,  wTj 
wingspan  of  13  feet,  wl  ■ 
used  to  make  do  with  1 1 
cameras.  (Using  video  H 
suspicious  people  or  vtU 
is  like  hunting  for  a  fo<  ■ 
by  scanning  the  stadiu 
through  a  drinking  stn  i) 

Consumer  uses  cou  h 
next.  California  Institute 
Technology's  Ah  Hajim 
recendy  unveiled  a  ch< 
radar  chip,  which  coulj 
lead  to  car  radar  that 
pierces  fog  and  blindii 
to  show  what's  ahead 
windshield  display. 


ROBOT  RECONNAISSANCE  SAR  cou 

replace  Shadow  200's  video  cam! 
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GOOD  BEGINNING 

Boespflug's  first 
batch  of  lots  sold 
out  in  three  days 


Downhill  Skier's 
iphill  Climb 

i  Jean-Pierre  Boespflug  create  an 
ho  rival  to  Vail  and  Whistler? 


I  NDER    AN     OVERCAST 
I  sky    in    Idaho's    West 
I  Mountains,  French  de- 
I  veloper    Jean-Pierre 
I  Boespflug  clicks  into  his 
t^MW  skis  and  stands  at  the 
^^    top  of  what  he  hopes  will 
first  four-season  "destination"  ski 
to  open  in  the  U.S.  in  23  years.  It's 
der  day,  and  beneath  him  lies  a 
of  beautifully  smooth  snow.  "The 
s  aren't  as  fun  as  they  were  when 
lees   were   younger,"    says   the 
shouldered  49-year-old  in  a  thick 
i  accent.  "But  this  looks  great." 
he  launches  himself  down  the 
ain,  gleefully  converting  his  mo- 
rn into  a  series  of  tight  S's. 
spftug  has  every  reason  to  be  up- 
is  newest  project,  Tamarack  Resort, 
million  ski  and  golf  resort  100  miles 
)f  Boise,  is  gaining  momentum,  too. 
)ring  the  Idaho  State  Legislature 
nanimously  to  award  him  a  49-year 
operate  on  2,500  acres  of  state 
ear  Donnelly,  population  100.  In 
y  the  first  batch  of  residential  prop- 
■104  lots  offered  at  $231,000  to 
00  a  pop— sold  out  in  three  days, 


giving  Tamarack  a  $46  million  foundation 
to  use  in  its  efforts  to  find  bank  loans.  As  of 
Mar.  1,  more  buyers  were  already  lining  up 
for  the  next  multimillion-dollar  batch  of 
real  estate  to  go  on  sale  in  May. 

"NOT  OVER  THE  HUMP" 

BUT  BOESPFLUG  is  a  long  way  from  the 
finish  line,  and  creating  Tamarack  may 
prove  to  be  more  of  a  tough  cross-country 
slog  than  a  smooth  downhill  run.  The  first 
lifts  aren't  scheduled  to  come  online  at 
Tamarack  until  December.  By  then,  the  re- 
sort should  have  a  modest  lodge,  a  restau- 
rant, and  a  few  shops.  And 
despite  the  promising  real 
estate  sales  so  far,  those  104 
sites  are  a  tiny  slice  of  the 
2,043  residential  units 
Tamarack  hopes  to  sell  dur- 
ing the  next  10  to  15  years 
to  fund  construction  of  62 
runs  and  14  lifts.  That's 
nearly  $1  billion  in  sales 
still  to  come,  if  all  goes  well. 
"We're  not  over  the  hump," 
Boespflug  says. 

His    caution    is    well- 
placed.  Since  Utah's  Deer 


THE  STAT 


56% 

Increase  in  snow- 
boarding  days  at 
ski  resorts  in 
2002-03  over  the 
10-year  average 


Valley  opened  in  1981,  every  attempt  to 
create  a  new  year-round  destination  ski 
area— a  resort,  such  as  Vail,  Colo.,  or 
Whistler,  B.C.,  that  aims  to  attract 
wealthier  national  and  international  va- 
cationers—has failed.  So  why  does 
Boespflug  think  he  can  fry  where  others 
wiped  out?  He's  betting  on  long  experi- 
ence in  both  skiing  and  finance.  "J.P.,"  as 
he's  known,  grew  up  in  Nice,  France,  ski- 
ing in  the  Alps  from  the  time  he  was  5 
years  old.  He  studied  electrical  engineer- 
ing at  Stanford  University,  going  on  to 
riches  as  a  tech  entrepreneur.  In  1997  he 
founded  Cross-Atlantic  Ventures,  a  ven- 
ture-capital firm  specializing  in  high 
tech.  Boespflug  also  developed  residen- 
tial areas  at  European  ski  resorts.  He  first 
invested  in  Tamarack  (then  called  West 
Rock)  in  1999  and  became  majority 
shareholder  in  2003. 

RUDDY-CHEEKED  HEALTH 

SO  FAR,  BOESPFLUG'S  success  at  Tama- 
rack stems  from  deft  politics  and  financial 
acumen.  He  soothed  environmentalists 
by  spending  about  $3  million  to  tap  an 
aquifer  450  feet  down  and  restoring  local 
streams.  He  hired  local  construction  out- 
fits, as  well  as  ski  guides  and  other  work- 
ers from  Valley  County,  bringing  cash 
flow  to  an  area  faced  with  a  depressed 
timber  and  agricultural  economy. 

Even  more  important,  Boespflug 
worked  to  win  over  potential  buyers  "with 
service,  not  concrete,"  he  says.  He  invested 
$28  million  of  his  own  money,  and  instead 
of  spending  precious  capital  on  a  hotel,  he 
built  cross-country  skiing  runs,  bike  paths, 
and  hiking  trails.  "I  let  people  come  to  me 
to  ask  about  what  we  were  doing,"  he  says. 
"I  warmed  up  the  market,  not  raped  it." 

Boespflug's  timing  also  appears  to  be 
good:  The  ski  industry,  long  anemic, 
shows  signs  of  returning  to  ruddy- 
cheeked  health.  According  to  the  National 
Ski  Areas  Assn.,  a  record  57.6  million  skiers 
and  snowboarders  hit  the  slopes  last  win- 
ter, up  5.9%  from  2001-02. 

Tamarack's  next  test  will 
come  in  May,  when  it  will  of- 
fer 52  more  lots,  this  time  on 
the  golf  course.  Late  spring 
can  be  a  tough  time  to  make  a 
sale  in  Idaho— there  will  be 
few  flowers  blooming,  no 
swimming  in  the  lake.  But 
Tamarack  officials  are  confi- 
dent they'll  sell  out  again.  If 
they  do,  Boespflug  should  be 
able  to  enjoy  his  run  for  at 
least  a  few  more  turns.  ■ 

-By  Tim  Neville  in 
Donnelly,  Idaho 
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Will  Your 
Plan  Win 

APrize? 

B-school  business-plan  competitions  can  yield  good 
feedback-and  seed  money.  BY  JENNIFER  MERRITT 


USINESS-PLAN  COMPETITIONS?  Think  of  them 
as  sporting  events  for  MBA  students.    The 


B  stakes  can  be  hundreds  of  thousands  of  dol- 
lars, and  even  taking  third  place  is  golden  on  a 
resume.  About  3,500  students  entered  some 
70  regional,  national,  and  worldwide  contests 
last  year,  and  several  hundred  more  students 
are  expected  this  year.J  Winners  often  get  a  big  payoff: 
enough  cash  to  start  their  own  businesses.  Indeed,  some 
competitions  backed  by  venture  capitalists,  such  as  the  Car- 
rot Capital  VentureBowl  in  New  York,  provide  upwards  of 
$750,000  in  equity  funding  to  first-place  finishers  (table). 
Those  sponsored  by  B-schools  offer  between  a  few  thousand 
dollars  and  $100,000  in  equity  or  cash.  J  Most  contests  start 
with  80  to  120  teams,  each  of  which  submits  an  executive 
summary  of  its  plan.  About  half  will  be  invited  to  the  next 
round— submitting  the  full  plan— and  the  judges  then  whit- 
tle that  group  down  to  10  to  25  finalists.  Along  the  way,  stu- 
dents get  valuable  advice  from  successful  entrepreneurs, 
a  chance  to  hone  presentation  skills,  and  mentoring  from 
professors  and  venture  capitalists.?  Just  ask  Matt  Ferris, 
president  of  KidSmart  Corp.,  about  the  value  of  the  contests. 
His  startup  raised  more  than  $100,000  in  winnings  from 
several  venture  competitions.  They  include  University  of 
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Oregon's  New  Venture  Championship, 
where  his  team  took  second  place  and 
$10,000,  and  Moot  Corp.  Competition,  in 
Austin,  Tex.,  where  the  team  won  first 
prize  and  a  $100,000  equity  investment 
last  spring. 

SMOKIN' 

NEXT  MONTH,  KIDSMART,  which  devel- 
ops smoke  detectors  for  children's  quar- 
ters that  give  escape  instructions  in  a  par- 
ent's own  voice,  will  take  delivery  on  the 
first  shipment  of  its  product.  The  compa- 
ny, which  until  a  few  weeks  ago  operated 
out  of  Chief  Financial  Officer  Bruce 
Black's  basement  in  Roswell,  Ga.,  is  also 
about  to  close  a  further  round  of  funding 
of  about  $1  million. 

The  KidSmart  founders  have  benefited 
from  the  connections  they  made  through 
the  venture  competitions.  In  their  first 
contest,  held  at  Wake  Forest  University  in 
Winston-Salem,  N.C.,  the  KidSmart  team 
met  a  partner  in  a  venture-capital  firm 
who  helped  them  create  a  network  of  ex- 
perts that  Ferris  and  Black  still  draw  on 
today.  The  VC  partner  also  offered  useful 
advice  on  improving  the  team's  plan. 

Indeed,  feedback  from  experts  might 
be  the  best  reason  to  enter.  "There  are  few 
other  avenues  I  can  think  of  where  you 
are  going  to  get  such  candid  and  sincere- 
ly helpful  feedback  from  a  wide  array  of 
professionals  who  know  what  they  are 
talking  about,"  says  Chad  Sorenson,  a 
University  of  Wisconsin  at  Madison  MBA 
grad  whose  company  won  about  $45,000 
in  several  competitions  to  develop  a  de- 
vice to  help  farmers  monitor  the  machin- 
ery that  applies  fertilizer.  At  Moot  Corp., 
finalists  are  treated  to  an  hourlong,  often 
blunt  feedback  session:  "They  didn't 
sugarcoat  it,"  says  Ferris. 

If  s  a  good  idea  to  find  out  who  the 


judges  are  at  a  competition  before  you  en- 
ter. A  group  of  West  Coast  tech-oriented 
judges  might  not  be  the  best  panel  to  hear 
a  pitch  for  a  fertilizer  venture. 

Also,  don't  necessarily  go  to  the  contest 
that  offers  the  biggest  stakes.  A  huge  cash 
prize  might  not  be  so  tempting  if  the 
sponsor  ends  up  retaining  a  big  chunk  of 
equity  in  your  company.  The  KidSmart 
team  turned  down  a  second-place 
$750,000  equity  investment  prize  at  Car- 
rot Capital  because  "the  terms  were  oner- 
ous" and  the  equity  share  the  venture  firm 
wanted  seemed  like  too  much.  "Teams 
need  to  understand  the  reality  of  the  pay- 
outs," says  Randy  Swangard,  director  of 
University  of  Oregon's  Entrepreneurship 
program.  "Some  [venture  firms  and 
schools]  are  coming  along  for  a  piece  of 
the  action." 

ARDUOUS  TOIL 

EXPECT  TO  SPEND  LOTS  of  time 
preparing  for  the  contest— including 
market  research,  cost  analysis,  and  writ- 
ing the  plan.  Former  participants  say  a 
team  of  four  will  spend  upwards  of 
2,000  hours  combined  in  preparation, 
plus  up  to  100  hours  refining  the  presen- 
tation before  each  competition.  About 
85%  of  that  will  be  spent  outside  class. 
MBA  courses  angled  toward  competi- 
tions can  be  very  helpful,  says  Caroline 
Palmer,  a  2003  University  of  Oregon 
grad  who  participated  in  four  competi- 
tions and  her  school's  MBA  venture 
course.  "The  course  challenged  me  to  in- 
tegrate everything  that  I  learned  in  my 
classes  and  apply  it  to  real  business." 
The  B-schools,  tapping  corporate  and 
alumni  contributions,  will  usually  pay 
the  travel  and  related  expenses  for  at- 
tending the  competitions. 

If  you  attend  a  school  that  has  its  own 


Where  MBA  Students  Battle  It  Out 

Moot  Corp. 

Austin, 
Tex. 

The  most  sought-after  competition.  Top  prize  is  a  $10,000 
equity  investment;  second  place  earns  $5,000  cash 

Carrot  Capital/ 
VentureBowl 

New  York 

Teams  that  have  already  secured  some  funding  compete 
for  up  to  $1  million  in  equity  capital  from  a  venture  firm 

Haas  Social  Venture 
competition 

Berkeley, 
Calif. 

Looks  for  innovative  solutions  to  social  and  environmental 
problems.  First  prize  is  $10,000— but  could  go  higher 

New  Venture 
Championship 

Eugene, 
Ore. 

Teams  receive  extensive  feedback  from  judges  and  men- 
tors. Top  prize  is  $25,000  cash  and  entry  to  Moot  Corp. 

Southwest  Business 
Plan  Competition 

Data:  BusinessWeek.  B-Schools 

Houston 

Thirty  teams  compete  for  $40,000  in  cash  prizes.  A  win 
means  automatic  entry  to  Moot  Corp. 
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business  incubator— a  program  designed 
to  help  businesses  get  off  the  ground,  of- 
fering office  space  and  other  resources— 
you  may  get  additional  seed  money  to 
fund  your  research  and  early  startup 
phase  before  you  head  off  to  competi- 
tions. Columbia  Business  School,  for  ex- 
ample, offers  such  money  through  its 
Lang  Fund  to  student  teams  that  have 
completed  a  series  of  entrepreneurship 


courses.  At  Columbia,  the  effort  is  consid- 
ered educational.  "We  roll  up  our  sleeves 
and  spend  one-on-on^  time  helping  a  stu- 
dent start  a  business.  It  changes  the  entire 
character  of  our  entrepreneurship  pro- 
gram," says  the  program  executive  direc- 
tor, Murray  Low. 

Before  you  make  the  considerable  in- 
vestment that's  required  in  time-and  en- 
ergy, make  sure  you  know  which  compe- 


titions are  the  best  fit  for  you  ;] 
business  plan.  (One  good  starti| 
is  www.mootcorp.org,  which 
links  to  the  sites  of  other  conte| 
year's  Moot  Corp.  competitior 
held  on  May  5-8  on  the  campi 
University  of  Texas  at  Austin.) 
off  could  be  big:  plenty  of  e> 
cash  in  your  pocket,  and  a  heac 
launching  a  company  of  your  o^ 


Pluck  a  Plum 
Interns 

It's  never  too  early  for  students  to  start 
working  on  strategy.  KATE  hazelwood 


FOR  MBA  STUDENTS,  THE 
right  summer  internship 
often  opens  the  door  to  a 
desirable  full-time  job  after 
graduation.  The  $10,000  to 
$25,000  they  earn  for  10  to 
12  weeks  of  work  is  just  the 
icing  on  the  cake. 

It's  never  too  early  to  launch  your  in- 
ternship strategy.  Before  students  arrive 
on  campus,  some  B-schools  distribute 
lists  of  companies  that  will  be  interview- 
ing to  fill  internship  slots.  By  the  time  re- 
cruiting starts,  usually  in  the  first  few 
weeks  of  the  first  semester,  you  should 
know  what  positions  you  want  to  seek. 
"The  last  thing  I  wanted  to  worry  about 
was  mixing  classroom  responsibilities 
with  figuring  out  what  I  wanted  to  do," 
says  Marcus  Glover,  a  summer  2003  Har- 
rah's Entertainment  intern  who  has  ac- 
cepted a  full-time  job  as  "the  president's 
associate"  in  the  leadership  development 
program  of  the  hotel  and  casino  operator. 
The  former  management  consultant 
knew  that  Harrah's  was  the  only  enter- 
tainment company  that  recruited  on  cam- 
pus at  Duke  University's  Fuqua  School  of 
Business.  Of  the  dozens  of  students  who 
applied  for  the  Harrah's  internship,  Glover 
was  one  of  three  hired.  How  did  he  land 
such  a  coveted  slot?  He  credits  standard 
due  diligence  on  the  company  and  its 
competitors  plus  more  detailed  scrutiny  in 
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the  fields  he  most 
wanted  to  work  in: 
technology  and  cus- 
tomer relationship 
management. 

One  of  Glover's 
projects  was  to  fig- 
ure out  how  to  max- 
imize the  time  cus- 
tomers spent  at  gambling  tables  and  slot 
machines  by  reducing  waits  for  cashier 
windows  and  restaurants  and  by  stream- 
lining traffic  in  the  100,000-sq.-ft.  casino. 
He  offered  several  proposals  to  the  execu- 
tive committee,  including  one  that  has  al- 
ready been  implemented:  placing  direc- 
tional signs  and  maps  on  the  casino  floor. 
He'll  pursue  his  other  ideas,  which  are 
technology  driven,  when  he  starts  his  job. 

GOING  FOR  IT 

THE  SMARTEST  STUDENTS  put  as  much 
energy  and  focus  into  their  internships  as 
they  do  into  their  schoolwork.  University 
of  Chicago  Graduate  School  of  Business 
second-year  MBA  student  Frank  Martin, 
who  will  start  a  full-time  job  in  Citi- 
group's  sales  and  trading  program  this 
fall,  got  in  touch  with  high-level  Chicago 
alumni  at  Citi  more  than  a  month  before 
he  began  his  internship  there  last  sum- 
mer to  find  out  what  he  should  read  and 
know  before  Day  One.  Once  there,  he  also 
asked  his  mentors  for  near-daily  updates 


MM 


on  his  work  quality.  "If  you  wait 
five-week  review,  it's  too  late,"  hi 

That's  a  smart  strategy  if  you're 
for  a  job  offer,  says  Alison  Corazzi 
of  investment  banking  recruitin 
Morgan  Chase.  Recruiters  scruti 
effectively  interns  solicit  others' 
and  assistance  on  their  projects. ' 
tice  who's  proactive  in  group  se 
their  own  projects— and  who 
managers  for  more  work  or  goes  1 
sociate  to   ask  how  they  can 
Corazzini  says.  They  also  obsei 
well  they  work  with  senior  mana§ 
mentors.  Gary  Fraser,  assistant 
the  office  of  career  development 
York    University's    Leonard    N 
School  of  Business,  advises  stuc 
enlist  the  support  of  someone  u 
management  who  has  clout  and  v 
for  you  after  you  return  to  school 

Your  internship  may  well  pro1 
important  to  your  career  succe 
anything  you'll  learn  in  B-scho< 
planning  for  it  now.  ■ 


There  are  times  in  life  when  you  could  really  use  expert 
financial  advice.  For  more  than  145  years,  Northwestern 
Mutual  and  its  products  have  quietly  earned  a  most  enviable 
reputation.    Visit    www.nmfn.com    for    more    information. 
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Exec  Ed  Rides  High 

As  the  economy  picks  up  speed,  enrollment  in  " 
executive  courses  is  rising.  BY  JENNIFER  merritt 


fi& 


DAVID  J.  ENGLISH  KNEW 
he  needed  to  give  his  or- 
ganization a  better  bal- 
ance. The  president  of 
Hospices  of  the  National 
Capital  Region,  based  in 
Fairfax,  Va.,  felt  that  his 
group  focused  in  turn  on  serving  as  many 
patients  as  possible  in  the  Washington 
area,  or  fund-raising,  or  staff  satisfaction, 
each  to  the  detriment  of  the  others.  He 
wanted  to  make  sure  all  three  were  in  line 
with  the  organization's  mission:  to  help 
terminally  ill  patients  and  their  families. 
He  just  couldn't  figure  out  where  to  start. 
Then,  a  former  executive  gave  him  an 
idea:  Go  back  to  school  for  a  while.  So  last 
spring,  English  enrolled  in  a  three-day 
executive  education  course,  "Creating 
the  Market- Focused  Organization,''  at 
Northwestern  University's  Kellogg  School 
of  Management.  The  course  started  with 
a  series  of  diagnostic  questionnaires  to 
determine  his  company's  market  focus 
vis-a-vis  its  goals.  Lectures  from  B-school 
professors  followed,  along  with  case 
study  analyses.  But  the  highlights  were 
questioning  top  execs  from  International 
Paper  Co.  and  Washington  Mutual  Inc. 
and  engaging  in  one-on-one  consulta- 
tions with  faculty  members. 
For  English,  it  added  up  to 
tangible  change  at  the  office. 
He  has  since  reorganized 
the  group's  staff  and  reallo- 
cated resources  to  better 
meet  the  mission. 

After  several  years  of 
half-filled  classrooms,  en- 
rollment at  exec-ed  courses 
is  up  20%  to  30%,  according 
to  -BusinessWeek's  Executive 
Education  rankings  and  in- 
terviews with  program  di- 
rectors. That's  largely  in  re- 
sponse to  an  improved 
economy,  since  tuition  alone 
runs  up  to  $10,000  for  an 
executive  to  attend  a  week- 
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long  course,  or  $20,000  for  two  weeks. 
Demand  is  greatest  for  leadership  de- 
velopment and  strategy  courses.  Such 
programs  at  Columbia  Business  School 
have  seen  enrollment  gains  of  90%  to 
120%  in  the  past  year,  says  Ethan 
Hanabury,  Columbia's  associate  dean  for 
executive  education.  Columbia's  14-day, 
$19,000  Executive  Development  Pro- 
gram is  one  favorite.  Enrollment  is  also 
up  at  Harvard  Business  School's  five-day, 
$9,000  High  Potentials  Leadership  Pro- 
gram, designed  for  those  on  the  fast  track. 

OPENING  A  WINDOW 

EXEC  ED  IS  NOT  JUST  ABOUT  career  ad- 
vancement. Courses  that  teach  negotia- 
tion and  dealmaking  tactics  are  hotter 
than  ever,  say  program  directors.  The 
Wharton  School's  Executive  Negotiation 
Workshop— an  $8,950,  five-day  intensive 
course  on  the  art  of  getting  what  you 
want  out  of  business  deals— used  to  at- 
tract mostly  junior-level  managers,  but  is 
now  catering  more  to  managing  direc- 
tors, even  CEOs. 

Participants  often  say  they  can  put 
their  new  skills  to  work  immediately.  John 
St.  John,  director  of  sales  and  marketing 
for  Amesbury  Group,  a  Sioux  Falls  (S.D.) 


Back  to  School 

B-SCHOOL 

PROGRAM 

TUITION 

COLUMBIA 

Creating  Breakthrough  Strategy 

One-week  program  teaches  execs  to  bring  more 
strategic  thinking  to  their  management  style 

$7,500 

KELLOGG 

Creating  the  Market-Focused  Organization 

Three-day  course  guides  managers  on  how  to 
align  resources  around  a  target  market 

4.500 

STANFORD 

Leading  Change  &  Organizational  Renewal 

Six-day  class  for  top  managers  addresses 
changes  in  the  global  marketplace 

10,500 

WHARTON 

Executive  Negotiations  Workshop 

Five-day  session  teaches  senior  execs  tactics 
they  can  use  while  cutting  deals 

8,950 

maker  of  window  and  door  fixtu  s. 
his  newfound  knowledge  just  d  kj 
returning  from  Wharton— when  J 
rival  slashed  prices  50%  be^ 
bury's.  At  another  time,  he  says, 1 
have  lost  a  big  client.  But,  the  cla  { 
him  see  there  was  more  to  the 
ship  than  price.  "I  found  we  had 
of  value"  to  offer  that  the  chea^ 
petitor  could  not,  says  St.  Jol 
course  paid  for  itself. . .  many  1 

How  do  you  get  your  cor 
pony  up  for  tuition?  Kellogg's 
Education  Marketing  Director  J 
man  says  you  must  demonstrat 
derstanding  of  the  challenges  ft] 
company  and  expla 
particular  course  \\ 
you  tackle  these  if 
your  employer  is 
convinced,  try  ne§| 
the  cost  as  a  form  [ 
pensation,  as  part  <| 
pected  bonus,  sayl 
helps  to  mention  <| 
tors  whose  execs 
tended— schools 
you  in  to  who  they 
some  schools  keep  i| 
former  attendees 
to  give  testimonials 
tant  bosses.  A  com| 
with  an  alum  such 
English  or  John  St.  I 
might  seal  the  deal. 
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Times  change.  Is  your  investment  plan 
keeping  up?  Find  out  at  TD  Waterhouse. 
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'lake  an  appointment  with  an 

j  vestment  Consultant  for  your 

i  .tee  portfolio  review.  To  find 

i 

!  ie  branch  office  nearest  you: 


ONTACT  US  AT: 
866.600.PLAN 

lwaterhouse.com/plan 

nline  trades  as  low  as  $9.95 


Knowing  your  risk  is  the  first  step 
towards  protecting  your  financial  future. 
Which  is  why  getting  a  free,  personal 
portfolio  review  from  TD  Waterhouse 
makes  so  much  sense.  One  of  their 
Investment  Consultants  can  help  evaluate 
your  risk  level,  so  you  can  adjust  it  to 
meet  your  financial  goals. 

They  can  also  provide  you  with  a 
personal  portfolio  plan.  A  plan  which 
includes  specific  recommendations  based 
on  your  individual  financial  needs,  so  you 
can  balance  your  portfolio  and  feel 
comfortable  with  your  level  of  risk.  This 
service  is  normally  $200.  However,  the 
fee  is  waived  when  you  deposit  $25,000 
in  a  new  account,  or  if  you're  already  a 
Premier  Customer  at  TD  Waterhouse. 


If  you're  looking  for  someone  who 
can  manage  your  investments  for  you, 
TD  Waterhouse  can  even  refer  you  to  an 
independent  investment  advisor.  Someone 
who  can  help  you  plan  and  execute  your 
financial  strategy. 

Knowledge,  planning  and  control 
make  TD  Waterhouse  the  ideal  place 
to  position  your  portfolio  and  keep  it 
risk-adjusted  for  the  future.  Call  now  for 
your  free  portfolio  review.  And  protect 
your  future. 

TD  Waterhouse — the  alternative 
to  higher-priced  brokers  like  Merrill 
and  Schwab. 

Waterhouse 

You're  in  Control. 


Btemouse  Investor  Services,  Inc  is  a  registered  investment  advisor  and  broker-dealef.  Member  I^E/SIPC.Compaiison  based  on  survey  of  standard  equity  commission 

Ions,  system  performance  or  for  other  reasons  Online  market  orders  are  S995-S17.95  decking  onMr^adrvityUmita^ 

he  schedule.  Participation  by  a  particular  advisor  in  the  AdvisorOirect  program  does  not  constitute  a  recommendation  or  endorsement  by  TD  Waterhouse  of  that  particular  advisor.  "Ranked  #1  for  Basic  Discount  Brokers:  VmartMoney.  The  Wall  Street  Journal 

I«r«a(eLS/)ess,  August  2003SmartMoneyisa|oirrt  publishing  venljrerf 
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Personal  Business  Travel 


Flying  Budget, 
But  in  Style 

Discount  carriers  are  trying  to  outdo  each  other  in 
offering  in-flight  amenities.  BY  MICHAEL  ARNDT 


I'M  SOMEWHERE  BETWEEN 
Orlando  and  New  York  on  Song, 
Delta  Air  Lines's  new  discount 
subsidiary,  playing  a  game  of 
music  trivia  against  my  fellow 
travelers.  We've  just  completed 
round  19  and,  with  one  multiple- 
choice  question  to  go,  I'm  in  second 
place.  The  final  question  pops  up  on  the 
seatback  screen  in  front  of  me:  "Johnny 
Cash  did  a  cover  of  Hurt  by  which 
band?"  I  know  this  one:  nine  inch  nails. 
Too  bad  for  me,  the  passenger  in  first 
place  also  gets  it  right  and  wins  the  con- 


Frills 

Fancy  or 
Free? 

While  Southwest 
3nd  others  cling 
to  their  no-frills 
ways,  a  new 
breed  in  some 
ways  outdoes 
business  class  on 
the  major  airlines 


test.  Still,  it  has  been  a  fun  way  to  pass 
the  time.  After  scrolling  through  the 
channels  to  see  what's  on  satellite  TV,  I 
think  I'll  play  again. 

People  who  look  down  on  low-fare  air- 
lines as  nothing  better  than  buses  with 
wings  are  in  for  a  surprise.  While  South- 
west Airlines  and  a  few  other  discounters 
cling  to  their  no-frills  ways,  a  new  breed 
of  budget  carrier  is  offering  a  buffet  of  in- 
flight amenities  that,  in  some  instances, 
surpass  business-class  service  on  major 
airlines.  Twenty-four  channels  of  real- 
time TV  on  individual  screens?  Frontier, 


JetBlue,  and  Song  all  have  it., 
seats?  JetBlue  and  Song  have 
as  does  ATA  Airlines  on  its  newe; 
Gourmet  sandwiches  and  salads 
buy  them  on  America  West,  Si 
United  Airlines'  new  affiliate,  Te 
attendants  on  Song  will  even  si 
Cosmopolitan  for  you,  served 
martini  glass,  for  $5. 

FREE  TV  IN  THE  SEATBACK 

SOON  THERE  WILL  BE  MORE.  I 
JetBlue,  and  Song  will  offer  pay) 
movies  later  this  year.  In  a  few  J 
AirTran  and  JetBlue  will  start  bj 
ing  100  channels  of  free  XM  Sat 
dio.  Meantime,  Song  will  add  s  | 
MP3  programming  to  allow  pa 
create  their  own  music  playhsts 
part  is,  you  can  get  all  these  exta 
that  won't  hurt  your  wallet  or  ] 
corporate  travel  department.  M\ 
Orlando-to-New  York  ticket  on  Jl 
$77.  That  same  flight  in  coach  <  \ 
Five  times  as  much,  with  a  50-r 
over  in  Washington. 

You  can  thank  JetBlue  Airwa) 
bounty.  It  instantly  wowed  pa 
when  it  launched  in  early  20( 
first  airline  with  free  TV  beame 
satellite  to  individual  screens 


AIRLINE 

EQUIPMENT 

SEAT  SPECS;  OTHER  COMFORTS 

AUDIO 

VIDEO 

AIRTRAN 

71  Boeing  717s 

Cloth;  30  inches  between  rows 
incofch 

Nothing,  but  XM  Satellite 
Radio  due  later  this  year 

Nothing 

ATA 

60  Boeing  737s 
and  757s 

Leather  or  cloth;  31-33  inches 
between  rows;  adjustable  headrests 

Eight  channels; 
$2  for  a  headset 

One  chann> 
above-seat 

FRONTIER 

39  Airbus  318s/319s 
and  Boeing  737s 

Cloth;  33  inches  between  rows 
in  coach 

Nothing 

24  channel 
seatback  s< 

JETBLUE 

57  Airbus  A320s 

Leather;  32-34  inches  between  rows 

Nothing,  but  XM  Satellite 
Radio  due  later  this  year 

24  free  cha 
seatback  s< 

SONG 

36  Boeing  757s 

Leather;  33  inches  between  rows 

24  free  channels 

24  free  cha 
seatback  sc 

TED  9  Airbus  A320s  Cloth;  31  inches  between  rows 

in  coach;  adjustable  headrest 


12  free  channels 


Onechannl 
seatscreerl 
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ince  then,  older  carriers  such  as 
id  Frontier  have  added  headset 
iinment  to  keep  up.  The  two 
t  contenders— Song,  which 
1  last  April,  and  Ted,  which  just 
in  February  with  flights  in  and 

Denver— have  only  intensified 
i -flight-service  competition  by 

out  a  la  carte  meals  and  ex- 
ig  to  more  markets, 
setter  judge  the  latest  offerings,  I 
y  hopscotched  around  the  coun- 
ng  almost  every  discount  airline 
ere.  While  the  overall  level  of 
cabin  service  has  gone  up 
idously  in  the  past  few  years, 
ire  obvious  laggards.  Southwest, 
jrnly  true  to  its  original  concept, 
,is  a  bus  with  wings.  And  fast- 
HJ  AirTran  is  Southwest  with  seat 
ments,  though  AirTran  now  at 
pes  the  need  to  give  fliers  more, 
t5  upcoming  radio  service, 
best  was  just  as  obvious.  Song's 
.  757  aircraft  come  with  leather 
1  light  blue,  accented  with  muted 
I  green,  and  purple.  They're  as 
as  they  are  colorful.  Its  live  TV 
e  is  matched  by  Frontier  and  Jet- 
lough  Frontier  charges  $5  for  the 
.  But  no  other  carrier  also  offers 
inels  of  free  audio  programming, 
ng  one  of  complete  CDs  as  well 
jideo  game.  Song's  food  is  also 
edible.  For  $8, 1  had  a  tasty  salad 
E  spinach,  organic  chicken,  feta 

olives,  and  cherry  tomatoes. 

flight  wasn't  perfect.  Like  all  dis- 
^irlines,  Song  attracts  a  lot  of  fam- 
ld  that  can  mean  kid  problems, 
rows  up,  a  child  got  airsick  all 

e  place.  But  what  other  carrier 
let  me  show  off  my  storehouse  of 
trivia  while  sipping  a  supersize 
politan?  Goodbye,  flying  Grey- 
Welcome  to  the  new  golden  age 

avel.  ■ 

RATING 


cookies; 

ks 

• 

cookies; 

•  * 
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or  cookie; 
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Benefits 


COMMENTARY 


BY  CAROL  MARIE  CROPPER 


Why  Health  Savings 
Accounts  May  Flop 

To  succeed,  employers  must  contribute  to  the  funds 


IT'S  THAT  TIME  of  year:  Ac- 
countants are  reminding 
you  to  make  contributions 
to  tax-favored  plans  such  as 
IRAs  and  401(k)s.  This  year 
brings  a  new  option— the  Health 
Savings  Account,  approved  late 
last  year  in  the  same  bill  that 
gave  seniors  prescription- drug  cover- 
age. But  don't  rush  to  sign  up:  You  al- 
most certainly  don't  qualify. 

In  fact,  fewer  than  0.5%  of  the  125 
million  to  150  million  Americans  cov- 
ered by  health  insurance  at  work  can 
participate.  Why?  They  don't  have  the 
high-deductible  plans  required  as  a 
condition  for  contributing.  For  a  single 
person,  the  deductible  must  be  $1,000 
or  higher;  if  s  $2,000  or  more  for  a  fam- 
ily. Each  year,  you  and/or  your  employ- 
er together  can  save  enough  to  cover 
your  deductible  (up  to  a  maximum 
$2,600  for  an  individual  or  $5,150  for  a 
family).  The  money  goes  in  before  taxes, 
grows  tax-free,  and  is  never  taxed  if  it's 
used  for  qualified  expenses.  Unused 
money  rolls  over  to  the  next  year  and 
goes  with  you  when  you  leave. 

In  the  near  term,  the  market  for  HSAs 
will  remain  small.  The  law  was  enacted 
too  late  for  most  companies  to  roll  out 
such  plans  for  2004.  But  Edward  Ka- 
plan at  Segal  Co.,  a  national  benefits- 
consulting  firm,  predicts  only  a  million 
more  employees  and  their  dependents 
will  join  the  HSA-eligible  in  2005. 

Employers,  desperate  to  rein  in  spi- 
raling  costs,  would  love  to  offer  insur- 
ance with  big  deductibles.  But  unless 
they're  willing  to  kick  in  generously  to 
the  HSAs,  employees  are  likely  to  see 
this  as  simply  a  way  to  hack  off  front- 
end  coverage.  People  who  got  used  to 
$10  and  $20  co-pays  under  managed 
care  are  unlikely  to  welcome  a  plan  that 


sticks  them  with  the  first  $2,000  of  their 
health  costs.  Of  course,  if  the  labor  mar- 
ket remains  soft,  workers  may  eventual- 
ly have  no  choice. 

While  some  healthy  employees 
might  value  the  opportunity  to  sock 
away  pretax  money  for  future  medical 
expenses,  the  HSA  carrot  of  building 
your  own  health  fund  won't  be  enough. 
Ed  Pudlowski,  senior  manager  of  health 
benefits  at  accounting  and  consulting 
firm  Ernst  &  Young,  points  out  that 


health  costs  have  been  growing  faster 
than  investment  returns.  So  any  money 
set  aside  to  pay  future  medical  bills 
won't  keep  up.  A  perennially  healthy  40- 
year-old  might  manage  to  roll  over 
$1,000  of  his  HSA  contribution  every 
year.  He  would  have  $46,000  when  he 
retired  at  age  62,  assuming  the  money 
earned  6%  annually.  But  if  costs  contin- 
ue to  rise  about  10%,  that  won't  even  be 
enough  to  pay  a  year's  worth  of  medical  ^ 
bills  for  the  average  62-year-old.  Those  ^ 
who  think  they'll  use  the  kitty  to  pay  z 
premiums  after  retirement  will  also  be  w 
disappointed— you  can't  use  the  money  u 
to  buy  Medigap  insurance.  o 

The  idea  behind  the  HSA  is  reason-  * 
able:  Hold  down  medical  costs  by  en-  « 
couraging  workers  to  spend  more  wise-  § 
ly.  But  it  will  be  up  to  employers  to  sell  > 
this  one.  Without  their  largesse,  to  &- 
most  workers,  HSAs  will  simply  look  3 
like  stingier  coverage.  ■ 
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Personal  Business  Stocks 


Capturing  the 
Net's  Comeback 

BusinessWeek's  Real  World  Internet  Index  benefits 
from  fast  profit  growth.  BY  TIMOTHY  J.  MULLANEY 


LAUNCHING  BusinessWeek's 
Real  World  Internet  Index 
in  August,  2002,  struck 
many  readers  as  a  bad  joke. 
But  we  thought  an  index  of 
profitable  Net  companies 
would  pay  offbecause  once 
e-companies  get  big  enough  to  turn  prof- 
itable, earnings  usually  ramp  up  fast  and 
fuel  big  stock  gains.  Score  one  for  us:  The 
index  rose  71%  in  Year  One,  beating  the 
Standard  &  Poor's  500-stock  index  by  65 
percentage  points.  When  we  revised  the 
index  in  August,  we  said  the  good  times 
would  keep  coming— just  not  as  fast. 
Right  again:  The  index  is  up  24.5%  since 
Aug.  15,  vs.  16.0%  for  the  S&P  500  and 
19.8%  for  the  NASDAQ. 

The  reason  for  all  the  mojo  is  that  Web 
profits,  once  achieved,  usually  rise  much 
faster  than  sales.  Yahoo!,  for  example, 
saw  2003  profits  jump  456%  on  a  71% 
sales  gain.  Much  the  same  is  true  at  sev- 


eral of  our  best  performers,  notably  dis- 
tance-education leader  University  of 
Phoenix  Online  and  e-broker  Ameritrade. 
More  operating  leverage  is  coming:  Piper 
Jaffray  analyst  Safa  Rashtchy  says  profits 
before  interest,  taxes,  and  noncash 
charges  will  rise  37%  or  more  in  2005  on 
just  a  23%  revenue  gain.  "As  long  as 
there's  that  leverage,  investors  are  pretty 
much  safe,"  Rashtchy  says. 

NEW  PICKS  SHINE 

THE  INDEX'S  BEST  performer  by  far  in 
the  past  six  months  has  been  DVD  rental 
service  NetfHx,  with  a  176%  gain.  Three  of 
the  four  next-best  joined  the  index  when 
we  added  seven  stocks  (and  dropped 
eight)  last  August:  Security-software 
leader  Symantec  is  up  72%;  Ameritrade, 
up  68%;  and  fellow  online  broker 
E*Trade,  up  62%.  Alas,  not  every  new 
pick  was  quite  so  slick.  Digital  Insight, 
whose  software  runs  e-banking  sites,  is 


Our  Web  Deck         1 

P-E         PEG 
RATIO*   RATIO** 

Our  Real  World  Internet  Index  of  profitable  Web  companies  has  beaten  the  market  since  it  premiered  in  20C 
But  there  are  always  weaklings  to  be  culled  out  and  emerging  stars  to  be  added.  New  members  are  in  red. 

P-E         PEG 

COMPANY/SYMBOL                                             RATIO*   RATIO"         COMPANY/SYMBOL 
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Inter  ActiveCorp  IACI 
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Amazon.com  AMZN 

45 
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Netflix  NFLX 

58 
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Ameritrade  Holding  AMTD 

23 

1.5 

Priceline  PCLN 

30 
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CheckfreeCKFR 

28 

1.4 

SinaSINA 

38 

1.0 

Ctrip.com  international  CTRP            38 

!M 

Symantec  SYMC 

36 
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Digital  Insight  DGIN 

34 

1.3 

University  of  Phoenix  Online  UOPX 

58 

1.6 

Digital  River  DRIV 

24 

1.0 

United  Online  UNTD 

18 
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Doubleclick  DCLK 

35 

1.6 

WebEx  Communications  WEBX 

31 
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eBay  EBAY 

64 

1.7 
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28 

1.5 

E*Trade  ET 
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18        1.2            Yahoo!  YHOO 

>iline  (150).  and  Symantec  (200).  which  have  split  since  their  a 
3tK>nal.  and  Register  com.  C.langes  effective  closeof  trading  Mar  1. 
jed  by  protected  trve-year  earnings  growth 
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son  Financial 

flat.  Search-advertising  comps 
What.com,  job  site  Monster 
and  Priceline.com  have  fallen.  I 
valuations  are  strikingly  sane, 
average  price-earnings  ratio  oft 
stocks  at  38,  based  on  2004  prl 
casts.  At  those  levels,  profit  gnj 
back  up  the  multiples.  Still, 
changes  so  fast  that  the  list  has  I 
tered  to  keep  up  with  new  trends! 
our  bad  picks.  We're  adding  frl 
and  deleting  four:  Monster,  Fi| 
online  bond  exchange  eSpeed, 
main-name  registrar  Register.cc 

The  biggest  trend  is  the 
China,  where  several  companie;] 
make  money  even  though  only  i 
population  has  Web  access.  We'r 
leading  Chinese  Web  portal  Sim 
line  travel  leader  Ctrip.com  Inter| 
Lehman  Brothers  analyst  Lu 
Sina  will  earn  $71  million  this ; 
p-e  ratio  of  38.  For  Shanghai-ba 
Merrill  Lynch  sees  net  income  of 
lion  this  year  and  $18  million 
Considering  the  potential,  CtripJ 
doesn't  seem  so  tall. 

Two  other  trends  are  the  cor 
Web  advertising  and  consumers 
ing  money  online.  We're  adding  I 
Click,  which  sells  software  and  stj 
Web  sites  and  advertisers.  Anah  | 
Doubleclick  will  make  about 
this  year,  for  a  35  p-e.  Che 
sells  software  that  lets  consumer  J 
pay  bills  through  banks'  sites,  is  a  ] 
as  well.  Some  25%  of  consumers] 
online,  a  figure  that's  rising  fast ' 
trades  at  28  times  estimates 
that  ends  in  June.  With  long-ter 
expected  at  20%  a  year,  that's : 

The    last    adc 
Websense,  whose  | 
lets   companies 
workers'  Net  use. 
times  earnings, 
mates  look  low  bt| 
a  big  backlog.  Pr 
expected  to  gro\ 
year,  making  \ 
play    on    the    el 
sense  idea  that  Wl 
rity  will  stay  a  pri'| 

The   market 
stocks  is  more 
than  bubble-pholj 
tics     think.     Val 
have  fallen,  and  f| 
panies  still  run 
than  off-line  ri\| 
grow  faster.  Thj 
risk-free.    But   c| 
keep  beating  the 
The  bet  here  is  yel 
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To  earn  a  Capella  MBA,  you  won't  have 

to  quit  your  day  job.  In  fact, 

you're  about  to  get  a  lot  better  at  it. 

A  Capella  MBA  can  take  your  career  to  the 

next  level.  It  delivers  the  skills  you  need  to  make 

an  immediate  impact  on  the  job  — the  kind  of  impact 

that  gets  you  noticed.  How?  By  blending  business 

theory  and  professional  effectiveness  courses 

with  one-on-one  coaching  for  real-world  relevance. 

And  all  in  an  online  format  that  works  with  the 

way  you  live.  Rise  above  the  everyday  MBA  at 

1-888-CAPELLA  ext.  6703  or  at  www.capella.edu/mba4 


Capeiia 

UNK/ERSnY 
Education.  Rebornf 


■ 


0 
0 


Capella  University  is  accredited  by  The  Higher  Learning  Commission  (NCA), 
the  same  body  that  accredits  Big  Ten  universities. 
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EDITED  BY  TODDI  GUTNER 
PARENTING 

KEEPING  BABY 
GERM-FREE  AT 
THE  EATERY 

PARENTS  WHO  EAT  OUT  often  with 
tots  might  want  to  bring  along  a 
product  called  the  Clean  Diner. 

,.  It's  a  fitted,  quilted  cover 

designed  to  protect  httle 
hands  (and  bottoms) 
from  germs  lurking  in  the 
grimy  corners  of  those 
wooden  restaurant  high 
chairs.  The  cover  costs 
$22.95  and  is  available 
at  specialty  stores  or 
cleanshopper.com.  The 
site  also  offers  a  cover  for 
shopping  cart  seats. 

SPORTS 

A BANK SHOT 
FOR  BETTORS 

MARCH  MADNESS  STARTS  on  the  16th, 
and  the  odds  are  far  better  that  you'll 
win  the  lottery  than  blindly  pick  every 
winner  in  the  65 -team  NCAA  men's 
basketball  tournament  (an  18 
quintrillion-to-one  shot).  But  to  win  the 
office  pool,  you  only  have  to  choose 
better  than  your  co-workers. 

Fortunately,  some  Web  sites  can  help 
handicap  the  teams  and  devise  pool 
strategy.  They  include  mratings.com  and 
poologic.com.  USA  Today's  sports  stat 
whiz  Jeff  Sagarin  crunches  the  numbers 
at  usatoday.com 
and  his  own  site, 
accessible  through 
the  newspaper's. 
Aboutcom's  Pro 
Basketball  channel 
also  carries  March 
Madness  scouting 
reports. 

Get  started  now 
because  the  teams 
will  be  selected  on 
Mar.  14,  leaving  httle 
time  for  research 
before  the  tipoff. 

-Jeffrey  M. 
Laderman 
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HEALTH  

Easier  Colon  Screel 

FOR  THOSE  WHO  FLINCH  AT  the  thought  of  a  colonoscopy,  there's  a  new  option 
PreGen-Plus  test,  rolled  out  last  year  by  Exact  Sciences,  screens  the  patient's  si 
DNA  shed  by  a  cancer  or  precancerous  polyp.  It's  a  noninvasive  alternative  to 
procedure  that  snakes  a  five-foot  long  fiber  optic  tube  through  the  colon.  Hen 
patient  simply  takes  a  stool  sample  to  a  lab. 

Early  results  show  the  PreGen-Plus  more  than  twice  as  effective  at  finding 
and  large  polyps  than  the  most-commonly  used  noninvasive  screen,  the  fecal 
blood  test,  which  checks  a  sample  stool  for  hidden  blood.  In  a  study  involving 
5,500  patients,  it  was  four  times  more  likely  to  find  cancer  in  average-risk, 
asymptomatic  patients.  (However,  since  the  fecal  occult  test  is  supposed  to  bt 
every  year— vs.  three  to  five  years  for  the  DNA  test— its  effectiveness  would  im 
over  time.  Neither  stool  test  is  as  good  at  spotting  cancer  or  polyps  as  a  colon 
The  new  test  costs  $795,  vs.  about  $15  for  the  fecal  occult  and  $1,500  to  $2,5( 
colonoscopy.  Insurance  generally  covers  each. 

Robert  Smith,  the  American  Cancer  Society's  director  of  cancer  screening 
calls  the  DNA  test  "quite  promising,"  but  is  withholding  final  judgment  unt 
is  additional  testing.  -Carol  Marie 


STOCKS 

TWO  MONTHS  DOWN  for  '04,  and  the  stock  market  is  in 
the  plus  zone-depending  on  the  index,  1.6%  to  3.3%  W 
about  March?  If  history  is  a  guide,  there's  a  2-to-l  chance 
stocks  will  be  higher  by  the  end  of  the  month,  says  the 
Stock  Trader's  Almanac  though  in  recent  years  the  montl 
has  finished  on  the  down  side. 
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Personal  Business  The  Barker  Portfolio 


BY  ROBERT  BARKER 


Is  Devon  Energy 
Being  Unfairly  Drilled? 


Thursday  morning  in  February,  well 
*e  the  stock  market  opened,  a  large 

bscure  Oklahoma  City  company 
rted  2003  results.  Sales  had  soared 
)%.  With  its  product  prices  also  up  a 
Dperating  profits  multiplied  nearly 

e.  Better  yet,  more  prosperity  lay 
d.  Wall  Street,  that  locus  of  insanity, 

is  hale  report  on  Feb.  5  from 
Energy  and  pummeled  its  shares, 
making  late  in  January  at  $61.12  a 
tock  in  the  nation's  top 
ident  producer  of  oil  and  gas 
that  Thursday  below  $52. 

S  CONFOUNDING  REACTION,  there 
w  competing  explanations.  A 
I  one  is  simply  the  seasonal 
with  springtime  nearing,  pressure 
ing  oil  and  natural  gas  prices  will 
irting  most  energy  stocks'  near- 
ospects.  Another  is  that  energy 
lies,  no  matter  how  well  they  do  in 
en  period,  deserve  small  credit 
i  theirs  is  a  commodity  business, 

aningful  growth  too  dependent 
as  set  in  volatile  commodities 
s.  Last  year's  blowout,  investors 

to  worry,  might  be  as  good  as  it 

Devon.  Perhaps  the  most 

ive  explanation,  however,  is 

to  Devon.  As  this  one  goes,  co- 

■  and  CEO  J.  Larry  Nichols  is 

on  making  acquisitions,  and 

ihareholders  can  enjoy  the  fruits  of 
i  prosperity,  he  will  do  another 
\  >ssibly  using  a  mega-load  of  borrowed  money. 
1  last  suggestion,  Nichols  told  me,  "is  a  cheap  shot  from 

ie  who  doesn't  understand  what  we're  doing."  Maybe, 
<  lot.  Who's  to  blame  a  prudent  investor  for  fearing 
'  ut  the  market  is  missing  the  larger  truth:  Devon  is 
Biening  with  each  barrel  of  oil  or  gas-equivalent  it  sells, 

)  per  day  at  last  count.  Petrie  Parkman  analyst  Shawn 

Is  calls  it  "a  free-cash-flow  machine."  While  the  top  25 
-  gas  stocks  trade  on  average  for  six  times  the  past  12 


A  Trimmer  Devon 


Net  Debt  to 


A  YEAR  AGO 

60% 


months'  cash  flow,  Devon  goes  for  under  four,  even  with  88% 
of  its  output  from  wells  in  North  America.  Given  the  political 
risks  abroad,  that  relative  security  merits  a  premium. 

A  year  ago,  when  Devon  was  closing  a  stock  merger  with 
Ocean  Energy,  investors  had  more  reason  to  be  skeptical. 
Devon  then  was  working  under  so  much  debt  that  it  made  up 
60%  of  total  capital.  Devon  could  hope,  but  hardly  depend 
on,  oil  and  gas  prices  going  up  and  staying  higher.  They  did, 
though,  a  lot.  Average  prices  jumped  18%  for  crude  oil  and 
61%  for  natural  gas.  With  that,  and  the  addition  of  Ocean's 
production,  cash  flow  from  operations  more  than  doubled 

last  year,  to  $3.8  billion  on  $7.4  billion  in 
revenue.  Even  after  $2.4  billion  in  capital 
spending,  Devon  had  enough  cash  to 
retire  plenty  of  debt,  taking  its  net  debt  to 
capital  ratio  to  41%  (table).  That  figure  is 
headed  for  the  mid-30s  by  2005  as 
Devon  expects  to  pay  off  borrowings 
totaling  $1.3  billion  that  mature  this  year 
and  next. 

The  windfall  means  that,  even  if  oil 
and  gas  prices  now  decline,  Devon 
stands  as  a  far  stronger  company.  In  a 
year's  time,  book  value  per  share  has 
increased  58%,  to  $46.85.  Yet  the  stock 
price,  which  has  bounced  back  to  nearly 
59,  is  up  about  18%.  Crude  oil  is  still 
selling  near  $36  a  barrel,  but  even 
assuming  a  steep  drop  this  year,  with 
crude  averaging,  say,  $26  a  barrel, 
Reynolds  figures  Devon  will  generate  at 
least  $800  million  in  cash  beyond  its 
capital  budget.  Devon's  board  felt  secure 
enough  about  prospects  that  on  Feb.  26 
it  doubled  the  company's  dividend,  to 
40<t  a  year. 

Might  management  undercut 
shareholders'  good  fortune  by  making  a 
costly  acquisition?  If  s  a  risk.  Every  year 
since  1998,  Devon  has  done  a  sizable  deal.  Nor  does  Nichols 
rule  out  another.  "If  s  been  our  stated  objective  to  grow  by 
acquisition,"  he  said.  "But  we  do  acquisitions  to  fill  specific 
needs . . .  [and]  there  is  no  compelling  weak  hole  that  we  see." 
More  likely,  he  said,  is  further  debt  reduction.  He  also  noted 
that  Devon's  dividend  yield  of  just  0.7%  remains  well  below 
its  peers'  average  near  1.1%.  In  other  words,  there's  still  ample 
room  for  Devon's  dividend  to  grow.  Its  stock  price,  too.  ■ 

E-mail:  rb@businessweek.com 
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Personal  Business  Inside  Wall  Stn 


BY  GENE  G.  MARCIAL 

AN  AD  REBOUND  WOULD  BOOST  SAGA'S  RADIO  AND  TV  STATU 
LIFETIME  HOAN  KITCHENWARE  IS  TURNING  OUT  TASTY  RESUL1 
MORE  PETERBILT  RIGS  COULD  SOON  BE  ROLLING  OUT  OF  RUSI 
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Saga:  Better  Reception? 

SAGA  COMMUNICATIONS  (SGA)  is  a  minnow  in  radio- 
TV  broadcasting  but  a  big  fish  in  the  small  cities  the 
giants  overlook.  That's  just  fine  with  David  Sowerby  of 
investment  firm  Loomis  Sayles,  which  has  acquired  5%  of 
Saga— as  a  play  on  what  he  sees  as  the 
start  of  the  advertising  rebound.  Ad 
spending  dried  up  in  2001-03,  hurt  by 
the  Iraq  War  and  the  economic 
downturn.  Saga's  stock  has  been  flat 
since  June,  trading  at  17  to  20.  But 
compared  with  its  peers,  Saga  is  cheap, 
says  Sowerby,  trading  at  a  price- 
earnings  ratio  of  25,  vs.  p-e's  of  30  to  32 
for  its  rivals.  Moreover,  Saga  has  a 
cleaner  balance  sheet,  with  little  debt, 
and  a  higher  return  on  equity  and  cash 
flow  than  most  rivals.  With  34  FM  and 
21  AM  radio  stations,  Saga  operates  in  such  fast-growth 
markets  as  Columbus,  Ohio;  Portland,  Me.;  Champaign,  HI.; 
and  Clarksville,  Term.  Its  seven  TV  stations  operate  in  spots 
such  as  Victoria,  Tex.;  Greenville,  Miss.;  and  Joplin,  Mo.  Now 
trading  at  18.94,  Saga  is  worth  28,  Sowerby  figures,  based  on 
his  2004  earnings  estimate  of  70$  to  72$  a  share,  and  80$  to 
82$  for  2005,  vs.  2003's  62$.  Daniel  Moore  of  CJS  Securities 
says  advertisers  "are  anticipating  increased  spending"  in  2004 
and  that  should  boost  the  stock.  He  rates  it  "outperform." 

Something's  Cooking 
At  Lifetime  Hoan 

LIFETIME  HOAN  (LCUT),  a  designer  and  marketer  of 
Cuisinart,  Hoffritz,  KitchenAid,  and  other  household 
products,  is  far  from  a  household  name  on  Wall  Street, 
where  it  has  no  coverage.  But  buying  by  some  pros,  such  as 
value  investor  Royce  &  Associates,  with  assets  of  $15  billion, 
which  has  acquired  a  5%  stake,  and  Goldman  Capital 
Management,  with  nearly  5%,  has  sharpened  Lifetime's 
stock— from  6.70  on  May  1  to  15.64  on  Mar.  3.  Lifetime  has 
been  "racking  up  very  impressive  earnings  over  the  past  two 
years,"  says  Neal  Goldman,  president  of  Goldman  Capital.  He 
says  very  few  consumer-products  companies  can  hike  earnings 
20%  a  year.  Results  in  2003  were  particularly  eye-catching,  he 
says,  with  operating  earnings  leaping  to  78$  a  share  on  sales  of 
$160.4  million,  up  from  34$  in  2002  on  $131.2  million.  He 
expects  results  will  continue  to  flourish  as  the  economy  revs  up. 


WARMER 
ANDWA 


Goldman,  who  sees  Lifetime  as  "an 
absolute  growth  story,"  expects  the 
stock  to  hit  30  in  12  to  18  months,  based 
on  his  profit  forecast  of  $1.20  a  share  in 
2004  (up  from  Lifetime's  own  estimate 
of  95$  to  $1.10)  and  $1.60  to  $1.70  in 
2005.  Lifetime  CEO  Jeffrey  Siegel  sees 
more  growth  from  a  host  of  new  pro- 
ducts, including  an  electric  ice  bucket, 
in  2004.  Lifetime  has  800  customers, 
and  No.  1  is  Wal-Mart  Stores. 


Rush  Enterprises  Sees 
A  Pickup  in  18-Wheelers 

ALTHOUGH  HEAVY  TRUCKS  were  in  a  nasty  slo\ 
Rush  Enterprises  (RUSHA),  the  top  publicly  tra< 
dealer  in  Peterbilt  18-wheeler  trucks  in  North  A 
boosted  both  its  sales  and  earnings  in  2002  and  2003 
cost  an  average  of  $100,000  and  come  equipped  with  i 
amenities  as  a  bed  and  a  TV.)  Its  stock  has  roared— fro 
last  May  to  11.95  on  Mar.  3.  Why?  Rush  reduced  the  cy 
in  its  business  by  boosting  its  parts,  service,  and  body- 
units— operations  that  produce  superior  margins,  says 
Col  of  investment  firm  Morgan  Keegan. 
And  Rush  expanded  its  presence  in 
the  booming  Sunbelt.  So  Col  has 
upgraded  his  rating  on  the  stock  from 
market  perform  to  outperform.  He 
adds  that  the  "improving  industry 
fundamentals  will  keep  earnings 
growing."  Bruce  Geller  of  investment 
manager  Dalton  Greiner  Hartman 
Maher,  which  owns  shares,  notes  that 
pent-up  demand  for  trucks  should 
boost  Rush,  which  operates  39  centers 
in  nine  states  that  offer  one-stop 
services  for  truckers'  needs.  "Right  now,  we  are  at  th 
beginning  of  a  sharp  up-cycle,"  says  Geller.  He  figun 
will  earn  80$  to  90$  a  share  in  2004  and  $1.15  to  $1. 
2005.  He  sees  a  big  jump  in  the  stock  in  12  to  18  moi 
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Gene  Marcial's  Inside  Wall  Street  is  posr 
businessweek.com/  today.htm  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays.  See  Gene  on  Fridays  at  1:2" 
EST  on  CNNfn's  The  Money  Gang. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  In  Inside  Wall  Stree 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no 
banking  or  other  financial  relationships  with  them. 
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STOCKS 


SAP  500 

MAR.  SEPT.  MAR.  FEB.26-MAR.3 
1200.      .^a*x.^u- «.< 1175 


COMMENTARY 

It  was  a  ho-hum  week  for  stocks, 
despite  a  spike  on  Mar.  1  after  the 
release  of  a  strong  report  on  U.S. 
factory  orders.  However,  volume 
was  light,  a  clear  sign  that  buyers 
are  holding  off  ahead  of  the 
coming  earnings  season.  Inves- 
tors continued  to  puzzle  over  Fed 
Chairman  Greenspan's  recent  re- 
marks on  interest  rates  and  the 
economy.  The  bourses,  in  the  main, 
ended  flat  for  the  five  sessions. 

Data:  5  sombe  -  ejters 
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BusinessWeek  50* 
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BW  Info  Tech  100" 
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37.9 

S&P/BARRA  Growth 
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S&P  BARRA  Value 
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4.6 

43.8 
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S&P  Transportation 
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GLOBAL  MARKETS           mar.  3  week 

S&P  Euro  Plus  (U.S.  Dollar)        1207.3  -L4 

London  (FT-SE 100)                  4525.1  0.4 

Paris  (C AC  40)                         375&\5  L5 

Frankfurt  (DAX)                        40717  19 

Tokyo  (NIKKEI  225)                 1L35L9  6.5 
Hong  Kong  (Hang  Seng)          11454.1 

Toronto  (S&P/TSX  Composite)  87957  1.8 

Mexico  City  (IPC)                  10.0512  L3 

FUNDAMENTALS  mar.  2      wed 

S&P  500  Dividend  Yield  1.54%      L5 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  215        23 

S&P  500  P/E  Ratio  (Next  12  mos.)*  18.4         U 

First  Call  Earnings  Revision*  0.34%      07 


TECHNICAL  INDICATORS 

S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 


Insiders:  Vickers  NYSE  Sell/buy  ratio 
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Steel 
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12.1 
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Oil  &  Gas  Drilling 

LU 
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LEADERS                                                    LEADERS 
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72 
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93.1 
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6.1 
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77.1 
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5.9 
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70.0 

Latin  America 
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52 
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67.8 
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-0.4 
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26.6 

Health 

0.3 
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33.4 

Large-cap  Growth 

0.8 
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36.7 
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1.2 

Utilities 

38.8 

WORST-PERFORMING  ^ 

GROUPS  MONTH' 

Broadcasting  -7.6 

Electric  Mfg.  Svcs.  -7.1 

Hearth-Care  Facilities  -69 
Communication  Equipment  -6.1 
Hearth-Care  Services         -6.0 
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Money  Market  Funds 
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a  30%  federal  tax  rate. 
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THE  WEEK  AHEAD 


INTERNATIONAL  TRADE 

Wednesday,  Mar.  10,  8:30 
a.m.  EST  »  The  January  foreign 
trade  deficit  probably  stood  at  $42 
billion.  In  December,  the  deficit 
widened  to  $42.5  billion. 
RETAIL  SALES  Thursday,  Mar. 
11.8:30  a.m.  EST  »  February 
retail  sales  are  forecast  to  have 
grown  0.6%.  following  a  0.3% 
deciine  in  January.  That's 
according  to  the  median  forecast 
of  economists  surveyed  by  Informa 


Global  Markets.  Excluding  vehicles, 
sales  probably  increased  0.6%  last 
month,  after  jumping  by  0.9%. 
EXPORT-IMPORT  PRICES 

Thursday,  Mar.  11,  8:30  a.m. 
EST  »  Export  prices  most  likely 
held  steady  in  February,  after  a 
0.5%  gain  in  January.  Import 
prices  probably  jumped  by  0.7%, 
after  surging  by  1.3%  in  the  prior 
month.  Higher  petroleum  costs 
and  a  weakening  U.S.  dollar  are 
fueling  the  jump  in  import  prices. 


BUSINESS  INVENTORIES  Friday, 
Mar.  12,  8:30  a.m.  EST  » 
January  inventories  are  forecast  to 
have  risen  by  0.5%,  after  a  0.3% 
increase  in  December.  A  stronger 
upswing  in  inventory  rebuilding  is 
expected  during  the  first  quarter. 
CURRENT  ACCOUNT  Friday,  Mar. 
12,  8:30  a.m.  EST  » The  U.S. 
current-account  deficit  most  likely 
expanded  to  $136.4  billion  during 
the  fourth  quarter,  from  $135 
billion  in  the  third  quarter. 
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Editorials 


Hispanic  Nation: 
Myth  and  Reality 


IMMIGRATION  HAS  always  been  one  of  the 
primary  drivers  of  economic  growth  in 
America.  Today,  Hispanics  are  the  latest 
immigrant  group  remaking  the  face  of  the  U.S. 
with  their  huge  numbers,  their  Spanish 
language,  and  their  dynamic  culture.  They  are 
energizing  an  aging  population,  supporting  a 
housing  boom,  supplying  scarce  labor  to  many 
industries,  and  making  the  marketplace  pay  attention  to  their 
growing  billions  in  disposable  income.  Hispanics  are  typical 
of  other  immigrant  groups  before  them  in  their  willingness  to 
risk  much  in  search  of  a  better  life. 

Unfortunately,  like  the  Italians,  Poles,  Chinese,  and  others, 
Hispanics  are  also  provoking  an  ugly,  nativistic  reaction  by 
those  who  feel  threatened  by  their  presence.  No  less  an 
authority  than  Samuel  P.  Huntington,  chairman  of  the 
Harvard  Academy  for  International  &  Area  Studies,  has 
written  in  his  forthcoming  book  Who  We  Are?  that  Mexicans 
and  other  Latino  immigrants  threaten  "Anglo-Protestant" 
values  by  their  unwillingness  to  assimilate  into  mainstream 
American  culture.  This  is  rather  overheated. 

It  is  true  that  this  wave  of  immigrants  differs  from  previous 
ones,  not  only  because  it  is  bigger  but  also  because  it  is  largely 
across  a  common  border— Mexico— and  involves  milhons  of 
illegal  immigrants.  The  continuous  inflow  of  people  keeps  ties 


to  Spanish  culture  and  language.  And  the  need  for  ille 
live  furtively  makes  their  assimilation  more  difficult  (pJ 
Indeed,  the  unique  shape  of  the  Hispanic  immigrant] 
leads  some  to  believe  it  will  follow  a  different  path.  Ont 
scenario  has  Hispanics  acculturating  rather  than  assi 
by  retaining  much  of  their  language  and  culture  even : 

adapt  to  U.S.  life.  Another  1 
remaining  separate  from : 
America.  Yet  the  data  show  | 
Hispanics  are  learning  En£ 
fast  as  any  other  immigrani 
CliargeS  that      The  big  difference  is  that  I 

retaining  their  Spanish  lon§ 
which  is  a  plus.  Hispanic ; 
intermarriage  are  also  simi]| 
other  immigrant  groups.  E\ 
third  generation,  a  third  of v 
Hispanic  women  marry  nor 
Latinos.  Hispanics  comprii 
10%  of  the  U.S.  military. 
Hispanics  do  have  a  serious  problem  with  education 
90%  of  nonimmigrant  Americans  graduate  from  high : 
compared  with  55%  among  Hispanics,  while  26%  of  wl 
college  degrees,  compared  with  only  8%  of  Hispanics. 
Compared  with  other  immigrants,  there  are  more  poorl  j 
educated,  rural  Hispanics  who  are  illiterate  in  their  o\ 
language.  The  Hispanic  culture  of  hard  work  may : 
hurting  the  drive  for  higher  education.  Education  rems 
key  challenge  to  the  Hispanic  community. 

The  ability  of  the  U.S.  to  absorb  the  foreign-born  an  I 
weave  them  into  the  fabric  of  American  society  is  one « J 
major  competitive  strengths.  Each  immigrant  wave  hi 
taught  the  nation  something  new,  making  it  more  f 
innovative,  stronger.  Despite  the  alarms,  this  wave  is 
be  no  different.  And  thaf  s  a  good  thing. 


The  facts 
don't  match 
jes  that 
Hispanics 
aren't 
assimilating 


Corporate  Crime: 
TheReckoning 


THE  FEDERAL  INDICTMENT  of  Bernard  J. 
Ebbers,  the  former  CEO  and  chairman  of 
WorldCom,  is  but  the  latest  in  a  long  list 
of  actions  taken  in  reaction  to  the  wave  of 
corporate  fraud  and  financial  finagling 
that  accompanied  America's  great  boom  and  bust. 
To  those  cynics  who  predicted  that  nothing  much 
would  be  done  to  reform  Big  Business  and  Wall 
Street  just  look  at  the  record. 

New  York  Attorney  General  Eliot  Spitzer  negotiated 
settlements  that  reduce  conflicts  of  interest  among  stock 
analysts,  clean  up  the  initial  public  offering  market,  provide 
independent  research  to  investors,  and  punish  investment 

128    BusinessWeek  I  March  15.  2004 


banks  for  past  sins.  He  is  now  taking  the  mutual-fund 
industry  to  task  for  late  trading.  Congress  passed  Sarb 
Oxley  legislation  that  reforms  both  accounting  and  co 
governance  while  the  Financial  Accounting  Standards 
is  about  to  implement  new  rules  requiring  companies  i 
expense  stock  options. 

Meanwhile,  the  list  of  corporate  chieftains  charged 
illegal  acts  grows.  WorldCom's  Scott  D.  Sullivan  plead 
(page  37),  Enron  Corp.  ex-Chief  Financial  Officer  Andr 
Fastow  pleaded  guilty,  and  former  CEO  Jeffrey  K.  Skil" 
under  indictment.  Only  former  Chairman  Kenneth  L 
remains  untouched.  Tyco  International  Ltd.'s  Mark  S 
and  L.  Dennis  Kozlowski  are  on  trial.  HealthSouth  Corp 
Richard  M.  Scrushy  is  about  to  go  on  trial.  Adelphi  Com 
cations  Corp.  founder  John  Rigas  and  his  two  sons  are  o 

America  has  many  strengths,  but  none  is  as  imports 
its  ability  to  quickly  repair  itself.  After  a  series  of  busin 
and  financial  scandals  unprecedented  in  modern  time? 
system  is  now  fairer  and  more  transparent.  The  qualir 
earnings  is  higher,  boards  are  more  independent,  and 
investors  have  renewed  confidence.  Thanks  to  reform, 
foundation  for  a  strong  rebound  in  the  economy  in  the 
months  ahead  has  been  laid. 
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Economic  growth 
is  very  strong, 
but  America  isn't 
generating  enough 

jobs.  Many  blame 
outsourcing. 
The  truth  is  a  lot 
more  complicated. 
Special  Report  Page  36 


ENOUGH  SURF  FOR  EVERYONE. 

ENOUGH  MOUNTAINS  FOR  EVERYONE. 

ENOUGH  SEATS  FOR  EVERYONE. 


- 


THE  NEW  FULL-SIZE  NISSAN  PATHFINDER  AR 

comfortably,  and  fold-flat  2nd-  and  3rd-row  seats.  A  305-hp,  5.6-liter 
headphones  and  remote.  So  while  you're  not  likely  to  run  out  of  space,  your 

Prototype  verMCie  shown.  Producton  mode)  «*  .ndode  seat  belts  Ktesan.  the  Ntesan  Brand  S  FT/  tagbneand  Nissan  model  names  are  Nssan  trademarks.  Tread  L 


io  one  behind.  The  new  Nissan  Pathfinder  Armada  will  take  on  all  comers.  It  has  room  for  eight, 
ince  V8  engine.  And  an  available  Nissan  Mobile  Entertainment  System-DVD  with  wireless 
iportantly,  will  never  run  out  of  things  to  do.  For  information,  call  800-N ISSAN3  or  visit  NissanUSA.com . 


iase  don't  drink  anc  ■■  Nissan  North  Amei 
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WHAT   A    DIFFERENCE    A   YEAR    CAN    MAKE. 


*As  of  12/31/03,  86  of  153  Fidelity  funds  are  4-  and  5-star  funds. 

Other  fees  and  expenses,  including  those  that  apply  to  a  continued  investment  in  the  fund,  are  described  in  the  fund's  prospectus 
Please  consider  the  fund's  investment  objectives,  risks,  charges,  and  expenses  before  investing.  F 
and  other  information  on  any  fund  available  through  Fidelity,  call  or  write  to  Fidelity  or  visit  Fideh 
for  a  free  prospectus.  Read  it  carefully  before  you  invest  or  send  money.  TDD  Service  1.800.544.01 
the  deaf  or  hearing-impaired  9  a.m.-9  p.m. 
Fidelity  Brokerage  Services,  Member  NYSE,  SIPC 


WHY  AN   IRA?  The  real  benefit  of 
opening  an  IRA  comes  from  the  com- 
bination of  compounded  earnings  and 
your  annual  contribution.  That's  why  it 
pays  to  start  sooner  rather  than  later. 
After  all,  waiting  even  one  year  can 
make  a  difference. 
WHY  A  FIDELITY  IRA?  It's  all 
about  performance,  choice,  and  value. 
As  one  of  the  largest  mutual  fund 
companies,  we  have: 

•  More  4-  and  5-star  funds* 

•  No-fee   IRAs 

•  No-load   funds 


We  can  even  help  you  decide  which 
funds  may  be  best  for  you,  although 
your  investment  returns  from  those 
funds  may  have  a  gain  or  loss. 
HOW  DO  YOU  DO  IT?  It's  easy, 
and  you  can  be  done  in  minutes. 

•  Click  on  Fidelity.com/bw 
to  apply  online 

•  Call  1.800.586.0568 

•  Visit  one  of  our  branches 
WHY   NOW?   Even  though  our 
funds  are  always  no-load,  you  only 
have  until  April  15th  to  take  advantage 
of  opening  a  2003  IRA.  Do  it  today. 


Hypothetical  Cost  of  Skipping  a  One-time  Annual  IRA  Contribution 


This  hypothetical  example  is  for  illustrative  purposes  only  and  does  not  represent  the  performance  of 
any  security.  Chart  assumes  annual  $3,000  IRA  contributions  made  on  January  1  each  year  beginning 
at  the  specified  age  and  continuing  through  age  70.  Assumes  annual  rate  of  return  of  8%  and  tax- 
deferred  compounding  in  an  IRA.  Final  account  balances  are  prior  to  any  distributions,  and  taxes  may 
be  due  upon  distribution.  Investing  in  this  manner  does  not  ensure  a  profit  or  guarantee  against  loss. 


OPEN  A  FIDELITY 
NO-FEE1  IRA  TODAY 


1.800.586.0568 
Fidelity.com/bw 


Fidelity 

investments  ^r 


delity  has  eliminated  the  S50  brokerage  account  fee  for  Traditional, 

ith,  Rollover,  and  SEP-IRAs.  Other  fees  still  apply,  including  mutual 

management  fees  and  expenses,  low-balance  fees  and  short-term 

g  fees  on  certain   mutual   funds,   brokerage  commissions,   and 

:  closing  fees. 
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ABSOLUT  SEASON. 

Long,  cold  snowy  winters  are  welcome  in  Sweden.  Without  ther 


wheat  in  ABSOLUT  would  not  have  a  chance  to  develop  its  exceptionally 
nooth,  mellow  flavor.  We  would  also  have  a  lot  fewer  gold  medals  in  skiing. 


Our  devotion  to  perfection  is  ABSOLUT. 
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36  Where  Are  the  Jobs'? 

If  this  economy  is  any 
guide,  the  link  betweei 
strong  growth  and  the 
creation  of  jobs  has  bet 
broken.  And  what's  go:- 
on  has  more  to  do  wit 
the  surge  in  productivij 
than  outsourcing 

38  The  Price  of  Efficiency 

Corporate  America's  relentless 
squeeze  out  gains  is  the  real  culp 
behind  anemic  job  growth 

44  Productivity:  Who  Wins,  Who 

The  boom  has  boosted  profits  and 
inflation  down.  But  low-end  wor 
and  the  jobless  have  taken  a  beati 
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tomorrow's  job  market 

54  Commentary:  Campaign  2004 
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72  Diplomacy:  The  EU  Vs.  Russia 

As  Eastern  European  nations  prep 
join  the  Western  community,  fear 
Russia's  powerful  oil  companies- 
Putin's  plans— spreads 

74  Saudi  Arabia:  The  Economy 

The  stock  market  is  hot,  and  there 
even  signs  that  employment  couk 
up.  That  could  ease  the  social  tens 
that  breed  Islamic  militancy 
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counterproductive  power  play 
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Behind  the  gloss,  a 
cunning  marketing 
machine  that  trades 
brilliantly  on  objects 
of  desire  and  ego 
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A.G.  Edwards  is  making  reparations  to 
former  P&G  workers  spotlighted  last 
year  in  BusinessWeek 

96  Can  Eisner  Hold  the  Fort? 

Flush  with  victory,  angry  Disney 
stockholders  aren't  likely  to  back  down 
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ttate-of-the-earth 
echnology. 


Power  control  unit 


When  it  comes  to  cleaner  cars,  Toyota  believes  actions  speak  louder  than  words.  In  1 997 
aunched  Prius,  the  world's  first  mass-produced  gas/electric  hybrid  vehicle.  Then  six  years  of  refinement  produced  Hybrid  Synergy  Drive',  the 
lutionary  power  train  that  combines  gasoline  and  electricity  to  dramatically  boost  power  and  efficiency.  It  has  already  hit  the  roads  in  the  2004  Prius. 
next  big  step  in  hybrid  technology?  Hydrogen-powered  fuel-cell  vehicles  that  emit 
water.  Toyota's  fleet  of  fuel-cell  SUVs  has  recently  logged  more  than  1 25,000 
3.  And  our  fuel-cell  development  center  is  starting  to  apply  this  technology  to  mass 
sit  in  Japan,  potentially  providing  cleaner  transportation  for  thousands  of  commuters. 
e's  no  doubt  about  it  -  helping  the  planet  is  a  real  art.  Motor       Toyota  FC  stack   High-Pressure  hydrogen  tanks 

)ta. COm/tomorrOW  E  2004  ♦—  Electricity  flow  4—  Hydrogen  flow 
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THE  WALL 
STREET  JOURNAL. 

O  2003  Dow  Jones  k.Compan*  All  Rights  Re 
PHIDAT,  AUGUST   2*.  1Q01    -   VOL.   CCXill  NO    *I   -   ••*•   S1.0* 

When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 


LIQUOR  BRAND/PRICE* 

OUR  AWARD 

TOP  3  GINS 

4tendrick's 

S^O/JSOml 

Most^V 
Flavorful^ 

Tanqueray  No. 
Ten  $26/750ml 

Smoothest 

Juniper  Green 
Organic 

$26.50/750ml 
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Presentation 
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WWW.BUSINESSWEEK.COM  Updated  every  business  day. 

BusinessWeek  magazine  is  available  online  free  to  subscribers:  Go  to 
www.businessweek.com  and  follow  instructions  to  register.  Find  links  to  the  online-onl; 
highlights  below  at  www.businessweek.com/magazine/content/04_12/online.htm 


Special  Report:  Tearing  Down 
Tne  Walls  in  Telecom 

In  a  few  years,  it  will  be  a  "sectorless  industry,"  with 
phone,  cable,  power  companies— maybe  even 
Microsoft— all  selling  the  same  communications 
services.  Plus:  Improving  customer  service 


An  Unseen  Peril  of  Outsourcing 

For  AM  Communications,  teetering  on  the  brink  of 
bankruptcy,  an  offshore  alliance  seemed  an  answer  to  its 
prayers.  Instead,  when  it  again  ran  into  a  cash  crunch,  all  of 
its  intellectual  capital  was  in  India 
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An  E-tailer  with  a  Lot 
Riding  on  Bicycles 

Beijing-based  Dangdang.com  uses  a  legion  of 
bike  messengers  to  deliver  goods  cash-on-delivery. 
In  cheap-labor  China,  tech  and  two-wheel  traction 
have  been  a  winning  combination 


Saudi  Arabia  Is  Hedging  Its  Bets 

In  a  bid  to  double  natural-gas  production  by  2025,  the  kingdoi 
has  struck  exploration  deals  with  outfits  from  Spain,  Italy,  Chii 
and  Russia.  It's  a  sign  the  Saudis  are  looking  beyond  the  U.S., 
their  longtime  booster,  for  partnerships 


Daily  Market  Insights  from 
Standard  &  Poor's 

Keep  abreast  of  the  markets  each  day  with  our 
coverage  from  S&P  analysts,  regular  market  updates, 
and  stock  picks  and  pans 
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Original  streaming  video 
featuring  industry  experts  and 
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Your  Portfolio.  Stock  Screener. 
MBA  Search,  and  Mutual  Fund 
Scoreboards 
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Join  in  ongoing  discussic 
on  investing,  business 
schools,  and  more 


Tune  in  This  Weekend  for 

I  Housing  Now  a  Renter's  Market?  I  Potential  Dangers  of  Cell-Phone 
Find  program  dates  and  times  in  your  area  at  www.businessweekty.coin 
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Aetna  HealthFund® 


The  results  are  in 
on  Aetna  HealthFund, 

Aetna  has  led  the  way  in  developing 
consumer-directed  plans  that  offer 
quality  coverage  and  help  reduce  costs. 
And  the  big  news  today  is  that 
quantitative  research  confirms  that 
Aetna  HealthFund  succeeds  on  both 
counts.  Aetna  HealthFund  members' 
costs  increased  by  just  1.5%  compared 
to  significantly  higher  increases  for 
similar  populations  enrolled  in  traditional 
plans*  They  also  sought  preventive 
care  more  frequently,  and  used  generic 
drugs  more  often.  No  wonder  nine  out 
of  ten  members  said  they'd  choose  the 
plan  again.  To  find  out  more  about  how 
Aetna  HealthFund  can  benefit  your 
business  and  your  employees,  call  your 
broker,  Aetna  representative,  or  visit  us 
today  at  aetna.com. 


We  want  you  to  know* 
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KAetna 


Health 

Dental 

Pharmacy 

Disability 

Long-Term  Care 

Life 


©  2004  Aetna  Inc.  Aetna  HealthFund"  plans  are  offered  through  Aetna  Life  Insurance  Company.  Plans  contain 
exclusions  and  limitations.  'Based  on  a  study  of  Aetna  HealthFund  enrollment  (January-September  2003). 
-200435 


OF  COUR5£  OUR 
EXISTING  NETWORK 

1$  secure. 

U/HV  WOULDN'T  IT  &£? 


J  THOUGHT  VOU'D 
NfiVfiR  ASK. 
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3   entera 


Networks  I  hal  l\in>w 


Every  networking  company  out  there  is  trying  to  convince  you  that  their  networks  are  completel 
secure.  Unfortunately  that  just  isn't  so.  You  see,  in  today's  world,  you  need  a  network  that  can  do  morej 
Like  detect,  protect  and  respond  dynamically.  Enterasys  networks  can  do  just  that  For  example,  the' 
can  recognize  and  isolate  threats  at  the  user  level,  rather  than  taking  your  entire  network  down. 

Oh,  and  by  the  way,  this  isn't  just  some  newfangled  technology  we  hope  to  introduce  one  day.  It's  availabll 
right  now.  See  for  yourself  at  networksthatknow.com.  Or  ask  any  of  our  enterprise  customers  who  we% 
been  working  with  for  years. 


"If  class  warfare  is 
being  waged  in 
America,  my  class 
is  clearly  winning." 

-Warren  Bujfett,  in  his 

annual  letter  to  Berkshire 

Hathaway  shareholders, 

about  recent  tax  cuts 
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0  MUSIC 

A  DEAL:  Sip  on  a  mocha 
sten  to  any  of  250,000 
then  order  up  the  ones 
e  on  your  own  CD  to 
ere?  At  Starbucks. 
ssWeek  has  learned  that, 
r.  16,  the  Seattle  coffee 
/ill  unveil 
tore  music 
for 

lers  to  do 
it  using 
JCs  to  make 
fioices. 
first 

tl  Starbucks 
in  Santa 
a,  Calif.,  and 
vice  will  expand  to 
tores  in  the  next  two 
Starbucks  already  offers 
sd  selection  of  CDs,  and 
us  ago  it  bought 
-  HearMusic.  But  the  in- 
ervice  is  its  biggest  new 
e  since  it  pushed 
as  in  the  mid-'90s. 
s  not  a  test,"  says 
lan  Howard  Schultz. 
i  going  for  it." 
company  foresees  a 
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lucrative  business  among  its 
customer  base  of  middle-aged 
javaholics,  many  of  whom 
don't  even  go  to  music  stores, 
let  alone  burn  their  own  CDs. 
Prices  will  be  comparable  to 
Apple's  iTunes  service:  $6.99 
for  five  songs,  the  minimum 
purchase.  Later,  to  appeal  to  a 
younger  set,  Starbucks  will 
offer  wireless  downloads  to 
laptops  or  portable  players. 

Music  executives  love  the 
idea.  "They  are  bridging 

the  gap  between 
the  virtual  and 
physical  worlds, 
creating  another 
way  to  recom- 
mend music  to 
people  and  target 
a  specific  buyer," 
says  Jimmy 
Iovine,  who  heads 
the  Interscope, 
Geffen,  and  A&M  labels. 
Several  music  retailers  are 
planning  a  similar  setup,  so 
Starbucks  won't  have  the  field 
to  itself  forever.  And  its 
baristas  must  learn  to  keep 
both  CD  burners  and  espresso 
machines  running  smoothly. 
But  Schultz's  bet  is  that 
music  will  make  Starbucks, 
as  singer  Norah  Jones  might 
say,  a  place  that  feels  like 
home.  -Stanley  Holmes 


BIG  PICTURE 

MPACT  Howard  Dean  aside,  Democrats  are 
Bast  likely  to  seek  political  info  on  the  Web: 
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ENDGAME  The  CEO 

could  bag  $374  million 


FAT  CAT  FOLLIES 

No  Mickey  Mouse 
Payoff  for  Eisner 

NO  WONDER  IT'S  CALLED  the  Magic  Kingdom.  If  embattled  Walt 
Disney  CEO  Michael  Eisner  quits  before  his  contract  expires, 
or  if  he  gets  fired,  he  could  walk  away  with  $374  million  in 
cash  and  option  gains. 

For  starters,  Eisner  would  be  entitled  to  his  $1  million-a- 
year  salary  through  the  end  of  his  contract  in  2006.  There's 
also  his  2004  bonus,  and  a  $6  million  bonus  for  each  of  the 
next  four  years.  If  his  2004  bonus  is  near  the  $6.25  million  he 
got  in  2003,  that's  more  than  $33  million  in  cash.  Then  add  in 
his  pension,  which  is  worth  a  further  $4.2  million. 

But  the  big  money  would  come  from  21  million  options  he 
got  in  1996,  on  which  the  board  accelerated  the  vesting  four 
years  ago.  If  Disney  stock  rises  8%  a  year,  those  options  could 
be  worth  $337  million  when  they  expire  in  2008  and  2011. 

And  if  Eisner  stays  until  his  contract  is  up?  He  still  gets  $12 
million  in  bonuses  and  the  option  gains,  plus  a  paid  consulting 
gig  and  all  his  perks,  such  as  using  the  Disney  jet.  With  Eisner 
no  longer  chairman,  Disney  is  renegotiating  his  contract  (page 
96).  It  says  Eisner  will  get  "no  greater  economic  benefit."  No 
word  yet  on  whether  a  pay  cut  is  on  the  table.        -Louis  Lavelle 
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TECH  TALK 

MICROSOFT 

VERSUS 

LINUX 

FOR  MONTHS,  rumors  have 
swirled  on  the  Web  alleging 
that  Microsoft  helped  finance 
SCO  Group's  suit  against  IBM 
and  two  companies  that  use 
Linux  software.  BusinessWeek 
has  learned  that  the  software 
giant  did  not  put  up  the 
money  but  did  play 
matchmaker  for  SCO 
and  BayStar  Capital, 
which  poured  $50 
million  into  SCO  last 
October. 

BayStar  managing 
partner  Lawrence 
Goldfarb  says  that 
senior  executives  at 
Microsoft  called  him 
to  ask  if  he  would 
consider  investing  in 
SCO.  Goldfarb  would 
not  identify  the 
execs.  He  says 

POLITICOS 

SPITZER 
PAYS  HIS 
UNION  DUES 

ANYONE  WHO  doubts  that  New 
York  Attorney  General  Eliot 
Spitzer  has  his  eye  on  the 
governor's  mansion  should 
have  seen  him  glad-handing 
union  chiefs  at  the  annual 
AFL-CIO  gathering  in  Miami 
Beach  on  Mar.  9. 

At  a  reception,  Teamsters 
President  James  Hoffa  gave 
the  AG  a  rousing  welcome.  "I 
give  you  the  next  governor 
. '. .  of  New  York,"  he  roared. 
Spitzer  replied:  "I  can't  say 
too  much  about  that  intro- 
duction or  I'll  get  in  trouble- 
but  it  sure  does  sound  good." 
Sounds  like  the  perfect 
entree  for  a  little  fund- 
raising.         -Aaron  Bernstein 
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Microsoft  didn't  put  any 
money  into  BayStar  or  the 
SCO  investment.  The  hedge 
fund  manages  about  $400 
million,  with  most  of  that  in 
life  sciences.  Goldfarb  says  he 
made  the  SCO  investment 
partly  because  he  thought 
there  could  be  a  good 
business  based  on  its 
intellectual  property. 

The  money  did  help  SCO 
fund  its  lawsuits.  SCO  claims 
that  portions  of  Linux,  which 
threatens  Microsoft's  Windows 
monopoly,  violate 
SCO's  copyrights. 
Microsoft  also  bought 
two  licenses  from  SCO 
worth  more  than  $12 
million,  according  to 
insiders.  Microsoft 
says  it  has  no  financial 
dealings  with  BayStar. 
The  company  declined 
to  comment  when 
asked  whether  any 
execs  called  BayStar  to 
suggest  investing  in 
SCO.      -Jim  Kerstetter, 
with  Jay  Greene 


TAKE  THE  STAIRS 

GOING  UP?  Mike  DiFranza's  advertising 
brainstorm  is  ending  one  of  the  last  ad-free 
zones  in  America:  elevators.  Realizing  that 
elevator  riders  are  a  captive-and  usually 
bored-audience,  he  launched  Captivate 
Network,  which  shows  ads  on  flat-screen  TVs 
in  elevators.  In  six  daily  trips  of  one  minute 
each,  a  rider  can  soak  up  24  hours  of  elevator 
ads  annually,  says  DiFranza.  The  Westford 
(Mass.)  startup  charges  companies  such  as 
General  Motors  and  American  Express  up  to 
$125,000  monthly  for  repeating  10-second  ac 
in  450  buildings  across  the  U.S.  It  has 
contracts  for  b50  more  buildings.  Now  what's 
worse,  ads  or  Muzak?  -Kathleen  Kerwin 


ytCap  SPDR:  the  complete  S&P  MidCap  400  in  one  share. 

\nd  out  more:  viyt  www.amex.com/MDY  or  call  i-Soo-THE  AMEX. 


Oh,  what  an  untangled  web  of  opportunity  we  weave. 


The  weaving  prowess 
of  spiders  is  not  limited  to 
silk;  they  also  work  wonders 
with  securities. 

MidCap  Spiders  (MDY) 
are  exchange  traded  funds 
that  add  the  whole,  diverse 
S&P  MidCap  400  to  your 
portfolio  in  one  shot.  Each 
share  represents  the  whole 
basket  of  S&P  MidCap  400 
stocks  just  like  a  traditional 
index  fund.  But  you  buy 
and  sell  MidCap  Spiders 
like  a  stock.  In  fact,  they 
trade  all  day  long.  So 
they're  the  best  of  both 
worlds  —  made  even  better 
by  low  management  fees? 

If  you're  interested  in 
the  S&P  MidCap  400, 
this  is  a  smart  way 
to  own  it.  MidCap 
Spiders  are  one  of  IOO+ 
exchange  traded  funds 
listed  on  the  American 
Stock  Exchange.  Ask 
your  advisor  to  spin  you 
the  whole  story.  Or  visit 
amex.com/MDY. 


MidCap 

AMERICAN 

STOCK  EXCHANGE' 


Jsual  brokerage  commission  applies.     For  more  complete  MidCap  SPDR  information  and  a  prospectus,  including  potential  risks. 
11  I -800-TH  K  AMEX  or  visit  mvw.amcx.com/MDY.  Read  prospectus  carefully  before  investing. 

LPS  Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  the  MidCap  SPDR  Trust,  a  unit  investment  trust. 

lidCap  SPDRs  are  subject  to  risks  including  possible  loss  of  principal.  Past  performance  is  no  guarantee  of  future  results. 

MidCap  400  and  MidCap  SPDR  are  trademarks  of  The  McGraw-Hill  Companies.  Inc..  and  have  been  licensed  for  use  by  PDR  Services  LLC 
American  Stock  Exchange  LLC.  MidCap  SPDRs  are  not  sponsored,  endorsed,  sold  or  promoted  by  Standard  &  Poor's  and  Standard  &  P< 
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FACE  TIME 

KENNETH  S. 
ROGOFF 
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IRRITABLE 

DEBT 

SYNDROME? 

Some  nations,  says  Kenneth 
S.  Rogoff,  are  intolerant  of 
debt  the  same  way  some 
people  can't  stomach  milk. 
Because  of  weak  banking, 
political,  and  legal  institu- 
tions, borrowing  only  makes 
things  worse  for  these 
countries.  But,  says  the  ex- 
chief  economist  of  the  Inter- 
national Monetary  Fund,  they 
are  hungriest  for  new  loans- 
like  "a  lactose-intolerant 
individual  addicted  to  milk." 

Since  returning  to  Harvard 
University  last  fall,  Rogoff,  50, 
has  stepped  up  his  call  for 
rich  countries  to  reduce 
lending  to  nations  such  as 
Argentina,  Brazil,  and  Turkey. 
Argentina,  he  says,  is  the 
worst  debt  offender.  The  iand 
of  the  tango  is  in  default  on 
about  $90  billion  in  bonds 
owned  by  private  creditors. 
On  Mar.  9,  it  agreed  to  pay 
$3.1  billion  to  the  IMF. 

Rogoff  has  a  knack  for 
catchy  phrases.  He  once 
accused  World  Bank  chief  ex- 
chief  economist  Joseph 
Stiglitz,  an  IMF  critic,  of  living 
in  the  "gamma  quadrant"— 
his  way  of  calling  him  a 
space  cadet.        -Peter  Coy 


DEEP  THINKERS 

A  NEW  VISION 
FOR  LOWER 
MANHATTAN 

LAST  YEAR,  Polish-born 
architect  Daniel  Libeskind, 
57,  won  the  competition  to 
redesign  New  York's  World 
Trade  Center,  where  ground- 
breaking is  set  for  this  fall. 
Libeskind,  the  son  of 
Holocaust  survivors,  also 
designed  the  acclaimed 
Jewish  Museum  in  Berlin. 
He  came  to  the  U.S.  as  a  child 
and  grew  up  in  the  Bronx.  On 
Mar.  4,  he  sat  down  with 
Editor-in-Chief  Stephen  B. 
Shepard  as  part  of  the 
Captains  of  Industry  series  at 
New  York's  92nd  Street  Y. 
Here  are  excerpts: 

Where  were  you  on  September 
11  when  the  Towers  fell? 

I  was  in  Berlin.  It  was  the  first 
day  the  Jewish  Museum 
opened.  I  said,  "I'm  returning 
to  New  York  and  Lower 
Manhattan."  I  wanted  to 
contribute  in  some  way  to  the 
rebuilding. 


I-WAY  PATROL 

BUSINESS  ON 
THE  WEB  IS 
WARMING  UP 

IT'S  TIME  TO  give 

Net  companies 
their  due. 
According  to  a 
BusinessWeek 
survey,  141,  or  59%, 
of  238  public  Web 
companies  made 
money  in  the 
fourth  quarter  of  2003.  That's 
up  from  41%  a  year  ago. 
Why?  A  38%  fourth- 
quarter  gain  in  online  ads, 
25%  growth  in  e-shopping 


How  did  you  come  up  with 
your  plan  for  the  site? 

I  was  working  on  something 
rather  different  until  I  came 
to  the  site.  I  asked  the  Port 
Authority  if  I  could  go  down 
to  the  bedrock.  When  I  went 
down  and  touched  the  floor 
level  I  had  a  complete  new 
vision.  It  wasn't  gradual.  It 
was  through  a  physical 
connection  with  the  space 
and  the  light.  I  called  my 
studio  in  Berlin  and  said, 
"Drop  everything  that  you've 
been  doing." 

How  is  it  working  with  so  many 
constituencies  on  this  project? 

Because  this  project  has 
been  born  in  a  democratic, 
participatory  process,  it's 


last  Christmas,  and  mergers 
that  cleared  away  some 
money-losers. 

The  numbers  will  be  even 
better  in  2004.  About  a  dozen 
more  companies  are  expected 
to  begin  making 
money,  including 
Web  travel  agency 
Orbitz.  Plus  profit 
makers  such  as 
Salesforce.com 
have  filed  to  go 
public,  with  Google 
expected  to  follow. 
Web  profits,  once 
are  now  the  rule. 

-Timothy  J.  Mullaney 

For  a  look  at  our  list  of  Net 
companies,  go  to  www.business- 
week.com/magazine/extra.htm 


very  healthy.  At  the  end, 
will  be  reflected  in  the  sp 
of  this  project.  I  don't 
in  some  edict  from  some 
king  or  general,  "Build  m 
that!"  and  then  it  happens 
Those  projects  are  never 
good  ones. 


t 


Is  there  a  link  between  the 
Jewish  Museum  and  the  W< 
Trade  Center? 

They  are  both  not  merely 
about  concrete  and  steel 
glass.  They  are  about 
spiritual,  cultural  longing 
They  have  to  be  about 
existence,  meaning,  and 
memory. 

For  the  complete  interview, 
go  to  www.businessweek.coj 
/magazine/extra.htm 


rare, 


The  projected  loss, 
in  billions  of  dollars, 
in  tax  revenue  that 
state  governments 
will  suffer  this  year 
from  nontaxea 
purchases  made 
over  the  Web. 


'. 
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"Deploying  our  ERP  application 
on  our  tight  deadline  would 
have  been  impossible.  With 
Citrix,  we  not  only  made  our 
deadline,  we  also  drastically 
reduced  our  deployment  costs." 
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Curtis  Robb,  CIO 
Delta  Air  Lines,  Inc. 


INFRASTRUCTURE  FOR  THE  ON-DEMAND  ENTERPRISE 

In  the  airline  business,  being  on  time  is  everything. 
And  for  Delta  Air  Lines,  their  ERP  deployment  was 
no  exception.  But  with  12,400  individual  desktops 
to  manage,  they  needed  a  faster  route  to  meet  their 
deadline.  So  they  turned  to  Citrix  for  a  simplified 
and  more  cost-effective  solution.  Not  surprising, 
considering  that  99%  of  the  Fortune  500  use  Citrix® 
software  to  deploy  applications  centrally  for  secure, 
easy,  and  instant  access  to  business-critical  information 
-  anywhere,  anytime,  from  any  device.  We  call  it  the 
on-demand  enterprise.  And  it's  helping  more  than 
120,000  of  our  customers  save  money  and  reduce 
IT  complexity.  To  learn  what  Citrix  can  do  for  your 
business,  call  888-820-7918  or  visit  www.citrix.com. 


CITRIX 
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Editor's  Memo 


Celebrating  Innovation 


AS  WE  LOOK  FORWARD  TO  BusinessWeek s  75th  anniversary  this| 
September,  we  are  launching  a  weekly  feature  celebrating 
the  Great  Innovators  who  have  shared  our  history.  Our  goj 
between  now  and  the  end  of  the  year,  is  to  profile  some  of  1 
transcendent  innovators  of  our  time.  In  the  past  few  mont 

came  to  serve  as  a  model  for  IBM, 
General  Electric,  Procter  &  Gamble,  ai 
many  other  companies. 

From  our  first  issue  on  Sept.  7, 1929 
in  which  we  reported  on  breakthrougl 
in  air  safety  (Americans  "have  really 
taken  to  flying,''  we  said), 
innovation  has  been  centre  [ 
to  our  editorial  mission,  fn 
the  birth  of  computers  to  tl  ill 
age  of  the  Internet,  from  th  „] 
polio  vaccine  to  geneticall}  n\ 
engineered  drugs,  from 
interstate  highways  to  the 
space  shuttle. 

An  anniversary  as  big  as  % 

the  75th  is  a  time  to  look 

back  at  our  coverage  with 

pride.  The  Great  Innovator 

series,  in  print  and  on  BusinessWeek 

Online,  is  a  prelude  to  our  75th 

anniversary  issue  in  September,  which  m 

will  look  at  the  future  of  innovation.  W  j: 

hope  you  will  find  much  in  the  series  t>,  h 

surprise  and  delight  you.  ■  |q 


our  editors  have  engaged  in  a  lively 
debate  about  which  people  to  include. 
Our  staffers  from  around  the  world 
offered  their  picks  from  the  rich  stew  of 
innovation— people  in  every  field  that 
touches  business,  from  science  and 
technology,  management 
and  marketing,  to  finance, 
media,  and  government. 

We  narrowed  our  list  to 
people  whose  innovations 
not  only  revolutionized  the 
period  they  were  in  but  who 
also  developed  pathways 
that  would  change  the 
world.  We  have  selected 
inventors,  thinkers, 
managers,  leaders,  and 

some  lesser-known  6I™  s  **L"*D'  5LDAH 

innovators  who  have  touched  our  lives. 

This  week,  Detroit  Correspondent 
David  Welch  profiles  the  legendary 
Alfred  P.  Sloan  Jr.,  president  and  CEO  of 
General  Motors  Corp.  from  1923  to  1946 
and  chairman  of  the  board  until  1956. 
Sloan  is  credited  with  no  less  than  the 
creation  of  the  modern  industrial 
corporation,  and  the  very  concept  of  the 
professional  manager  (page  24).  The 
way  Sloan  structured  General  Motors 
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leaders  Report 


Halting 
professional 
work  visas 
only  harms 
our  recovery." 

-Tarik  H.  Sultan 
Tucson 


«r  Mar.  1  Cover  Story,  "Will  outsourcing 

\  rt  America's  supremacy?"— coming  amid 

h  \  raging  debate  over  outsourcing  and  the 

called  jobless  recovery  in  the  U.S.—gener- 

Sd  many  thoughtful  letters  from  readers. 

*>re  is  a  sample: 

HE  IMMIGRANT  PERSPECTIVE 

KEAD  "Will  outsourcing  hurt  America's 
ipremacy?"  with  great  interest.  I  am  a 
'-year-old  Indian  immigrant,  and  I've 
en  living  here  in  the  U.S.  for  the  past  30 
ars.  When  I  saw  those  two  pictures, 
nerican  Stephen  Haberman  and  Indian 
repa  Paranjpe  side  by  side,  I  had  this 
nny  feeling  that  both  were  my  children, 
|d  I  wouldn't  like  to  see  either  of  them 
rt.  Yes,  globalization  is  inevitable,  and 
one  can  really  stop  outsourcing  if  it 
lps  companies  become  more  efficient 
d  productive.  But  there  must  be  a  defi- 
ne plan  to  prevent  any  dislocation  and 
sery  here  in  the  U.S. 
Here  is  my  proposal:  All  companies 

Iat  profit  and  benefit  from  outsourcing 
ould  pay  about  10%  of  their  profits  to  a 
nd  from  which  our  American  kids  can 
helped  to  learn  higher  levels  of  pro- 
lamming  that  cannot  be  outsourced  or 
train  for  similar  high-salary  good  jobs. 
It  was  an  excellent  and  fair  article  in 
e  great  tradition  of  BusinessWeek. 

-Vijay  Sabnis 
La  Crosse,  Wis. 

\VING  GRADUATED  from  Indian  Insti- 
te  of  Technology,  I  can  confidendy 
iuch  for  Deepa's  technical  skills  and  the 
gh  quality  of  work  that  she  would  pro- 
ice.  IIT's  graduates,  by  any  standard, 
e  among  the  best  on  the  globe,  and 
;epa's  services  can  be  obtained  at  a  far 
ore  competitive  price  than  in  the  U.S. 
len  what  about  Stephen? 
Doing  an  M.S.  in  computers  at 
Lrnegie  Mellon  University  is  an  aspira- 
m  of  many  IITians  after  finishing  their 
My  full  respect  to  Stephen  for  his 
lalifications.  Yet  any  MBA  would  in- 


standy  point  out  that  software  program- 
ming is  not  Stephen's  value  proposition, 
as  it  is  for  Deepa.  Stephen  will  best  be 
served  if  he  specializes  in  IT  management, 
an  area  where  Indians  have  yet  to  prove 
themselves.  Whatever  the  outcome  of  the 
debate  on  this  subject,  watching  Deepa's 
and  Stephen's  fives  as  they  evolve  over 
time  would  be  an  excellent  manifestation 
of  the  globalization  of  the  world's  econo- 
my and  the  shape  of  things  to  come. 

-Srinivas  Balla 
Fairfax,  Va. 

OUTSOURCING  THE  EPICENTER 

WHAT  YOUR  ARTICLE  overlooks  is  the 
contribution  foreign  workers  have  had  in 
developing  the  American  software  indus- 
try. In  the  past,  the  goal  for  qualified  In- 
dians such  as  Deepa  was  to  make  it  to  the 
U.S.,  and  in  the  process  add  to  the  intel- 
lectual capital  of  this  country.  Now,  with 
a  booming  job  market  at  home,  a  signifi- 
cant increase  in  the  standard  of  living  for 
the  upper-middle  class,  and  higher  job 
security,  fewer  Indians  are  keen  on  mov- 
ing to  the  U.S.  The  real  threat  will  be  if 
the  epicenter  for  software  innovation 
shifts  from  the  U.S.  to  India.  If  the 
Deepas  of  the  world  stay  home,  this  will 
cost  us  dearly  in  the  long  term. 

-Gaurov  Dayal 
Rockville,  Md. 

TO  THE  EDUCATED  GO  THE  SPOILS 

ROBERT  D.  HOF  HIT  the  wrong  target 
when  he  wrote  that  American  tech  work- 
ers [should  look  in]  "a  mirror"  for  the 
cause  of  outsourcing  of  jobs  ("Now  more 
than  ever,  innovation  is  the  answer,"  Com- 
mentary, Mar.  1).  As  president  of  the  Insti- 
tute of  Electrical  &  Electronics  Engineers 
in  1985,  I  learned  that  50%  or  more  of 
PhDs  in  electrical  engineering  and  com- 
puter science  being  granted  by  U.S.  uni- 
versities were  going  to  students  from  oth- 
er countries— India,  Taiwan,  Korea, 
China.  That's  been  true  ever  since.  Fortu- 
nately, many  of  those  graduates  stayed  in 


the  U.S.  (40%  of  electrical  engineers  in  Sil- 
icon Valley  are  from  abroad),  "creating 
cutting-edge  technologies"  and  starting 
businesses  to  use  them.  Unfortunately, 
more  and  more  of  them  now  are  going 
home,  as  BusinessWeek  noted  recendy. 
They  take  with  them  capital,  as  well  as  ex- 
perience and  their  U.S.  education,  en- 
abling them  to  start  businesses  at  home. 
In  this  Information  Age,  it's  clear  that 
education  is  the  key  to  tech  jobs.  Will  the 
U.S.  win  or  lose  by  American  universities' 
strategy  of  giving  the  highest  (and  most 
expensive)  technical  education  to  for- 
eigners, rather  than  to  U.S.  students? 

-Charles  A.  Eldon 
Sierra  Vista,  Ariz. 

NATURE  OF  THE  TECH  BEAST? 

TO  SOME  EXTENT,  the  problem  is  that 
computer  science  has  never  had  to  grow 
up  and  work  for  a  living.  Moore's  Law  has 
given  it  everything  it  wanted  without  hav- 
ing to  work  for  it.  How  else  do  we  explain 
the  lack  of  major  breakthroughs  over  the 
last  25  years?  (Any  serious  practitioner  in 
the  field  will  tell  you,  usually  quietly,  that 
it  is  our  dirty  little  secret.)  Perhaps  this  is 
the  jolt  that  it  needs. 

-John  Day 
Foxboro,  Mass. 

I  SPENT  NEARLY  40  YEARS  in  IT  design- 
ing custom  systems,  integrating  informa- 
tion, and  controlling  projects.  I  retired 
from  the  EDS/GM  account— probably  the 
greatest  collection  of  talent  ever  assem- 
bled: 24,000  staff  in  1985.  Yet  I  find  the 
business  to  be  highly  dysfunctional  today. 
Too  many  executives  in  large  organiza- 
tions view  IT  as  a  cost  and  have  ceded 
control  to  the  techies.  Really  grasping 
what's  going  on  is  management's  respon- 
sibility. My  work  in  General  Motors  Corp. 
allowed  a  glimpse  at  how  endless  activity 
created  massive  duplication  and  redun- 
dancy, on  the  order  of  30  times  more  code 
and  12  times  more  data  than  required.  You 
can  never  get  to  a  positive  return  on  in- 
vestment doing  everything  10  times  over! 
In  the  '50s  and  '60s,  very  small  teams 
or  individuals  created  very  powerful 
new  information  streams  along  with  cost 
savings  as  they  saw  the  whole  system 
through,  and  never  duplicated  existing 
functions.  We've  lost  that— and  sending 
it  to  India  is  no  solution. 

-Vincent  G.  Robinson 
Rochester  Hills,  Mich. 

TAKE  A  LOOK  AHEAD  AND  BEHIND 

MICROSOFT  CORP.  CEO  Steven  A. 
Ballmer  is  cited  as  saying  the  shortfall  of 
U.S.  tech  students  worries  him  more  than 
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David  Snowden,  IBM  cross-industry  human  behaviorist 
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What  Bartleby  the  Scrivener  can 
teach  you  about  Bob  the  sales  guy. 

You  may  remember  the  1853  Herman  Melville  story  about  a  clerk  named 
Bartleby.  One  day  he  simply  refused  to  do  what  was  asked  of  him. 
"I  would  prefer  not  to,"  he  replied,  to  that  request  and  all  subsequent 
ones  —  thereby  confounding  his  boss  and  alienating  his  coworkers. 

It's  the  human  factor.  And  it's  critical  to  your  success.  All  the  mission 
statements  and  whiz-bang  new  processes  in  the  world  won't  fly  if  you  don't 
get  Bob  the  sales  guy,  Doris  in  Accounting  and  everyone  else  to  buy  in. 

Being  on  demand  is  about  empowering  your  people.  It's  about  integrating. 
Rethinking.  Decentralizing.  Flattening  your  organization  so  the  people 
on  the  front  lines  can  make  decisions  on  the  spot.  Without  doing  the 
corporate  square  dance. 

Win  them  over.  Don't  let  your  Bobs  turn  into  Bartlebys. 

On  demand  business  starts  with  on  demand  thinking. 

We  have  over  3,500  specialists  in  change  management.  Surprised?  IBM's 
capabilities  are  unique:  we  provide  real  insight  into  corporate  transformation, 
coupled  with  deep  experience  in  every  industry  and  the  ability  to  implement 
change  on  the  ground.  Making  sure  your  ideas  and  your  people  work 
together  —  that's  on  demand  business.  Get  there  with  on  demand  people. 
Call  800  IBM  7080  (ask  for  thinking)  or  visit  ibm.com/services/thinking 


Can  you  see  it? 


i  the  IBM  logo  are  trademarks  or  registered  trademarks  of  International  Business  Machines  Corporation  in  the  United  States  and/or  other  countries.  ©  2003  IBM  Corp.  All  rights  reserved. 
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any  other  issue.  Now,  I'm  not  sure  what  a 
solution  to  this  problem  would  look  like, 
but  I'm  pretty  sure  it  wouldn't  look  like 
Microsoft's  India  Development  Center— a 
Microsoft-created  entity  which,  according 
to  its  Web  site  (microsoft.com/india/indi- 
adev/company/),  is  the  company's  second 
development  center  outside  of  the  U.S. 
and  "a  critical  component  of  Microsoft's 
product  development  initiatives."  It  has 
"a  strong  200  member  team . . .  currently 
developing  20  different  products  and 
technologies." 

Unfortunately,  Mr.  Ballmer  is  like  a  lot 
of  CEOs.  He  doesn't  see  the  relationship 
between  his  actions  and  the  results  he  de- 
cries: students  will  not  prepare  for  jobs 
likely  to  leave  the  U.S. 

-Preston  W.  Black 
Cincinnati 

THE  TALENT  PIPELINE 

YOUR  EXCELLENT  ARTICLE  failed  to 
mention  the  role  that  a  liberalized  busi- 
ness immigration  policy  can  play  in  help- 
ing to  stem  the  outsourcing  of  high-tech 
jobs.  Although  H-lB  professionals  make 
up  a  tiny  percentage  of  the  U.S.  work- 
force, as  the  world's  best  and  brightest 
they  play  an  important  role  in  our  econo- 


my. Many  of  these  high-tech  jobs  lead  to 
another  five  U.S.  jobs  down  the  line  in 
high  tech,  manufacturing,  or  distribution. 
American  companies  that  want  to  remain 
competitive  will  be  left  witfrno  choice  but 
to  open  plants  abroad  where  these  work- 
ers are  located,  benefiting  those  countries 
with  the  attendant  boost  to  their  job  mar- 
ket—jobs that  would  otherwise  remain  in 
the  U.S.  Halting  professional  work  visas 
only  harms  our  recovery,  at  a  time  when 
we  need  to  keep  those  jobs  here. 

-Tarik  H.  Sultan 
Tucson 

REMINDER  TO  George  W.  Bush:  China 
and  India  will  have  zero  electoral  votes  in 
the  2004  Presidential  election. 

-Steve  Barnhoom 
Hemlock,  N.Y. 

AS  YOU  NOTE,  the  most  likely  target  for 
outsourcing  software  jobs  is  in  the  lower 
end,  programming  ("a^nk-turning")  po- 
sitions. In  most  companies,  however,  these 
are  the  beginning  of  the  talent  pipeline  for 
higher-end  jobs.  How  exactly  does  that 
pipeline  get  fed  in  the  U.S.  to  ensure  avail- 
ability of  high-end  talent  in  future  years? 
Unfortunately,  it  is  our  children's  futures 


CORRECTIONS  &  CLARIFICATIONS 

The  photograph  of  Walt  Disney  Co.  CEO 
Michael  D.  Eisner  accompanying  "Now  it's 
time  to  say  goodbye"  (News:  Analysis  & 
Commentary,  Mar.  15)  should  have  been 
credited  to  Lucy  Nicholson/Reuters. 
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In  "All  its  eggs  in  one  Astra?"  (Internationa 
Business,  Mar.  15),  on  GM's  Opel  Astra,  th« 
accompanying  table  on  European  market 
share  by  brand  for  2003  should  have 
included  Renault  with  10.6%  as  the  largest 

"Brushing  your  teeth  away"  (Personal 
Business,  Mar.  1)  should  have  identified  Irwi 
Mandel  as  professor  emeritus  at  Columbia 
University  School  of  Dental  &  Oral  Surgery. 

In  "Software:  Will  outsourcing  hurt 
America's  supremacy?"  (Cover  Story, 
Mar.  1),  the  name  of  a  Cambridge  (Mass.) 
company  was  misspelled.  The  correct 
spelling  is  cMarket  Inc. 

we  are  damaging,  not  our  own.  But  wi 
aren't  we  expecting  our  children's  earnin 
to  pay  for  our  Social  Security? 

-Nancy  Giddin 
Lester  Prairie,  Mir 


T.Rowe  Price.  No-load  funds 

with 

proven 

performance: 

1  year 

5  year 

10  year 

Balanced  Fund 

21.71% 

3.77% 

8.81% 

Lipper  Balanced  Funds  Average 

19.09% 

2.35% 

8.09% 

Blue  Chip  Growth  Fund 

Lipper  Large-Cap  Core  Funds  Average 

29.75% 

25.59% 

-0.32% 

-1.75% 

11.13% 

8.78% 

Equity  Index  500  Fund 

Lipper  S&P  500  Funds  Average 

28.31% 

27.78% 

-0.83% 

-1.12% 

10.76% 

10.64% 

Growth  Stock  Fund 

31.23% 

2.23% 

11.22% 

Lipper  Large-Cap  Core  Funds  Average 

25.59% 

-1.75% 

8.78% 

Spectrum  Growth  Fund 

34.09% 

3.75% 

9.80% 

Lipper  Multi-Cap  Core  Funds  Average 

29.89% 

2.49% 

9.79% 

Average  annual  total  returns  are  as  of  12/31/03. 

Mutual  funds  are  subject  to  market  risk,  and  past  performance  can't  guarantee 
future  results.  When  assessing  performance,  investors  should  consider  both 
short-  and  long-term  returns. 

IMPRESSIVE 

PERFORMANCE  VS. 

ITS  PEERS. 


For  more  information,  including  risks,  fees,  and  expenses  request  a  fund  profile  or  prospectus;  read  il  carefully  before  investing 
For  updated  performance  information  p  ease  visit  our  Web  site  or  contact  a  I  Rove  Price  representative.  Average  annual  total 
return  figures  include  changes  in  principal  value  reinvested  dividends,  and  capital  gain  distributions  Investment  return  and  principal 
value  will  vary  and  shares  may  be  worth  more  or  less  at  redemption  than  al  original  purchase.  'All  funds,  excluding  institutional 
and  bank  institutional  funds  as  defined  by  Lipper  more  than  six  months  old  as  of  12/31/03  are  included  in  this  study.  (Source  for 
data  Lipper  Inc.!  I.  Rowe  Price  Investment  Services  Inc.,  Distributor,  IRA068784 


WO  VERY  DIFFERENT  FUTURES 

OU  FAIL  TO  MENTION  the  very  impor- 
int  point  that  this  country's  future  pros- 
erity  depends  on  global  economic  ex- 
ansion,  which  outsourcing  promotes.  By 
utsourcing  lower-level  service  and  man- 
facturing  jobs,  we  help  create  the  new 
liddle  classes  in  those  countries  who 
len  become  potential  consumers  of  our 
lore  sophisticated  products  and  services. 
For  example,  it  has  been  estimated  that 
s  a  result  of  the  new  buying  power  gen- 
rated  by  the  transfer  of  lower-level  serv- 
•e  and  manufacturing  jobs  to  India,  an 
dditional  100  million  automobiles  will 
e  purchased  there  in  the  next  10  years. 
Khis  could  be  a  major  opportunity  for 
ew  jobs  in  our  auto  industry.  Similar  st- 
ations apply  to  other  industries. 

-Perminder  Bindra 
Patterson,  N.Y. 

N  TODAY'S  GLOBALIZED  economy,  it  is 
ery  easy  to  label  Indian  software  facto- 
;es  as  sweatshops,  but  we  Americans 
teed  to  do  some  soul-searching  and  ask 
urselves  how,  in  this  globally  intercon- 
ected  world,  American  labor  alone  can 
aim  wages  and  salaries  that  are  out  of 
roportion  with  the  rest  of  the  world. 


The  U.S.  of  today  is  characterized,  to 
paraphrase  Galbraith,  as  a  leisure  socie- 
ty with  conspicuous  consumption  of  a 
magnitude  other  countries  do  not  aspire 
to  match  coupled  with  extremely  low 
savings  rates.  We  need  to  understand 
how  Indian  programmers  can  live  very 
comfortably  on  $10,000  a  year.  Perhaps 
the  economic  boom  we  enjoyed  post- 
World  War  II  is  an  aberration,  and  what 
we  are  witnessing  these  past  two 
decades  is  the  correction,  first  via  China 
and  now  India. 

-Bala  Venkatesh 
Princeton,  NJ. 

DON'T  SWEAT  THE  SMALL  STUFF? 

RE  "THE  ANSWER  TO  outsourcing"  (Ed- 
itorials, Mar.  1),  jobs  at  the  narrow  top  of 
the  IT  pyramid  rely  more  on  intellect  and 
personality,  not  retraining.  And  expanding 
Federal  training  to  include  programmers 
implies  there  is  work  to  retrain  them  for. 
The  problem  with  BusinessWeek's  analogy 
with  the  '70s  (OPEC)  and  '80s  (Japan) 
overlooks  that  both  caused  fundamental 
shifts  in  the  U.S.  economy.  OPEC-driven 
oil  price  increases  set  a  new  baseline  of 
operating  cost  and  Japanese  auto  makers 
forever  changed  Detroit.  That  we  ab- 


sorbed the  changes  and  moved  on  didn't 
make  them  any  less  onerous. 

-Ed  Heresniak 
McGaheysville,  Va. 

I  TAKE  GREAT  ISSUE  WITH  your  editorial, 
which  suggests  not  worrying  about  all  the 
little  jobs  moving  overseas.  You  don't 
know  what  you're  talking  about.  I  have 
several  neighbors  and  relatives  with  jobs 
that  went  to  Mexico  or  the  Pacific  rim. 
They  have  wives,  children,  and  no  health 
insurance.  How  are  they  supposed  to  live 
and  send  their  children  to  school?  If  you 
were  to  ask  them  if  they  would  like  to  have 
their  little  jobs  back,  they  would  accept  in  a 
New  York  minute. 

-Gary  Scott 
Austin,  Tex. 

How  to  reach  BusinessWeek 

LETTERS  FOR  READERS  REPORT 

We  prefer  to  receive  letters  via  e-mail,  without 
attachments.  Writers  should  disclose  any  connection  or 
relationship  with  the  subject  of  their  comments.  All  letters 
must  include  an  address  and  daytime  and  evening  phone 
numbers.  We  reserve  the  right  to  edit  letters  for  clarity  and 
space  and  to  use  them  in  all  electronic  and  print  editions. 
E-mail:  bwreader@businessweek.com 
Fax:(212)512-6458 

Mail:  BusinessWeek  Readers  Report,  1221  Avenue  of  the 
Americas,  43rd  floor,  New  York,  NY  10020 
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LOW-COST  MUTUAL  FUNDS 


Maybe  it's  time 

to  switch  to  T.  Rowe  Price  for  your  IRA. 

AtT.  Rowe  Price,  we  can  help  you  feel  confident  you've  made  the  right 
choice  for  your  IRA.  We  have  a  broad  selection  of  no-load  funds  that 
have  outperformed  their  1-,  5-,  and  10-year  Lipper  averages  as  of 
12/31/03.  One  reason  these  funds  have  performed  well  over  time  is  our 
consistent,  disciplined  approach  to  investing.  We  are  also  committed  to 
keeping  our  costs  low:  100%  of  our  funds  for  individual  investors  have 
expense  ratios  below  their  Lipper  averages,  and  there  are  no  sales 
charges  or  commissions.* 

Our  Investment  Guidance  Specialists  can  help  you  choose  the 
fund  that's  right  for  your  goals  and  tolerance  for  risk.  If  you  want, 
we  can  even  help  you  open  an  account  or  transfer  your  IRA  right 
over  the  phone. 

Make  your  2003  IRA  contribution  before  the  April  15,  2004,  deadline. 
Call  our  Investment  Guidance  Specialists  to  open  or  transfer  your  IRA. 


TROWEPRICE.COM/IRA 


1-800-541-8364 


T.RoweFHce 
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INVEST    WITH    CONFIDENCE 


The  Great  Innovators 


CELEBRATING   As  part  of  its  anniversary  celebration,  BusinessWeek 
is  presenting  a  series  of  weekly  profiles  of  the 
greatest  innovators  of  the  past  75  years.  Some  made 
their  mark  in  science  or  technology,  others  in 
management,  finance,  marketing,  or  government. 
In  late  September,  2004,  BusinessWeek  will  publish 
a  special  commemorative  issue  on  Innovation. 


Reinventing 
The  Company 


SOME  INNOVATORS,  like  Thomas  Edison 
and  Alexander  Graham  Bell,  develop 
products  that  change  the  way  we  live. 
Others,  such  as  Martin  Luther  King  Jr., 
force  us  to  see  the  world  through  a  new 
moral  lens.  Alfred  P.  Sloan  Jr.'s  contri- 
bution is  both  more  abstract  and  more 
elemental:  He  invented  the  very  idea  of 

the  modern  American  corporation.  Sloan  was 

the  first  Organization  Man,  a  visionary 

devoted  to  bringing  discipline  to  the 

impulsive,  informal,  often  chaotic  capitalist 

enterprise  of  the  early  20th  century.  Sloan 

saw  that  the  business  of  business  could  be 

rationalized,  the  output  measured,  and 

managers  rewarded  in  a  way  that  pushed 

them  to  reach  for  excellence.  His  ideas,  which 

are  now  the  model  for  virtually  every  large 

corporation,  are  almost  invisible  because  of 

their  ubiquity.  But  when  he  introduced  these 

principles  to  General  Motors  Corp.  in  the 

1920s  and  1930s,  they  were  revolutionary.  ■■^hh^h 

Born  in  1875,  his  was  a  life  of  study  and 
analysis.  As  a  boy  growing  up  comfortably  in 
Brooklyn,  N.Y.,  he  preferred  preparing  for  school  over 
playing;  he  graduated  from  Massachusetts  Institute  of 
Technology  with  an  engineering  degree  after  just  three 
years.  Sloan  went  to  work  for  a  ball-bearing  manufacturer 
in  New  Jersey,  persuaded  his  father,  a  coffee  importer,  to 
buy  the  troubled  company,  then  proceeded  to  revive  it  in 
just  six  months.  Sloan  ran  the  business  for  17  years  before 
selling  it  in  1916  to  William  C.  Durant,  the  stock  market 
buccaneer  and  dealmaker  who  had  founded  GM  eight 
years  earlier. 

Sloan  joined  GM  and  over  the  next  half  decade  studied  the 
company  in  meticulous  detail.  By  the  time  Durant  left  in 
1920,  Sloan  was  ready  to  revamp  the  business.  He  presented 
his  ideas  in  The  Organizational  Study,  the  first  management 


Alfred  Sloan's 
restructuring 
ofGMletthe 
company  soar 
—and  set  many 
standards 
we  still  follow 


treatise  and  one  whose  guiding  principle 
was  that  of  checks  and  balances;  among 
Sloan's  sources  of  inspiration  was  the  U.S. 
Constitution.  By  breaking  down  giant  GM 
into  smaller  divisions  that  could  operate 
autonomously  as  long  as  managers  met  thei 
financial  goals,  he  hoped  to  create  structures 
that  would  allow  people  to  be  creative,  even 
bold.  He  believed  senior  executives  must 
exert  some  central  control  but  mostly  shoulc 
not  interfere  with  the  decisionmaking  in 
each  operation. 

Sloan  also  brought  his  rational  mind  to 
■  bear  on  that  most  irrational  of  matters : 

Americans'  aspirations.  GM  was  a  pioneer  ol 
market  research,  advertising,  and  public 
relations.  It  may  be  too  much  to  say  that  Sloan  invented  oui 
consumer  culture,  but  he  certainly  shaped  it.  From  the 
workaday  Chevrolet  to  the  regal  Cadillac,  he  made  sure  GM 
had  "a  car  for  every  purse  and  purpose."  Says  Edgar  H. 
Schein,  professor  emeritus  at  MIT's  Sloan  School  of 
Management:  "His  ideas  were  so  clearly  correct  that  we 
have  forgotten  that  they  were  an  invention." 

When  Sloan  took  over  as  chairman  and  president  in  1922 
GM  had  less  than  one-fifth  of  the  market,  while  Ford  Motor 
Co.  had  more  than  half.  By  1931,  GM,  with  its  new 
organizational  might,  had  surpassed  Ford  once  and  for  all. 
Under  Sloan's  three  decades  of  leadership,  GM  became  the 
largest  industrial  corporation  the  world  had  ever  seen.  ■ 

-  By  David  Welc 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 


Toughing  Out 
Thejunk-Mail  Virus 


If  you're  even  a  moderate  user  of  e-mail,  chances  are  you've  seen  some  ver 
strange  messages  lately:  complaints  from  total  strangers  that  you  have 
sent  a  virus  as  well  as  notices  that  messages  you  never  sent  could  not  be 
delivered.  These  are  symptoms  of  the  recent  plague  of  virus  infestations, 
but  they  do  not  mean  that  you  have  a  virus  or  have  spread  one. 


Understanding  where  these  messages 
come  from  and  what  they  mean  requires  a 
little  knowledge  of  how  the  current  breed 
of  "mass  mailing"  viruses  work.  Recently, 
new  attacks  have  been  launched  as 
frequendy  as  three  to  five  a  day,  but  all  use 
similar  mechanisms. 

The  trouble  starts  when  someone 
without  up-to-date  virus  protection 
receives  an  infected  message  and  double- 
clicks on  the  attachment  to  activate  it.  The 
program  launched  by  the  virus  scours  the 
computer's  hard  drive  for  anything  that 
looks  like  an  e-mail  address.  Using  its 
own  mail  program,  the  virus  sends  a  copy  of  itself  to  every 
address  it  finds.  Each  message  carries  a  return  address  picked 
at  random  from  the  list.  Since  the  addresses  of  the  senders 
and  recipients  are  picked  from  the  same  set  of  contacts,  there 
is  a  fair  chance  the  message  will  appear  to  have  come  from 
someone  the  recipient  knows,  increasing  the  chances  that  the 
attachment  will  be  opened,  repeating  the  vicious  cycle. 

YOU  CAN  BECOME  THE  RETURN  ADDRESS  on  virus-laden 
messages  even  if  you  have  done  everything  you're  supposed 
to  do  to  avoid  infection:  installed  antivirus  software, 
subscribed  to  an  automatic-update  service  (of  late,  updates 
are  being  issued  several  times  a  day,  so  even  a  daily  manual 
check  isn't  good  enough  anymore),  and  been  careful  about 
opening  attachments.  Once  your  name  goes  out  on  an 
infected  message,  unpleasant  things  start  happening. 

Most  obviously,  recipients  of  the  infected  message,  possibly 
people  you  know,  may  think  that  you  sent  them  a  virus.  You're 
also  likely  to  get  a  lot  of  nuisance  mail.  Because  virus 
programs  harvest  addresses  indiscriminately,  there's  a  strong 
likelihood  that  mail  seemingly  sent  by  you  will  go  to  a 
nonexistent  account.  The  recipient's  post  office  will  dutifully 
send  you  a  message  notifying  you  of  the  failed  delivery.  To 
make  matters  worse,  many  of  the  virus-bearing  messages  are 
designed  to  look  like  delivery-failure  notices,  so  resist  the 
temptation  to  open  any  attachments  on  these  e-mails,  no 
matter  how  official  they  appear. 


In  addition,  once  a  new  virus  is 
identified,  mail  gateways  at  Internet 
service  providers  and  corporations  start 
intercepting  infected  messages.  This  is 
good,  but  many  mail  servers  also  return 
notice  to  the  sender,  which  is  silly.  Whil 
the  person  who  receives  the  notice 
almost  never  actually  sent  the  message, 
an  amazing  number  of  mail 
administrators  refuse  to  turn  the 
notification  feature  off,  adding  to  both 
the  garbage  traffic  and  the  confusion. 
Sadly,  there's  little  you  can  do  to  stop 
this  virus-generated  junk  mail, 
the  longer  term,  changes  to  the 
way  that  e-mail  works  could 
thwart  viruses.  As  part  of  the  wa 
on  spam,  large  Internet  service 
providers  are  designing  systems 
based  on  a  concept  called  Sende 
Policy  Framework  (SPF),  that 
would  require  positive 
identification  of  senders.  This 
could  be  fatal  to  the  current 
viruses,  which  depend  on  being 
able  to  send  mail  from  any  PC 
using  falsified  sender  names. 
A  lot  of  technical  issues  remain  to  be  worked  out,  and  the 
effort  faces  strong  opposition  from  those  who  fear  it  will  give 
big  e-mail  providers,  including  Microsoft,  America  Online, 
and  Yahoo!,  too  much  power  over  access  to  the  Net.  But 
continuing  growth  in  the  volume  of  spam  and  the  virus 
epidemic  has  given  the  SPF  movement  a  lot  of  momentum. 
Implementation  is  many  months  away.  In  the  meantime, 
make  sure  your  antivirus  software  is  up  to  date,  and  keep 
hitting  the  delete  key.  ■ 

E-mail:  techandyou@businessweek.com 


An  insidious 
strain  swipes 
e-addresses 
from  your 
PC— to  spam 
your  friends 


For  a  collection  of  past  columns  and  online- 
only  reviews  of  technology  products,  go  to  Technology  &  You  at 
www.businessweek.com/technology/ 
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The  Convictions  of  a  Convert 


IN  DEFENSE  OF  GLOBALIZATION 

By  Jagdish  Bhagwati;  Oxford;  308pp;  $28 


Jagdish  Bhagwati  never  tires  of  prosely- 
tizing for  free  trade  and  open  borders. 
The  Columbia  University  professor,  69, 
has  contributed  so  much  to  trade  theory 
that  the  great  Paul  Samuelson  once  spoke 
admiringly  of  "the  Age  of  Bhagwati"  in 
that  branch  of  economics.  He  is  on  many 
shortlists  for  a  Nobel  prize  and  was  a  top 

adviser  on  trade  to  both  the  U.N.  and  the  World  Trade 
Organization.  In  Defense  of  Globalization,  his  forceful  yet 
nuanced  case  for  free  trade,  comes  not  long  after  two  well- 
received  collections  of  essays  on  the  same  subject:  A 
Stream  of  Windows  (1998)  and  The  Wind  of  the 
Hundred  Days:  How  Washington  Mismanaged 
Globalization  (2001). 

But  unlike  many  other  free  traders,  the  Bombay- 
born  Bhagwati  isn't  an  ideologue  for  laissez-faire 
capitalism  and  radical  deregulation.  He  believes 
that,  while  governments  should  open  their  borders 
to  free  trade  in  goods  and  services,  they  should 
simultaneously  fix  things  that  are  broken  in  the 
workings  of  their  domestic  economies,  such  as 
inadequate  social  safety  nets.  He  writes:  "I 
have  always  argued  for  freer  trade,  not  as  an 
objective  but  rather  (in  the  context  of  the  poor 
nations  such  as  India,  from  where  I  come)  as  an 
often  powerful  weapon  in  the  arsenal  of  policies 
that  we  can  deploy  to  fight  poverty." 

Bhagwati  writes  at  a  time  when  globalization  is  under 
hostile  fire  in  the  U.S.  Politicians  blame  outsourcing  of  jobs 
to  India  and  China  as  a  key  factor  in  the  sluggish  recovery  of 
employment  in  the  U.S.  Bhagwati  doesn't  buy  that  argument, 
which  he  traces  back  to  Karl  Marx's  "famously  wrong" 
prediction  of  the  progressive  immiseration  of  the  proletariat. 

Instead  of  competition  from  low- wage  nations,  it's  labor- 
saving  technical  progress  that  has  been  the  main  force 
undermining  the  wages  of  unskilled  workers  in  the  U.S.  and 
other  rich  countries,  says  the  economist.  Flooding  the  world 
with  labor-intensive  goods  is  not  the  way  nations  such  as 
China  and  India  are  getting  ahead.  Instead,  he  says,  they  are 
going  upscale,  switching  from  labor-intensive  products  to 
making  higher-tech  goods  as  they  increase  their  own  levels  of 
automation.  Here's  a  factoid  that  Bhagwati  doesn't  cite,  but 
could  have:  Automation  has  led  to  a  decline  in  manufacturing 
jobs  in  China  itself  in  recent  years.  Thaf  s  hardly  what  one 
would  observe  if  China  were  relying  on  sheer  numbers  to 
trump  American  productivity. 

While  Bhagwati  tries  to  allay  the  worries  about 
globalization  that  are  felt  by  people  living  in  rich  nations,  he 


makes  it  clear  that  his  highest  priority  is  how  globalization 
can  help  the  poorest  of  the  poor  around  the  world.  Here's 
his  argument  in  a  nutshell:  "Trade  enhances  growth, 
and . . .  growth  reduces  poverty."  He  uses  statistics  and 
real -world  evidence  to  demonstrate  the  validity  of  each 
half  of  the  assertion.  The  increases  in  living  standards  in 
China  and  India  since  they  opened  their  economies  are  his 
prime  examples. 

In  Defense  of  Globalization  could  serve  as  a  handbook  for 
debaters,  being  conveniently  broken  into  chapters  that  raisi 
and  then  dismantle  the  most  commonly  heard  complaints 
about  globalization.  Examples:  "Culture:  Imperiled  or 
Enriched?,"  "Women:  Harmed  or  Helped?,"  "Corporations 
Predatory  or  Beneficial?,"  and  "Environment  in  Peril?"  A 
recurring  theme  is  that  globalization  unfairly  takes  the  blan 
whenever  something  bad  is  going  on,  from  the  erosion  of 
indigenous  cultures  to  mistreatment  of 
women  and  children  to  environmental 
damage.  In  most  cases,  he  says,  the  greater 
fault  lies  with  corrupt  or  incompetent 
national  governments. 

Similarly,  Bhagwati  is  skeptical  of  the 
concern  that  labor  unions  in  rich  nations 
express  for  the  working  conditions  of  their 
poorer  brethren  abroad.  He  thinks  it's  a 
pretext  to  take  jobs  away  from  them.  Labor 
productivity  is  so  low  in  the  poorest  countries 
that  there's  no  way  for  companies  to  earn  a 
profit  there  if  they  pay  the  high  wages  that 
some  would  advocate,  he  says. 

To  his  credit,  Bhagwati  understands  the 
limits  of  openness.  For  instance 
he  realized  early— before  the 
International  Monetary  Fund— 
the  danger  of  allowing  unre- 
stricted flows  of  capital  into 
poor  countries  with 
underdeveloped  financial 
structures.  The  Asian  financial 
crisis  was  largely  a  result  of  th< 
blowup  of  dumb  investments  ir 
countries  such  as  Thailand  and 
Korea  that  had  too  much  hot 
money  on  their  hands.  Investors  pulled  their  money  out 
even  faster  than  they  had  put  it  in. 

Although  Bhagwati's  opponents  sometimes  characterize 
him  as  a  single-minded  advocate  for  trade,  In  Defense  of 
Globalization  has  long  passages  that  would  be  quite  at  horn 
in  a  book  written  by  a  leftist  critic  of  trade  and  globalizatior 
He  detests  U.S.  efforts  to  employ  the  WTO  to  force  poor 
countries  to  accept  American-made  cigarettes.  Controver- 
sially, he  also  objects  to  its  use  of  the  WTO  as  a  forum  for 
enforcing  the  collection  of  royalties  on  intellectual  property 


Bhagwati 
delivers  a 
forceful  but 
nuanced  case 
for  free  trade 
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I  Days  Inn    hotels  are  famous  for  their  hospitality  and  pet-friendly, 

owner-operated  locations.  Who  sees  to  their  financial  comfort  level  so  they 
can  sleep  at  night?  CIT.  Learn  more  at  CIT.com.  We  see  what  you  see. 
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saying  that  the  rules  overprotect  copy  I 
right  and  patent  owners  at  the  expensl 
of  poor  customers.  He's  suspicious  th  1 
the  U.S.,  which  he  calls  a  "selfish 
hegemon,"  may  be  trying  to  assert 
dominance  under  a  smoke  screen  of 
international  cooperation.  "When  I 
read  about  interdependence,  a  red  ligll 
flashes  in  my  head  that  reads 
dependence,"  he  writes. 

In  many  ways,  Bhagwati  is  an  old- 
school  political  economist,  one  who 
knows  his  math  but  leavens  his  theoriel 
with  insights  from  both  classical  and 
popular  culture.  He  has  a  weakness  fori 
gentlemanly  witticisms  and  literary 
allusions,  ranging  from  Hierocles,  the  1 
Stoic,  and  William  Shakespeare  to  Ladxl 
Murasaki,  an  11th-century  Japanese 
novelist.  In  one  aside,  he  complains  thai 
the  novels  of  V.S.  Naipaul  "do  not  havel 
single  tender  love  scene." 

Bhagwati  wasn't  always  a  free  trader. 
As  a  young  economist,  he  supported 
India's  ultimately  disastrous  attempt  to 
achieve  self-sufficiency  by  manufacturing 
all  its  own  steel,  cars,  electronics,  and 
other  products.  In  1961,  he  wrote  a 
technical  paper  that  a  free-trade 
economist  called  "chillingly  agnostic" 
on  the  question  of  whether  trade  was 
good  or  bad. 

Converts  are  always  the  truest 
believers.  Bhagwati's  reincarnation  as 
free  trader  came  in  1963,  in  a  journal 
article  that  one  of  his  former  students. 
Dartmouth  College  economist  Douglas 
A.  Irwin,  called  in  a  profile  "one  of  the 
most  influential  papers  ever  written 
in  trade  theory."  At  the  time,  many 
reputable  economists  believed  that 
high  tariffs  on  imports  were  the  best 
way  for  countries  to  bolster  essential 
domestic  industries.  No,  said  Bhagwat 
and  co-author  V.K.  Ramaswami.  They 
used  equations  to  demonstrate  that  it 
was  more  efficient  to  subsidize  the 
industries  directly,  while  simul- 
taneously exposing  them  to  inter- 
national trade. 

More  than  four  decades  later,  Bhagwal|e 
continues  to  argue  that  countries 
should  solve  domestic  problems  using 
domestic  policy  measures  while 
keeping  the  borders  open  to  take 
advantage  of  what  the  rest  of  the  worldjii 
has  to  offer. 

In  defending  globalization,  Bhagwati 
isn't  standing  up  for  the  status  quo.  He': 
making  the  case  for  a  humane  form  of 
globalization  guided  by  enlightened 
government  policies.  It  made  sense  in 
1963,  and  it  makes  sense  in  2004.  ■ 

-By  Peter  Co 
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i  Brief 

vledia  Follies 

MLS  RUSH  IN 

eve  Case,  Jerry  Levin,  and  the 
nmaking  of  AOL  Time  Warner 

Nina  Munk;  HarperBusiness;  352pp;  $26.95 

Ted  Turner  banged  his  fist  on  the 
aardroom  table.  The  collapse  of  AOL 
me  Warner's  share  price  had  halved 
is  fortune,  and  even  his  position  as 
ce-chairman  of  the  newly  merged 
ltfit  seemed  to  be  in  jeopardy, 
ncorking  his  rage,  Turner  told  a  group 
of  cable-industry 
execs  in  November, 
2001,  that  his 
greatest  regret  was 
that  he  hadn't 
himself  bought 
Time  Warner,  "so  I 
could  have  fired 
Jerry  Levin  before 
he  fired  me." 

With  a  vivid 
recounting  of 
isodes  like  this  in  a  July,  2002,  Vanity 
lir  article,  Nina  Munk  staked  a  claim 
i  the  saga  of  AOL's  merger  with  Time 
'arner.  Now,  in  Fools  Rush  In,  Munk 
amines  the  story,  and  the  palace 
trigue  that  doomed  Levin,  in  greater 
;pth.  Unfortunately,  the  book  lacks  the 
:rve  of  Munk's  magazine  writing  and 
ts  its  stride  only  halfway  through. 
|  In  contrast  to  two  previous  books  on 
e  deal— Alec  Klein's  Stealing  Time  and 
ara  Swisher's  There  Must  Be  A  Pony  In 
\ere  Somewhere— the  focus  of  Fools  Rush 
is  more  on  Time  Warner  than  on  AOL. 
he  central  figure  here  is  Levin,  who 
jpears  as  an  odd,  solitary,  ruthless 
an.  His  negotiation  of  the  AOL  deal,  in 
hich  longtime  senior  Time  Warner 
iecs  had  no  input,  would  backfire.  Such 
gh-handed  ways,  along  with  culture 
ashes  between  the  merger  partners, 
ould  culminate  in  former  Chairman 
:ephen  M.  Case's  successful  campaign 
eject  Levin.  Later,  Case  himself  would 
sign  under  shareholder  pressure. 
The  best  part  of  Fools  Rush  In  is  the 
)ilogue,  which  tells  what  the  drama's 
ayers  are  doing  today.  Chief  AOL  ad 
desman  Myer  Berlow,  who  once  bled 
ients  with  exorbitant  terms,  now  spends 
anquil  days  making  wooden  bowls. 
?vin,  too,  seems  unruffled:  He  is 
eating  a  holistic  mental-health  clinic  in 
inta  Monica,  Calif.  If  only  Time  Warner 
lareholders  could  find  such  serenity.  ■ 
-By  Catherine  Yang 
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Economic  Viewpoint 


BY  GARY  S.  BECKER 


New  Drugs  Cut  Costs, 
And  Medicare  Can  Hel 


Spending  on  medical  care  is  forecast  to  keep  growing  fast  during  the  next 
several  decades.  Health-care  costs  as  a  share  of  gross  domestic  product 
jumped  from  5%  in  1980  to  more  than  15%  in  2003.  They  are  projected  to 
rise  to  almost  a  quarter  of  GDP  by  2030.  But  through  greater  reliance  on  ne 
drugs,  it  may  be  possible  to  slow  the  hike  while  greatly  improving  health  if 


Medicare  and  other  health-care  plans  are  structured  correcdy. 

Since  Western  European  nations  and  Japan  have  also 
experienced  large  and  continuing  growth  in  medical  spending, 
a  common  belief  is  that  most  of  this  jump  stems  from  the 
aging  of  the  population.  However,  a  recent  article  by  David 
Cutler,  a  leading  health  economist  at  Harvard  University, 
shows  that  aging  explains  less  than  half  of  past  and  projected 
hikes  in  health-care  costs  in  all  Organization  for  Economic 
Cooperation  &  Development  countries.  Cutler  concludes  that 
about  a  third  of  the  future  growth  in  medical  spending  by  the 
U.S.  will  be  due  to  an  aging  population,  with  the  rest  resulting 
from  a  continuation  of  the  trend  toward  greater  medical 
spending  at  each  age  on  new  equipment  and  procedures. 

BUT  HIS  AND  OTHER  FORECASTS  may  overstate  future  spending 
because  they  do  not  take  into  sufficient  account  the  ability  of 
new  drugs  to  cut  total  medical  costs  and  improve  the  quality 
of  life.  For  example,  a  recent  study  in  the  Journal  of  Clinical 
Psychiatry  reported  that  antidepressant  expenditures 
increased  from  about  $400  per  depressed  person  in  1990,  to 
$1,300  in  2000,  but  hospital  stays  declined  by  so  much  that 
total  spending  per  depressed  person  fell.  These  drugs 
enormously  improved  the  quality  of  patients'  lives,  since  most 
people  who  were  suffering  from  serious  depression  can  now 
function  reasonably  well  at  work  and  home. 

Frank  R.  Lichtenberg  of  Columbia  University  Graduate 
School  of  Business  has  shown  that  new  drugs  also  made 
important  contributions  to  the  decline  of  adult  mortality  in 
the  U.S.  and  more  than  50  other  nations  after  1982.  There  is 
considerable  evidence  that  men  and  women  are  willing  to  pay 
generously  for  still  further  progress  in  raising  life  expectancy 
and  for  improvements  in  the  quality  of  their  lives. 

I  believe  that  the  contribution  of  more  effective  drugs  will 
become  even  more  important  during  the  next  several  decades 
as  progress  accelerates  in  finding  ways  to  treat  Alzheimer's 
disease,  cardiovascular  disorders,  cancers,  AIDS,  diabetes, 
nerve  disorders  such  as  Parkinson's  disease,  and  other  serious 
medical  problems.  Better  understanding  of  DNA  and  the 
genome  will  stimulate  the  development  of  treatments  and 
lead  to  new  drugs  that  are  tailored  to  individuals. 

The  share  of  drugs  in  future  medical  spending  is  likely  to 
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Raise  the 
deductible, 

cover 
drug  outlays 
that  are  now 
uncovered 
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increase  sharply.  But  even  without  full  cures,  drugs  that 
greatly  delay  the  onset  and  severity  of  major  diseases  will 
reduce  expensive  and  unproductive  time  spent  in  hospitals 
nursing  homes,  and  under  the  care  of  family  members. 

Since  costly  medical  care  is  concentrated  at  older  ages,  il 
is  important  to  get  a  well-crafted  system  of  drug  coverage 
integrated  into  the  Medicare  system.  Unfortunately,  the  lav 
passed  at  the  end  of  last  year  to  include  drugs  has  defects 
that  should  be  corrected  before  it  goes  into  full  effect  in 
2006.  Medicare  will  then  pay  all  patient  spending  on  drugj 
up  to  $250  per  year  for  eligible  persons  who  elect  this 
coverage.  It  will  pay  75%  of  drug  expenditures  from  $251 t 
$2,250  but  then  pays  nothing  until  spending  reaches 

$5,100— the  so-called  donut  in 
drug  coverage.  Thereafter, 
Medicare  will  pay  95%  of  all 
additional  drug  costs. 

The  drug  deductible  should  be 
DUt  COVer  raised  to  $1,000,  since  the  elderly 

mainly  want  coverage  for 
expensive  drugs  that  reduce 
lengthy  hospital  and  nursing-hon 
stays.  The  elderly  poor  already 
have  all  of  their  spending  on  drug 
covered  by  Medicaid.  Medicare 
should  then  pay  about  50%  of  dru 
outlays  from  $1,000  to  $3,000 
before  its  share  rises  to  75%  for  spending  up  to  $5,000,  and 
increases  further,  to  perhaps  95%,  for  all  additional  drug 
expenditures.  These  changes  would  raise  the  burden  on 
Medicare  patients  with  less  than  $3,700  in  annual  drug 
outlays.  However,  they  would  reduce  the  cost  to  patients  whc 
need  them  most:  those  who  require  expensive  drugs  for 
serious  diseases  and  disorders.  These  changes  could  also  hel 
reduce  overall  health-care  costs. 

New  drugs  have  the  potential  to  cut  the  growth  of  medic, 
spending  sharply.  It  is  crucial  to  take  much  better  advantag 
of  this  potential.  ■ 

Gary  S.  Becker,  the  1992  Nobel  laureate,  teaches  at  the  Univer 
sity  of  Chicago  and  is  a  Fellow  of  the  Hoover  Institution. 


Y  JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


What  It  Will  Take  to 
Keep  the  Recovery  in  Gear 

Vith  hiring  weak,  Fed  and  fiscal  measures  will  have  to  spur  spending 


U.S.  ECONOMY 


The  February  employment  report  will  likely  be  seen 
s  a  watershed  moment  in  this  recovery  and  perhaps  for  the  2004 
'residential  election  as  well.  Not  only  did  the  disappointing  gain  of 
tnly  21,000  jobs  last  month  stun  most  economists,  who  had 
onfidently  forecast  a  gain  in  the  range  of  125,000,  but  the  continued 


eak  pace  of  hiring  also  ensures  that  the  economy  will  be 
major,  if  not  the  biggest,  issue  in  the  upcoming  fight  for 
te  White  House.  In  addition,  the  February  shortfall, 
ong  with  downward  revisions  to  both  the  December 
id  January  data,  raise  the  critical  question:  Why  aren't 
isinesses  hiring  (page  36)? 

An  offshoot  to  that  question  is  equally  important  to  the 
ltlook:  Will  weak  job  growth  derail  this  recovery?  After 
il,  if  consumers  can't  find  jobs,  or  if  they  feel  worried 
>out  their  employment  prospects,  they  could  snap  their 
allets  shut.  A  consumer  pullback  could  be  a  disaster  for 
owth:  Bear  in  mind  that  it  was  sturdy  household 
»ending,  along  with  the  rush  to  buy  homes,  that  kept  the 
.S.  economy  above  water  even  as  capital  spending 
eakened  and  a  record  pace  of  inventory  cutbacks 
ibtracted  from  economic  growth. 
Traditionally,  consumer  spending  has  been  tied  to  job 
ospects,  so  the  weak  labor  market  cannot  be  discounted 
a  drag  on  the  recovery.  But  at  this  stage  of  the  business 
cle,  another  economic  force  may  prove  more  powerful 
tan  the  historic  jobs-spending  link.  Government  actions 
ill  act  as  a  bridge  that  will  help  the  economy  cross  over 
is  extended  valley  of  almost  nonexistent  hiring.  Public 
Dlicy,  not  private  hiring,  will  be  the  key  support  for 
miand  in  coming  months. 

RUE,  LOW  INTEREST  RATES  and  tax  cuts  are  typical 
jvernment  responses  when  the  economy  needs  help. 
Tiat  makes  current  policy  so  extraordinary  is  the 
5gressiveness  of  both  the  Federal  Reserve  and  the  Bush 
dministration. 

The  Fed  has  kept  the  federal  funds  rate  at  1%  for  nine 
lonths.  The  real  fed  funds  rate— the  funds  rate  minus 
iflation— has  been  negative  for  l\  years  (chart).  A 
agative  real  funds  rate  is  a  sign  that  Fed  policy  is  very 
xommodative.  You  have  to  go  back  to  the  late  1970s, 
hen  the  U.S.  was  recuperating  from  the  severe  1973-75 
scession,  to  find  Fed  policy  so  easy  for  so  long  a  period. 

Likewise,  fiscal  policy  has  been  very  conducive  to 
rowth.  In  real-dollar  terms,  the  2003  Bush  tax  plan  was 
le  third-largest  since  World  War  II,  according  to  the 
ax  Foundation.  Altogether,  the  three  stimulus  packages 
nee  2001  have  transferred  a  large  2%  of  national 


income  from  the  government  to  the  private  sector. 

Although  both  fiscal  and  monetary  policy  have  yielded 
more  growth  in  demand  and  will  continue  to  do  so,  the 
Fed's  actions  cast  a  wider  net.  Low  rates  have  allowed 
businesses  and  consumers  to  clean  up  their  balance 
sheets,  and  they  have  financed  purchases  of  big-ticket 
items,  from  homes  to  cars  to  capital  goods. 

For  businesses,  cheap 


A  LONG  RUN  OF 

FED  ACCOMMODATION 
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money  has  enabled  them 
to  improve  their  finances 
and  profitability,  which  in 
turn  has  boosted  the 
fortunes  of  shareholders. 
According  to  the  Fed's 
latest  data,  nonfinancial 
corporations  took  on  little 
debt  in  2001  and  2002 
and  then  increased  their 
liabilities  by  just  4.2%  in 
2003.  At  the  same  time, 
better  cash  flow,  along 
with  the  start  of  some  inventory  building,  pushed  up 
their  assets  by  5%,  with  financial  assets  up  6.8%  last  year. 
As  a  result,  corporate  net  worth  hit  a  record  $10  trillion 
at  the  end  of  2003.  This  increased  wealth,  along  with  easy 
financing  and  expected  good  profit  gains  this  year,  will 
give  businesses  the  means  to  keep  expanding  their 
capital-spending  plans.  That  will  be  a  significant  plus  to 
real  gross  domestic  product  this  year. 

Low  rates  have  also  prodded  banks  to  become  more 
flexible  in  their  lending  standards.  That  means  short-term 
financing  will  be  available  for  the  inventory  accumulation 
that' s  going  on  now.  Such  rebuilding  should  add  at  least 
one  percentage  point  to  real  GDP  growth  in  both  the  first 
and  second  quarters. 

SO  FAR,  POLICYMAKERS  have  indicated  quite  clearly 
that  they  are  in  no  rush  to  begin  removing  any  of  this 
stimulus  flowing  through  the  economy.  Indeed,  the 
sluggish  job  market  should  stay  the  Fed's  hand  longer 
than  was  expected  just  a  few  months  ago.  This  wait-and- 
see  attitude  will  hold  down  long-term  yields  as  well. 
That's  especially  true  since  inflation  remains  tame, 
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thanks  to  globalization  and  continued  productivity  gains. 
Consumers  have  taken  advantage  of  cheap  yields  to 
refinance  existing  mortgages  and  free  up  extra  cash  for 
spending.  Fannie  Mae  estimates  that  cashouts  from 
refinancings  last  year  totaled  $140  billion,  and  a  previous 
Fed  study  indicates  that  almost  all  cashout  money  is 
spent.  While  this  year's  pace  will  probably  not  be  as 
lucrative,  refi  applications  have  stayed  strong  in  the  first 
quarter,  suggesting  that  the  windfall  for  demand  will 
continue  to  some  extent  at  least  into  the  summer. 

Then  there's  the  way  low  rates  have  boosted  housing 
demand  and  home  values,  while  at  the  same  time 
consumers  are  seeing  gains  in  their  stock  portfolios  and 
mutual-fund  holdings.  Household  net  worth  has 
recovered  all  of  the  losses  taken  after  the  collapse  of  the 
stock  market.  Given  estimates  that  households  spend  3<t 
to  5$  of  every  dollar  of  sustained  wealth,  the  rebound  in 
net  worth  is  another  reason  to  expect  consumer  demand 
to  grow  even  without  a  surge  in  jobs. 

CONSUMERS  HAVE  ALSO  benefited  from  the  extremely 
stimulative  fiscal  policy.  The  2003  package  generated 
about  $61  billion  in  tax  cuts,  most  of  it  going  to 
individuals.  The  initial  cuts,  including  the  rebate  checks 
for  child  tax  credits,  began  flowing  through  the  economy 
last  summer.  That's  why  taxes  as  a  percentage  of  personal 
income  plunged  to  just  10.3%  in  January  (chart). 

Now  the  second  leg,  big  tax  refunds,  is  kicking  in  to 
boost  demand.  According  to  data  from  the  Internal 
Revenue  Service,  tax  refunds  approved  by  early  March 


averaged  $2,182,  or  4.4%  larger  than  refunds  at  the  i 
time  in  2003.  Economists  estimate  that  when  all  is  file 
and  done,  the  amount  refunded  this  year  will  be  25% 
30%  greater  than  last  year's  total. 

Other  fiscal  moves  will  also  help.  Accelerated 
depreciation  tax  allowances,  set  to  expire  by  yearend, ' 
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to  go  forward  with 
capital-spending  projec 
rather  than  wait.  And  1 
cuts  in  capital-gains 
provide  another  boost  t| 
stock  prices,  generating 
more  wealth  for 
households  and 
corporations,  which  wil| 
lift  demand  further. 

To  be  sure,  the 
recovery  cannot  contini; 
forever  without  a  big 
pickup  in  jobs.  And  many  economists  and  others  have 
raised  concerns  about  the  long-term  effect  the  tax  cuts 
will  have  on  the  U.S.'s  ability  to  meet  its  rising  domestic 
and  foreign  obligations.  Plus,  higher  state  and  local  taxe 
are  offsetting  some  of  the  stimulus  from  Uncle  Sam. 

Still,  for  here  and  now,  the  economy  could  use  some 
extra  momentum,  and  it  is  not  getting  it  from  the  job 
market.  So  for  the  first  half  of  the  year  at  least,  aggresshj 
public  policy  will  have  to  trump  reticent  private 
businesses  and  keep  this  recovery  going.  ■ 
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The  Dividend  from  Buying  Greenbacks 


ASIAN  GOVERNMENTS  have  led  a 
large-scale  effort  to  prevent  their 
currencies  from  strengthening 
against  the  U.S.  dollar.  Doing  so  has 
helped  boost  economic  growth  for  the 
region.  It  may  also  be  holding  down 
U.S.  interest  rates  and  inflation. 

In  the  second  half  of  2003,  Asian 
nations  from  South  Korea  to  India 
roared  back  from  a  global  economic 
slowdown  and  the 
SARS  epidemic. 
Economic  growth  has 
come  largely  from 
exports:  Goods 
shipped  abroad  by 
China  jumped  34.6% 
in  2003.  And  South 
Korea  said  February 
exports  surged  46% 
from  the  year  before. 

To  keep  the  prices 
of  exports  from  rising 
in  dollar  terms,  Asian 
governments  are 
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buying  U.S.  Treasury  securities  and 
greenbacks.  According  to  Bruce 
Kasman,  head  of  economic  research 
at  J.P.  Morgan  Chase  &  Co.,  the  region 
now  holds  close  to  25%  of  all  U.S. 
Treasury  securities.  That  has  helped 
push  down  the  exchange  rate  for  a 
trade-weighted  basket  of  inflation- 
adjusted  Asian  currencies  to  levels 
not  seen  since  the  1998  financial 
crisis  (chart). 

The  currency 
moves  have  paid  off. 
Asian  imports  are  on 
the  rise,  making  up 
over  35%  of  U.S. 
imports  in  2003.  But 
their  prices  have 
barely  budged,  and 
trade-sensitive  U.S. 
industries  have  had  to 
hold  their  prices 
down.  That  has  kept 
U.S.  inflation  lower 
than  it  otherwise 
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would  be,  given  the  11%  fall  in  the 
total  trade-weighted  value  of  the 
dollar  over  the  past  two  years. 

Plus,  Asian  governments  are 
mainly  buying  Treasury  securities 
that  mature  in  under  five  years.  Thai 
has  pushed  short-term  interest  rates 
close  to  30  basis  points  below  what 
they  would  be,  says  Kasman,  even 
with  few  signs  that  the  Federal 
Reserve  will  raise  interest  rates  soon 

The  buying  spree  can't  last  foreve 
though.  Once  the  Fed  moves  rates 
higher  or  Asia  sees  sustainable 
domestic  demand,  purchases  of  U.S. 
debt  and  currency  are  likely  to  slow. 
Fed  Chairman  Alan  Greenspan 
doesn't  see  much  fallout  when  that 
happens.  But  a  quick  shift  by  Asian 
countries  could  lead  to  an  unexpecte 
jump  in  short-term  U.S.  interest  rate 
hurting  some  investors.  That  shock 
could  force  the  Fed  to  move  faster 
than  it  might  now  plan  to.  ■ 

-By  James  Mehring  in  New  Yo, 
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When  it  comes  to  negotiating  the  world's  most 
(ormidable  real  estate,  the  GX  has  few  peers.  With 
standard  technology  like  Downhill  Assist  Control 
and  Hill-start  Assist  Control,  those  outer  reaches 
of  civilization  can  take  on  a  less  daunting  air.  Such 
functional  prowess  is  enhanced,  however,  by  the 
kind  of  well-appointed  comfort  and  lush  quiet  you've 
come  to  expect  from  Lexus.  Name  your  location 
The  welcome  mat  is  already  out.  THE  GX  4  70 
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SO  IN  THIS  SPECIAL  REPORT: 

""'I  The  real  reason  behind    A  A I  Productivity: 


anemic  job  growth 
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*T*Tl  Who  win 


s,  who  loses? 


What  the  jobs  of  the 
future  will  look  like 


Bush,  Kerry,  and  jobs: 
Lose  the  sound  bites 


mm       MERICANS  LIVE  IN  A  FATTH- 
M     W     based  economy.  We  believe 
^■11    deeply  in  education, 
■  II    innovation,  risk-taking,  and 
J  LJ  A  plain  hard  work  as  the  way 
I  ^^^^^  to  a  better  life.  But  that  faith 
V       ■  ws  being  eroded.  The  link 
•etween  strong  growth  and  job  creation 
.ppears  to  be  broken,  and  we  don't  know 
mat's  wrong  with  it.  Profits  are  soaring, 

t  no  one  is  hiring.  Angry  voices  are  blaming  Benedict 
mold  CEOs  who  send  jobs  to  India  and  China.  If  highly 
Jucated  "knowledge"  workers  in  Silicon  Valley  are  losing 
leir  jobs,  who  is  really  safe? 

The  truth  is  that  we  are  living  through  a  moment  of 
laximum  uncertainty.  The  economy  is  at  an  inflection  point 
>  new  forces  act  upon  it.  Yet  the  shape  and  impact  of  these 
>rces  remains  unknown, 
utsourcing  looms  large  as  a 
otential  threat  because  no  one 
nows  how  many  jobs  and 
hich  industries  are 
ilnerable.  And  productivity 
jems  problematic  because  it's 
ard  to  see  where  the  rewards 
>r  all  the  cost- cutting  and 
ird  work  are  going, 
leanwhile,  the  Next  Big  Thing 
tat  is  supposed  to  propel  the 
:onomy  and  job  growth 
•rward  after  the  Internet 
Dom  isn't  obvious.  As  a  result, 
EOs  are  reluctant  to  place  big 

ts  on  the  future.  Workers  hunker  down.  And  those  laid  off 
re  at  a  loss  trying  to  retrain.  How  can  they,  when  they  don't 
now  where  the  new  jobs  will  be  and  who  will  be  hiring?  It's 
ot  even  clear  what  college  students  should  major  in 
nymore.  No  wonder  this  feels  like  a  new  age  of  uncertainty. 

HE  REAL  CULPRIT 

ET  THERE  ARE  THINGS  we  do  know.  The  real  culprit  in  this 
•bless  recovery  is  productivity,  not  offshoring.  Unlike  most 
revious  business  cycles,  productivity  has  continued  to  grow 
t  a  fast  pace  right  through  the  downturn  and  into  recovery, 
ne  percentage  point  of  productivity  growth  can  eliminate  up 
)  1.3  million  jobs  a  year.  With  productivity  growing  at  an 
nnual  rate  of  3%  to  3^%  rather  than  the  expected  2%  to  2\%, 
te  reason  for  the  jobs  shortfall  becomes  clear:  Companies  are 
sing  information  technology  to  cut  costs— and  that  means 
:ss  labor  is  needed.  Of  the  2.7  million  jobs  lost  over  the  past 
iree  years,  only  300,000  have  been  from  outsourcing, 
:cording  to  Forrester  Research  Inc.  People  righdy  fear  that 
»bs  in  high  tech  and  services  will  disappear  just  as 
lanufacturing  jobs  did.  Perhaps  so.  But  odds  are  it  will  be 
roductivity  rather  than  outsourcing  that  does  them  in. 
We  know  also  where  the  benefits  of  rising  productivity  are 


going:  higher  profits,  lower  inflation,  rising  stocks,  and, 
ultimately,  loftier  prices  for  houses.  In  short,  productivity  is 
generating  wealth,  not  employment.  Corporate  profits  as  a 
share  of  national  income  are  at  an  all-time  high.  So  is  net 
worth  for  many  individuals.  Consumer  net  worth  hit  a  new 
peak,  at  $45  trillion— up  75%  since  1995— and  consumers 
have  more  than  recouped  their  losses  from  the  bust. 

We  know,  too,  that  outsourcing  isn't  altogether  a  bad  thing. 
In  the  '90s,  high-tech  companies  farmed  out  the  manufacture 
of  memory  chips,  computers,  and  telecom  equipment  to  Asia. 
This  lowered  the  cost  of  tech  gear,  raising  demand  and 
spreading  the  IT  revolution.  The  same  will  probably  happen 
with  software.  Outsourcing  will  cut  prices  and  make  the  next 
generation  of  IT  cheaper  and  more  available.  This  will 
generate  greater  productivity  and  growth.  In  fact,  as  venture 
capitalists  increasingly  insist  that  all  IT  startups  have  an 
offshore  component,  the  cost  of  innovation  should  fall 
sharply,  perhaps  by  half. 

We  know  something  about  the  kinds  of  jobs  that  could 
migrate  to  Asia  and  those  that  will  stay  home.  In  the  '90s,  the 

making  of  customized  chips 
and  gear  that  required  close 
contact  with  clients  remained 
in  the  U.S.,  while  production 
of  commodity  products  was 
outsourced.  Today,  the 
Internet  and  cheaper  telecom 
permit  routine  service  work  to 
be  done  in  Bangalore.  But 
specialized  jobs  that  require 
close  contact  with  clients,  plus 
an  understanding  of  U.S. 
culture,  will  likely  remain. 

America  has  been  at 
economic  inflection  points 
many  times  in  the  past.  These 
periods  of  high  job  anxiety  were  eventually  followed  by  years 
of  surging  job  creation.  The  faith  Americans  have  in 
innovation,  risk-taking,  education,  and  hard  work  has  been 
sustained  again  and  again  by  strong  economic  performance. 
There's  no  question  that  today's  jobless  recovery  is  causing 
many  people  real  pain.  The  number  of  discouraged  workers 
leaving  the  workforce  is  unprecedented.  Labor-force 
participation  is  down  among  precisely  the  most  vulnerable 
parts  of  the  workforce— younger  and  nonwhite  workers. 
Some  are  going  back  to  school,  but  many  are  simply  giving  up 
after  fruitless  searches  for  decent  jobs.  If  the  participation  rate 
were  at  its  March,  2001,  level,  there  would  be  2.7  million  more 
workers  in  the  labor  force  looking  for  jobs.  This  would  push 
the  unemployment  rate  up  to  74%,  not  the  current  5.6%. 

History  has  shown  time  and  again  that  jobs  follow  growth, 
but  not  necessarily  in  a  simple,  linear  fashion.  America  has  a 
dynamic,  fast- changing  economy  that  embodies  Joseph  A. 
Schumpeter's  ideal  of  creative  destruction.  We  are  now 
experiencing  the  maximum  pain  from  the  wreckage  of 
outmoded  jobs  while  still  awaiting  the  innovations  that  will 
generate  the  work  of  the  future.  While  America's  faith  in  its 
innovation  economy  has  often  been  tested,  it  has  never  been 
betrayed.  Given  the  chance,  the  economy  will  deliver  the  jobs 
and  prosperity  that  it  has  in  the  past.  ■ 
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STOP  BLAMING  OUTSOURCING. 
THE  DRIVE  FOR  PRODUCTIVITY 
GAINS  IS  THE  REAL  CULPRIT 
BEHIND  ANEMIC  JOB  GROWTH 
BY  JAMES  C.  COOPER 


WHAT  ON  EARTH  IS  GOING  ON 
in  the  U.S.  labor  markets?  De- 
mand for  goods  and  services  is 
the  strongest  in  years,  and  prof- 
its are  going  through  the  roof. 
Companies  are  spending  again 
on  new  equipment,  while  start- 
ng  to  restock  their  depleted  inventories.  Yet  they 
ire  not  hanging  out  the  "help  wanted"  signs  as 
hey  did  in  earlier  economic  recoveries.  If  past 
msiness  cycles  are  any  guide,  by  now  robust  GDP 
jrowth— 6%  in  the  second  half  of  2003,  with  5% 
widely  expected  in  the  current  quarter— should 


be  creating  more  than  200,000  jobs  per  month  to 
help  restore  the  2.7  million  positions  lost  since 
the  recession  hit  in  early  2001. 

But  check  out  the  government's  February  em- 
ployment report.  Days  before  its  Mar.  5  release, 
economists  were  confidently  predicting  an  in- 
crease of  125,000  new  payroll  jobs— a  modest 
number,  by  the  way,  when  compared  with  previ- 
ous recoveries.  Yet  to  the  shock  of  almost  every- 
one concerned,  the  U.S.  created  a  measly  21,000 
jobs  last  month.  After  more  than  two  years  of 
economic  recovery— and  with  only  364,000  new 
positions  created  since  payrolls  turned  up  last 
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Researchers  estimate  outsourcing  has  cost  the  U.S. 
just  300,000  jobs  in  3  years. 
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September— the  oft-repeated  assertion  that  strong  job  growth  is 
just  around  the  corner  is  starting  to  ring  hollow.  Says  Alan  B. 
Krueger,  a  labor  economist  at  Princeton  University:  "It's  sur- 
prising that  job  growth  has  been  so  anemic." 

So  what  accounts  for  the  shortfall?  To  many  Americans  in- 
creasingly anxious  about  their  prospects,  the  culprit  is  clear:  the 
outsourcing,  or  offshoring,  of  manufacturing  and,  increasing- 
ly, white-collar  jobs.  And  hardly  surprising  in  a  Presidential 
election  year,  politicians  are  throwing  fuel  on  the  fife.  Even  as 
they  ratchet  up  the  rhetorical  attacks  on  outsourcing,  many  are 
racing  to  propose  legislation  that  would  make  it  more  difficult 
and  costly  for  companies  to  move  jobs  out  of  the  U.S. 

SURVIVAL  OF  THE  LEANEST 

BUT  IF  THE  OUTSOURCING  of  jobs  to  India,  China,  and  other 
low-wage  centers  has  caused  some  of  the  U.S.  job  losses  of  the 
past  three  years,  it  is  hardly  the  primary  explanation  for  the  weak 
job  market  Instead,  the  continued  ability  of  U.S.  companies  to 
squeeze  out  productivity  gains  on  the  order  of  5%  annually,  since 
the  recession  ended,  is  having  a  far  greater  impact  on  the  jobs 
picture.  What's  more,  thanks  to  a  late-'90s  binge  on  technology, 
a  broader  array  of  industries  is  now  finding  ways  to  eke  out  effi- 
ciencies from  their  workforces  than  in  the  past  That  means  that 
the  dearth  of  hiring,  long  a  fact  of  life  in  the 
manufacturing  sector,  is  becoming  a  reality  in 
the  sendee  businesses— retail,  finance,  trans- 
portation—that account  for  80%  of  U.S.  jobs. 
"Don't  be  surprised  that  people  aren't  rushing 
out  to  hire  more  as  this  economy  expands,"  says 
Nickolas  Vande  Steeg,  the  chief  operating  officer 
of  Parker  Hannifin  Corp.,  a  Cleveland  company 
that  makes  factory  equipment  for  other  manu- 
facturers. Since  2000,  his  company  has  cut  7,675 
jobs,  by  streamlining  such  things  as  procure- 
ment, even  as  sales  have  inched  higher,  resulting 
in  a  14%  rise  in  sales  per  employee  in  the  last  two 
years.  "If  ever  there  was  a  time  to  gain  produc- 
tivity," he  adds,  "if  s  now." 

Other  powerful,  transformative  forces  are 
also  at  work,  reshaping  the  economy  and  sug- 
gesting that  job  growth  may  not  pick  up  to  the 
degree  it  did  following  the  recession  of  1990-91. 
China's  emergence  as  a  low-wage  powerhouse, 
for  one,  has  stiffened  global  competition  and 
forced  U.S.  companies  to  become  even  more  ef- 
ficient. At  the  same  time,  the  demands  for  prof- 
its by  a  growing  investor  class  have  heightened 
the  pressure  on  corporations  to  keep  costs  low. 
The  soaring  cost  of  health-care  benefits  is  also 
making  companies  more  hesitant  to  add  work- 
ers. Finally,  the  political  and  economic  shocks 
of  the  past  three  years— the  stock  market  bust 
the  terrorist  attacks,  the  corporate  scandals,  and 
war  in  Iraq— have  generated  unprecedented 
uncertainty  and  caution  in  the  executive  suite. 

What's   confounding   economists   is   that 
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high-growth,  high-productivity  periods  in  the  past— the  mi 
'60s,  say,  or  the  late  '90s— have  coincided  with  robust  job  a 
ation.  Consider  that  from  1997  to  1999,  the  economy  expand* 
an  average  of  4.5%  annually,  productivity  growth  accelerat 
sharply,  and  264,000  jobs  per  month  were  created.  So  why  i  B 
n't  the  same  thing  happening  this  time  around? 

Fact  is,  the  U.S.  economy  has  changed  dramatically  in  tl  s 
past  decade.  One  of  the  key  differences  is  the  intensity  and  ti  I 
breadth  of  the  pressures  on  business.  But  even  more  importar  L~ 
new  technologies  have  emerged  that  have  given  companies  tl  •■ 
tools  to  meet  the  new  imperatives  of  competition  and  cos  B 
cutting.  As  innovation  has  brought  ever-cheaper  computir  K 
power  and  new  ways  to  make  use  of  it,  capital  has  become  ii  v 
creasingly  cheap  relative  to  labor.  The  returns  on  investment 
new  labor-saving,  high-tech  equipment  have  soared.  Given  th  W 
labor  accounts  for  about  two-thirds  of  the  cost  of  making  an  P 
selling  products,  greater  labor  productivity  in  today's  glob  P 
economy  is  tantamount  to  corporate  survival.  As  a  result,  pn  ■■ 
ductivity  is  growing  even  faster  now  than  in  the  late  1990s.  An  & 
if  s  a  real  job  killer  this  time:  A  one-percentage-point  increaf  * 
in  annual  productivity  growth  costs  about  1.3  million  jobs,      p 

Up  to  now,  the  pressures  have  been  most  evident  in  the  mai  p 
ufacturing  sector,  at  both  old-line  factories  and  New  Econoir  b 
giants.  Increased  foreign  competition  has  forced  the  Big  Threl 


JOBLESS 
RECOVERY 

The  economy  is  going 
gangbusters.  So  why  isn't 
hiring  springing  back? 


MORE  WITH  LESS  Companies  continue  to  find 
new  ways  to  eke  out  efficiencies  from  tech  gear 
purchased  during  the  '90s  boom.  Since  many 
of  those  productivity  gains  are  permanent, 
fewer  workers  can  meet  rising  demand. 

COST  PRESSURES  The  rise  of  China  as  a 
low-wage  powerhouse,  stiff  global 
competition,  and  higher  commodity  prices 
all  mean  companies  must  continue  slashing 
costs  to  keep  profits  up. 

EURO  DISEASE  Surging  labor  outlays— 
especially  health-care  costs-are  restraining 
hiring  by  U.S.  companies.  Such  lofty 
overheads  have  long  contributed  to  Europe's 
high  jobless  rate. 

BOARDROOM  ANGST  The  political  and 
economic  shocks  of  the  past  three  years- 
terrorism,  war,  scandal— have  left 
executives  jittery  about  taking  risks.  Fearful 
of  overexpanding  and  cautious  on  spending, 
they're  keeping  new  hires  to  a  minimum. 


SEVEN  MACHINES.  THREE  WORKER 

Ohio  factory-equipment  maker 
Parker  Hannifin  has  cut  thousarl 
of  jobs  since  2000 


By  contrast,  one  percentage  point  of  annual 
productivity  growth  eliminates  about  1.3  million  jobs. 


d  design  and  engineer  new  cars  on  the  cheap.  General  Motors 
lorp.  used  to  make  midsize  cars  for  different  global  markets  us- 
ag  several  platforms.  Now,  the  auto  maker  builds  four  different 
aidsize  cars  on  one  platform  designed  in  Germany.  So  GM 
oesn't  need  to  hire  more  designers  and  engineers  in  the  U.S.; 
istead,  it  has  slashed  salaried  U.S.  staff  in  each  of  the  past 
hree  years  by  10%,  to  40,000  currendy.  Meanwhile,  tech- 
iquipment  maker  Cisco  Systems  Inc.  is  also  boosting  its  pro- 
activity,  increasing  Internet-related  savings  from  $650  million 
|i  1999  to  $2.1  billion  in  the  latest  fiscal  year.  Cisco  says  that 
;nly  when  it  hits  $700,000  in  sales  per  employee— it  reached 
►632,000  per  worker  in  its  most  recent  quarter— will  it  consid- 
t  widespread  hiring. 

;'  Now,  a  broad  range  of  services  industries,  and  even  small 
businesses,  are  striving  to  make  similar  gains  in  efficiency.  That 
s  especially  true  in  retailing,  which  employs  nearly  12%  of  all 
IS.  workers.  Retailers  from  department  stores  to  gas  stations 
p  restaurants  are  now  able  to  move  a  35%  greater  volume  of 
oods  and  services  out  the  door  per  worker  than  they  did  five 
jears  ago,  meaning  far  fewer  workers  are  needed.  To  take  just 
ne  example,  Home  Depot  Inc.  has  self-checkout  counters  in  al- 
nost  half  of  its  1,707  U.S.  stores,  allowing  it  to  move  as  many  as 
1,000  cashiers  to  the  sales  floor.  The  shift  helped  drive  sales  per 
.ibor  hour  up  4%  last  year  alone.  Another  big  factor:  the  ex- 


I 
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Data:  Labor  Dept.  Forrester  Research  Inc..  BusinessWeek 

plosion  in  goods  moved  through  e-tail  sites,  which  have  done 
away  with  salespeople,  restockers,  cashiers,  and  other  posts  re- 
quired in  traditional  retailing. 

CREATIVE  DESTRUCTION 

IT'S  NOT  ONLY  THAT  COMPANIES  ARE  getting  efficiencies  from 
the  equipment  they  have  been  laying  in  over  the  past  year.  More 
important,  they're  still  squeezing  productivity  gains  from  the 
technology  acquired  during  the  '90s.  Many  continue  to  find  new 
ways  of  integrating  technology  into  their  production  and  distri- 
bution processes,  and  of  getting  customers  to  tap  into  the  tech- 
nology to  make  their  purchases.  Southwest  Airlines  Co.,  which 
made  major  investments  in  new  technology  to  upgrade  its  reser- 
vation system  during  the  1990s,  is  now  eliminating  three  of  its 
nine  reservation  centers  as  increasing  numbers  of  fliers  book 
their  tickets  online.  Plus,  those  earlier  oudays  are  now  facilitating 
new  investments  in  self-service  kiosks.  The  result  of  such  moves: 
Even  as  the  discount  carrier's  fleet  grew  from  375  to  388  planes 
last  year,  its  payroll  fell  from  33,705  to  32,847 

As  for  companies  considering  hiring,  they  increasingly  face  a 
situation  that  has  long  plagued  their  European  rivals:  The  soar- 
ing cost  of  employee  benefits  is  making  companies  increasingly 
hesitant  to  add  workers  unless  absolutely  needed.  Benefits  costs, 
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How  this  recovery  compares  with 
the  upturn  following  the  1990-91 
recession: 


Productivity  is  sharply  higher. 
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...so  fewer  companies  are  hiring 

MILLIONS  OF  JOBS 
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fueled  by  sky-high  health-care  premiums  and  the  need  to  restore        sociates.  "This  time  is  dramatically  different."  Nowhere  is  til 
underfunded  pension  plans,  are  up  65%  from  a  year  ago.  After        truer  than  in  the  technology  area:  Lehman  Brothers  Inc.,  lifl 
adjusting  for  inflation,  that's  the  fastest  clip  on  record.  If  a  com-        many  others,  is  automating  grunt  work  such  as  payroll  and  ol 
pany  can  get  three  people  to  do  the  work  of  four,  that's  one  less        er  administrative  functions  while  moving  software-mainl 
health-care  premium  it  has  to  pay.  Don  Listwin,  CEO  of  Open-        nance  and  -testing  jobs  to  India. 

ware  Systems  Inc.,  a  Redwood  City  (Calif.)  wireless  software           Which  comes  back  to  the  vexing  issue  of  outsourcing.  No  ol 
company,  says  rising  benefits  costs  are  causing  it  to  hold  back  hir-        doubts  that  it  is  having  an  impact— though  exacdy  how  strol 
ing  and  to  outsource  work.  Saving  on  benefits  also  helps  explain        is  hard  to  say  since  good  numbers  are  unavailable.  While  sorl 
why  companies  are  leaning  heavily  on  temp  workers.  In  the  past        put  the  number  higher,  Forrester  Research  Inc.  estimates  til 
six  months,  temp  jobs,  which  are  less  than  2%  of  all  employment,        of  the  2.7  million  jobs  lost  in  the  last  three  years,  only  300,0(H 
have  accounted  for  about  a  third  of  the  increase  in  overall  pay-        have  been  from  outsourcing.  However,  the  same  issue  came  I 
rolls  according  fn  the  T^hnr  Dept.                                                                                                        in  the  1QQOs  iobless  recoverv.  "Mv  e  I 

Increased  use  of  temps  also  reflects 
the  new  flexibility  of  the  U.S.  workforce. 
Instead    of   "just-in-time"    inventory 
management,  companies  are  now  talk- 
ing about  "just-in-time"  labor.  However, 
that  increased  flexibility,  along  with  rap- 
id technological  change,  is  what  facili- 
tates the  process  of  creative  destruc- 
tion—destroying jobs  in  the  short  term 
but  making  the  economy  stronger  over 
the  long  haul.  Unlike  in  Europe,  where 
greater  union  power  makes  labor  mar- 
kets more  rigid,  it  is  easier  for  U.S.  com- 
panies to  hire  and  fire.  But  in  this  busi- 

WHO'S HIRING- 
AND  WHO'S  NOT 

Jobs  added  or  eliminated  over 
previous  year,  in  thousands* 

reaction,"  says  Princeton's  Krueger, '  1 
that  the  amount  of  outsourcing  hasil 
changed  dramatically,  but  what  hi 
changed  is  the  types  of  occupations  thl 
are  affected.M  Now,  white-collar  jobs  a  1 
increasingly  being  outsourced— soml 
thing  that  didn't  happen  during  pre^ 
ous  business  cycles.  The  fear  is  that  1 

ADDED 

ELIMINATED 

the  trend  spreads,  many  more  jobs  wl 
eventually  be  at  risk.  Researchers  at  til 

TEMPORARY  HELP 

+1976 

MANUFACTURING 

-462.0 

University  of  California  at  Berkeley  1 1 

cently  estimated  that  some  11%  of  til 

U.S.  workforce  is  vulnerable.              1 

Small  businesses,  which  general 

ness  cycle,  the  patterns  of  gross  firing 
and  hiring,  which  result  in  the  Labor 
Dept's  net  monthly  job  numbers,  are 
dramatically  different. 

IDLE  YOUTH 

THE  PROBLEM  ISN'T  in  the  overall 

HEALTHCARE 

+193.0 

DEPARTMENT  STORES 

-56.0 

the  lion's  share  of  new  jobs  in  til 
economy,  are  also  getting  in  on  til 
outsourcing  act.  More  and  more  entrl 
preneurs  use  outside  help  these  dajl 

RESTAURANTS  &  BARS 

+163.1 

TELECOMMUMCATONS 

-52.4 

While  exact  numbers  are  hard  to  conl 

by,  a  study  by  Cutting  Edge  Informl 

tion  Inc.,  a  Durham  (N.C.)  consultirl 

.    firm,  found  that  90%  of  all  U.S.  busl 

number  of  jobs  eliminated;  they  are  run- 
ning no  higher  than  in  past  cycles.  In- 
stead, far  fewer  jobs  are  being  created  to 
replace  those  lost  in  the  job  market's 
churning  than  would  usually  be  the  case. 
The  implication:  More  of  the  productiv- 
ity gains  seen  during  and  after  the  2001 
recession   are   permanent.   Unusually 
strong  productivity  also  partly  explains 
why  other  labor  market  indicators,  espe- 
cially weekly  claims  for  jobless  benefits, 

CONSTRUCTION 

+123.0 

H0TELS& 

OTHER  LODGING 

-46.4 

nesses  now  outsource  some  work  1 
though  some  of  that  is  done  locallB 
Some  of  that  may  be  temporary,  bi! 
most  job  watchers  believe  small  busl 

BWLWNG&  GARDENING 
SUPPLY  STORES 

+50.5 

•February.  2003.  to  February.  2004 

Ml 

TRANSPORTATION 

-46.1 

Data:  U.S.  Dept  of  Labor 

siders  even  as  the  economy  strength! 
ens,  because  they  face  the  sam! 
relentless  pressure  to  cut  prices  as  b  1 
companies  do.  "This  is  more  than  1 
temporary  phenomenon,"  predict! 
Brian  S.  Wesbury,  chief  economist  (1 

have  tended  to  overproject  job  growth.                                                                                the  Chicago  investment  bank  Gnfhii 
Given  a  dearth  of  new  jobs,  why  is  the  unemployment  rate        Kubik,  Stephens  &  Thompson  Inc.                                        1 
falling,  from  a  peak  of  6.3%  last  June  to  5.6%  in  February?            But  if  outsourcing  poses  potential  challenges  over  the  Ion! 
Chiefly,  people  are  dropping  out  of  the  labor  force,  which  has  re-        haul,  in  the  coming  year  productivity  holds  the  key  to  the  job 
duced  the  amount  of  job  growth  needed  to  push  the  jobless  rate        outlook.  The  pace  of  efficiency  gains  always  slows  as  a  recover 
lower.  The  labor  force  participation  rate— the  percentage  of  the        picks  up  steam,  but  no  one  is  really  sure  how  much.  The  que* 
working-age  population  that  is  either  employed  or  seeking        tion  is  how  long  companies  can  meet  this  big  increase  in  dt 
work— has  dropped  to  a  level  even  lower  than  during  the  1990-        mand  without  expanding  their  workforces.  "We're  getting  u 
91  recession.  However,  almost  all  of  the  decline  has  occurred  in        close  to  the  point  where  firms  will  of  necessity  have  to  hire  ad 
the  16-  to  24-year-old  age  group,  while  participation  in  the  25-        ditional  people  to  sustain  the  growth  they  see  in  the  demand  fc 
and-older  segment  has  held  up.                                                      their  products  and  services,"  Treasury  Secretary  John  W  SnoA 
'Young,  inexperienced  people,  who  were  sucked  into  the  job        told  BusinessWeek.  To  judge  by  history,  business  cannot  lean  o 
market  during  the  boom,  are  not  what  companies  are  looking        the  workforce  so  heavily  for  much  longer.  The  problem,  how 
for  right  now.  That's  especially  true  in  finance.  In  this  recovery,        ever,  is  that  in  this  unusual  business  cycle,  history  has  rarel 
Wall  Street  firms  are  being  more  picky  about  their  hiring,  look-        proved  a  decent  guide.  ■ 

ing  for  experienced,  highly  productive  bankers,  traders,  and             -With  Kathleen  Madigan  and  Emily  Thornton  in  New  Yorl 
brokers.  "Usually,  by  this  time  in  a  recovery,  the  industry  would            Rich  Miller  in  Washington,  Michael  Arndt  in  Chicago,  Wend 
be  hiring  thousands  of  young  people,"  says  Alan  M.  Johnson,                Zellner  in  Dallas,  Peter  Burrows  in  San  Mateo,  Calif.,  Dea. 
founder  of  Wall  Street  compensation  consultants  Johnson  As-                                                 Foust  in  Atlanta,  and  bureau  repon 
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THE  U.S.  IS  REAPING  BIG-BUT 
UNEVEN-GAINS  FROM  ITS 
HIGHLY  EFFICIENT  WORKFORCE 
BY  MICHAEL  J.  MANDEL 


IN  THE  SORCERER'S  APPRENTICE,  A  FLEDGLING  MAGI- 
cian  enchants  a  broom  to  cany  his  water  for  him.  Unfor- 
tunately, he  hasn't  learned  how  to  make  the  broom  stop, 
and  the  flood  nearly  sweeps  him  out  into  the  street. 
That,  in  a  nutshell,  is  what  the  U.S.  economy  feels  like 
these  days.  During  the  1980s  and  1990s,  we  wanted 
more  productivity  growth,  we  prayed  for  more  produc- 
tivity growth— and  now  we're  getting  more  than  we  ever  ex- 
pected. Since  the  start  of  the  recession  in  March,  2001,  output 
per  hour  has  risen  at  an  astounding  4.6%  annual  rate.  That's  far 
ahead  of  the  1.8%  productivity  growth  of  the  previous  recession 
and  recovery  of  the  early  1990s. 

These  productivity  gains  have  been  carrying  jobs  away— but 
unlike  the  magician's  broom,  they  have  also  generated  real 
benefits  for  Americans.  By  BusinessWeek's  calculation,  the  rap- 
id growth  in  productivity  over  the  past  three  years  has  added 
an  additional  $220  billion  to  the  nation's  gross  domestic  prod- 
uct, compared  with  what  GDP  would  have  been  if  productivi- 


ty growth  had  followed  the  slower  pace  of  the  previous  bus 
ness  cycle. 

High  productivity  has  enabled  corporations  to  boost  the  bo 
torn  line  while  holding  down  price  increases.  Corporate  opei 
ating  profits  are  up  $223  billion  in  the  past  year,  according  t 
the  latest  data  from  the  Commerce  Dept.,  while  an  astonish 
ingly  low  inflation  rate  averaging  1.5%  a  year  since  2001  he 
saved  consumers  hundreds  of  billions  of  dollars. 

In  addition,  the  hike  in  productivity  directly  and  indirectly  hs 
driven  up  asset  prices.  Rising  profits,  of  course,  have  pushed  th 
stock  market  nearly  back  to  levels  before  the  recession,  benefitin 
investors,  while  low  interest  rates  have  sent  home  prices  soaring 
to  the  delight  of  many  homeowners.  All  told,  the  latest  data  fror 
the  Federal  Reserve  show  that  household  net  wealth  is  at  an  al 
time  peak,  surpassing  the  previous  high  in  early  2000. 

What's  lacking  so  far  from  the  productivity  boom— and  it 
still  very  early— are  new  and  innovative  industries  that  creat 
jobs  to  replace  those  that  are  lost.  In  the  second  half  of  th 
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CHASING  PROFITS 

Higher  earnings 
are  driving  a 
rebound  in  stocks 


s)90s,  productivity  growth  accelerated  as  big  companies  be- 
ime  more  efficient  and  manufacturing  jobs  were  outsourced 
i  verseas.  But  overall  employment  rose  sharply  as  the  technol- 
ogy sector  expanded,  adding  not  just  engineers  and  program- 
mers, but  also  marketers,  cable  installers,  Web  site  designers, 
I  id  all  sorts  of  high  and  low-end  jobs. 
la 

EPID  WAGE  GROWTH 

th  riTH  INFO  TECH  EMPLOYMENT  in  a  slump,  there's  no  new 
uidustry  now  driving  the  job  market.  True,  there  are  plenty  of 
possible  candidates  for  the  Next  Big  Thing:  Biotech,  telecom, 
oc  lergy,  nanotechnology,  and  even  the  commercial  exploitation 
i  f  space  are  all  capable,  in  theory,  of  making  a  big  difference  in 
le  job  picture.  However,  it's  not  clear  which  of  these,  if  any,  will 
it  take  the  leap  into  the  economic  major  leagues  as  autos  did  in 
•■$  le  1920s,  commercial  aviation  did  in  the  1950s  and  1960s,  and 
th  ifo  tech  did  in  the  1990s. 


For  now,  the  lack  of  a  leading- 
edge  industry  means  that  the  ben- 
efits of  the  productivity  boom  are 
distributed  unevenly.  In  the  1990s, 
the  tight  labor  market  helped 
everyone,  including  the  less 
skilled.  Indeed,  businesses  were 
forced  to  hire  and  train  many  peo- 
ple who  were  formerly  thought  to 
be  unemployable. 

By  contrast,  this  recovery  has 
left  the  unemployed  and  poor  be- 
hind while  mainly  helping  owners 
of  assets  such  as  stocks  and 
homes,  who  also  tend  to  have 
higher  incomes.  And  although  in- 
flation is  low,  so  is  wage  growth  for 
most  of  the  population.  Indeed, 
the  only  group  whose  wage  gains 
are  significantly  outpacing  prices 
are  managers  and  executives.  Al- 
ready the  best-paid  workers  in  the 
~V^yym^i  A)  economy,  their  real  wages  have 

risen  2.6%  over  the  past  year,  ag- 
gravating income  inequality. 

The  contours  of  today's  recov- 
ery stand  in  stark  contrast  to  the 
one  that  followed  the  recession  of 
the  early  '90s.  From  the  middle  of 
1990,  when  that  recession  began, 
to  early  1993— a  period  roughly 
comparable  to  the  past  three 
years— GDP  rose  at  a  mild  1.8% 
rate.  But  the  gains  from  this  rela- 
tively weak  growth  were  well-bal- 
anced. Total  wages  and  salaries, 
adjusted  for  inflation,  rose  by  al- 
most as  much  as  real  corporate 
earnings. 

This  time,  faster  productivity 
growth  means  the  economic  pie  is 
bigger,  but  all  of  the  extra  $220 
billion  in  GDP— and  a  bit  more- 
has  gone  to  corporate  profits.  The 
economywide  total  of  real  wages 
and  salaries  is  actually  a  bit  lower 
now  than  when  the  recession  began,  mainly  because  of  the  loss 
of  2.4  million  jobs. 

But  that's  not  the  whole  story.  Americans  have  been  hit  by  a 
crosscurrent  of  forces  stemming  from  faster  productivity 
growth.  On  the  plus  side,  surging  productivity,  rather  than 
showing  up  as  jobs  or  wages,  has  translated  into  a  rise  in  wealth. 
For  example,  higher  profits  have  clearly  driven  the  rebound  in 
the  stock  market.  Over  the  past  year,  the  market  value  of  the 
Standard  &  Poor's  500-stock  index  is  up  by  about  40%. 

Less  directly,  robust  productivity  growth  is  also  fueling  the 
housing  boom,  which  benefits  the  almost  70%  of  American 
households  who  own  their  own  homes,  an  all-time  high.  The 
key  is  low  mortgage  rates,  which  have  plunged  to  rock-bottom 
levels  despite  huge  government  budget  deficits.  Rates  have 
stayed  low  in  large  part  because  foreign  investors  have  kept 
pouring  money  into  the  U.S.,  which  is  an  attractive  investment 
opportunity  because  of  high  productivity  and  rising  profits. 
Thus,  in  the  fourth  quarter  of  2003,  for  example,  foreigners 
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purchased  $284  billion  worth  of  corporate  bonds,  $84  billion  in 
stocks,  and  $178  billion  in  agency  securities,  all  measured  at  an 
annual  rate.  The  last  are  mostly  mortgage-backed  securities, 
which  go  direcdy  to  fund  home  purchases  and  refinancing. 

Buoyed  by  this  overseas  money,  home  prices— adjusted  for 
inflation  and  quality— have  risen  by  17.1%  over  the  past  three 
years,  and  6.5%  in  the  past  year  alone.  By  comparison,  coming 
out  of  the  last  recession,  real  home  prices  fell.  The  current  sharp 
rise  in  housing  prices  has  provided  an  almost  endless  source  of 
spending  money  for  Americans.  Over  the  past  year  alone,  home 
mortgages  have  gone  up  by  $760  billion,  including  a  sharp  rise 
in  home-equity  loans. 


ing  housing  prices.  And  federal  and  state  government  finam 
are  not  designed  for  an  economy  in  which  wealth  rises  a 
wages  stay  flat,  since  the  tax  system  is  focused  on  taxing 
come,  not  wealth. 

Tliere  are  two  possible  ways  that  the  current  productiv 
boom  could  play  out.  In  the  absence  of  innovative  new  indi 
tries,  the  worst  fears  of  pessimists  will  turn  out  to  be  true:  J 
growth  will  stay  sluggish,  demand  will  eventually  sag,  and  o^ 
the  course  of  the  next  decade,  incomes  will  be  driven  down  i 
der  the  continued  pressure  of  competition  from  China,  Ind 
and  other  low-wage  countries. 

The  other,  more  optimistic  alternative  is  that  a  new  indi 


THE 
NEXT 


THING 

Historically,  job 
growth  has 
been  ignited  by 
innovative 
industries.  Here 
are  some  areas 
that  could  drive 
a  new  job  boom: 


TELECOM 

Broadband  and 
wireless  technologies 
could  help  create 
new  businesses  and 
expand  employment 
in  such  fields  as 
animation,  video, 
and  other  forms  of 
rich  media. 


BIOTECH 

Many  biotech 
companies  could 
grow  into  full-blown 
pharmaceutical 
companies  as  their 
technologies 
mature.  That  would 
create  new  jobs  in 
research  and  sales. 


NANOTECH 

Advances  in 
building  materials 
and  devices  on  the 
atomic  level  could 
create  a  new  wave  of 
startups,  employing 
experts  in  computer 
science,  basic 
materials,  and 
applied  physics. 


ENERGY 

Economically  viable 
solar  power  and 
hydrogen  fuel  cells 
could  catalyze  a 
new  energy 
infrastructure, 
creating  growth  in 
electric  power, 
autos,  and 
manufacturing. 


SPACE 

The  long-awaited 
commercialization 
of  space  could 
open  up  new 
frontiers  and  jobs. 
Entrepreneurs  are 
eager  to  enter  the 
space  tourism 
business  and  even 
mine  asteroids. 


Unlike  the  '90s,  when 
info  tech  boomed,  no 
new  industry  has  arisen 
to  drive  employment 


When  American  homeowners  spend  their  housing  wealth, 
they're  also  reaping  the  benefits  of  low  prices.  While  some 
costs— notably  tuition  and  health  care— are  higher,  an  aston- 
ishing variety  of  products,  ranging  from  furniture  to  appliances 
to  autos  to  clothing  to  telephone  services,  cost  less  than  they  did 
a  year  ago.  In  fact,  consumer  prices  are  about  4%  lower  than 
they  would  have  been  if  inflation  had  proceeded  along  the  same 
path  as  it  did  in  the  early  1990s.  That' s  the  equivalent  of  in- 
creasing the  buying  power  of  workers  by  almost  $200  billion. 

HOMEOWNER  ANXIETIES 

BUT  MANY  HAVE  NOT  FARED  WELL  in  the  productivity-driv- 
en recovery.  Unemployed  workers  have  languished  on  the 
sidelines  as  hiring  has  stalled  in  many  industries.  Over  40%  of 
the  unemployed  have  been  out  of  work  15  weeks  or  longer, 
compared  with  23%  in  2000.  And  despite  the  conventional 
wisdom  that  this  is  mainly  a  white-collar  slump,  the  collapse 
in  manufacturing  jobs  has  hit  the  lower  rungs  of  the  labor  lad- 
der harder.  Unemployment  for  what  the  Bureau  of  Labor  Sta- 
tistics calls  "production  occupations"— including  many  fac- 
tory jobs— is  7.8%,  compared  with  2.7%  for  managerial  and 
professional  occupations. 

In  addition,  productivity  growth  without  job  or  wage  growth 
leads  to  other  problems.  The  only  way  that  many  Americans 
can  pay  their  mortgage  and  hold  onto  their  major  asset— their 
home— is  to  stay  employed,  creating  anxiety  about  the  job  mar- 
ket even  among  those  who  are  lucky  enough  to  benefit  from  ris- 
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try  arises  to  take  the  baton  from  information  technology  as  t 
leading  sector  of  the  economy.  For  example,  biotech  today 
in  the  same  situation  as  info  tech  was  in  the  1980s— a  rel 
tively  small  industry  in  terms  of  jobs  but  with  enormous  p 
tential.  A  few  blockbuster  drugs— say,  a  real  cure  for  coli 
cancer— could  mean  a  tremendous  explosion  of  jobs  in  i 
search,  sales,  and  production. 

It's  important  to  realize  that  the  new  ideas  need  not  be  ci 
ated  in  the  U.S.  The  World  Wide  Web  was  invented  in  Switzt 
land,  and  drug  research  has  been  done  around  the  globe  f 
years.  Moreover,  Europe  and  Asia  have  long  taken  advantage 
ideas  generated  in  the  U.S.,  showing  that  innovations  tra\ 
easily  across  national  borders. 

In  that  sense,  the  growth  of  research  and  development  opt 
ations  in  China  and  India— regarded  as  potential  competiti< 
by  some— could  be  good  news  for  the  U.S.  With  more  sm£ 
minds,  tough  problems  such  as  cheap  solar  power  could 
solved  more  quickly.  What's  important  is  for  U.S.  compani 
and  workers  to  be  flexible  enough,  with  sufficient  access  to  ca 
ital,  to  quickly  take  advantage  of  new  technologies  and  oppc 
tunities  when  they  arise. 

Still,  for  all  the  uncertainty  about  the  future,  an  econor 
driven  by  productivity  growth  is  far  superior  to  the  alternate 
Even  without  job  growth,  Americans  are  collecting  the  benef 
of  higher  productivity  through  rising  wealth  and  lower  price 
Consumers  are  still  spending— and  they're  still  buying  home 
And  if  jobs  and  wages  pick  up  soon,  today's  anxiety  will  ft 
like  a  dim  memory.  ■ 
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A  winding  road.  240  horses.  And  not  another  soul  for  miles.  What  could  be  more  poetic 
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GUEST  COMMENTARY 


BY  PAUL  CRAIG  ROBERTS 


The  Harsh  Truth  About  Outsourcing 

It's  not  a  mutually  beneficial  trade  practice-it's  outright  labor  arbitrage 


ECONOMISTS  ARE  blind  to  the 
loss  of  American  industries  and 
occupations  because  they  be- 
lieve these  results  reflect  the 
beneficial  workings  of  free 
trade.  Whatever  is  being  lost,  they  think,  is 
being  replaced  by  something  as  good  or 
better.  This  thinking  is  rooted  in  the  doc- 
trine of  comparative  advantage  put  forth 
by  economist  David   Ricardo  in  1817. 

It  states  that,  even  if  a  country  is  a  high- cost 
producer  of  most  things,  it  can  still  enjoy  an  ad- 
vantage, since  it  will  produce  some  goods  at 
lower  relative  cost  than  its  trading  partners. 

Today's  economists  can't  identify  what  the 
new  industries  and  occupations  might  be  that 
will  replace  those  that  are  lost,  but  they're  cer- 
tain that  those  jobs  and  sectors  are  out  there 
somewhere.  What  does  not  occur  to  them  is 
that  the  same  incentive  that  causes  the  loss  of 
one  tradable  good  or  service— cheap,  skilled 
foreign  labor— applies  to  all  tradable  goods  and 
services.  There  is  no  reason  that  the  "replace- 
ment" industry  or  job,  if  it  exists,  won't  follow 
its  predecessor  offshore. 

For  comparative  advantage  to  work,  a  coun- 
try's labor,  capital,  and  technology  must  not 
move  offshore.  This  international  immobility  is 
necessary  to  prevent  a  business  from  seeking  an 
absolute  advantage  by  going  abroad.  The  inter- 
nal cost  ratios  that  determine  comparative  ad- 
vantage reflect  the  quantity  and  quality  of  the  ^^^^^^~ 
country's  technology  and  capital.  If  these  factors  move  abroad 
to  where  cheap  labor  makes  them  more  productive,  absolute 
advantage  takes  over  from  comparative  advantage. 

This  is  what  is  wrong  with  today's  debate  about  outsourcing 
and  offshore  production.  It's  not  really  about  trade  but  about  la- 
bor arbitrage.  Companies  producing  for  U.S.  markets  are  sub- 
stituting cheap  labor  for  expensive  U.S.  labor.  The  U.S.  loses 
jobs  and  also  the  capital  and  technology  that  move  offshore  to 
employ  the  cheaper  foreign  labor.  Economists  argue  that  this 
loss  of  capital  does  not  result  in  unemployment  but  rather  a  re- 
duction in  wages.  The  remaining  capital  is  spread  more  thinly 
among  workers,  while  the  foreign  workers  whose  country  gains 
the  money  become  more  productive  and  are  better  paid. 
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RICARDO  He  didn't  figure  on 
knowledge-based  economies 


Economists  call  this  wrenching  adjustment  "short-run  fn 
tion."  But  when  the  loss  of  jobs  leaves  people  with  less  incon 
but  the  same  mortgages  and  debts,  upward  mobility  collapse 
Income  distribution  becomes  more  polarized,  the  tax  base , 
lost,  and  the  ability  to  maintain  infrastructure,  entitlemenl 
and  public  commitments  is  reduced.  Nor  is  this  adjustment  ju 
short- run.  The  huge  excess  supplies  of  labor  in  India  and  Cr 
na  mean  that  American  wages  will  fall  a  lot  faster  than  Ask 
wages  will  rise  for  a  long  time. 

Until  recently,  First  World  countries  retained  their  capit 
labor,  and  technology.  Foreign  investment  occurred,  but 
worked  differently  from  outsourcing.  Foreign  investment 
confined  mainly  to  the  First  World.  Its  purpose  was  to  avo 
shipping  costs,  tariffs,  and  quotas,  and  thus  sell  more  cheaply 
the  foreign  market.  The  purpose  of  foreign  ii 
vestment  was  not  offshore  production  wi 
cheap  foreign  labor  for  the  home  market. 

When  Ricardo  developed  the  doctrine 
comparative  advantage,  climate  and  geograpl 
were  important  variables  in  the  economy.  Tl 
assumption  that  factors  of  production  were  ir 
mobile  internationally  was  realistic.  Since  the 
were  inherent  differences  in  climate  and  geo; 
raphy,  the  assumption  that  different  countrit 
would  have  different  relative  costs  of  producir 
tradable  goods  was  also  realistic. 

Today,  acquired  knowledge  is  the  basis 
most  tradable  goods  and  services,  making  tl 
Ricardian  assumptions  unrealistic.  Indeed,  it 
not  clear  where  there  is  a  basis  for  comparath 
advantage  when  production  rests  on  acquire 
knowledge.  Modern  production  functions  ope 
ate  the  same  way  regardless  of  their  location 
There  is  no  necessary  reason  for  the  relative  cos 
of  producing  manufactured  goods  to  vary  froi 
™  one  country  to  another.  Yet  without  different  ii 

ternal  cost  ratios,  there  is  no  basis  for  comparative  advantage. 
Outsourcing  is  driven  by  absolute  advantage.  Asia  has  an  al 
solute  advantage  because  of  its  vast  excess  supply  of  skilled  an 
educated  labor.  With  First  World  capital,  technology,  an 
business  knowhow,  this  labor  can  be  just  as  productive  as  Fir: 
World  labor,  but  workers  can  be  hired  for  much  less  mone 
Thus,  the  capitalist  incentive  to  seek  the  lowest  cost  and  mo: 
profit  will  seek  to  substitute  cheap  labor  for  expensive  labor.  Ir 
dia  and  China  are  gaining,  and  the  First  World  is  losing.  ~~ 

Paul  Craig  Roberts  is  a  former  Assistar 

Treasury  Secretary  in  the  Reagan  Administratio 

and  a  former  BusinessWeek  columnis 
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FLEXIBLE,  CREATIVE,  AND  GOOD  WITH  PEOPLE?  YOU  SHOULD 
DO  FINE  IN  TOMORROW'S  JOB  MARKET.  BY  PETER  COY 


NO  LOW-WAGE  WORKER  IN  SHANGHAI,  NEW 
Delhi,  or  Dublin  will  ever  take  Mark  Ryan's 
job.  No  software  will  ever  do  what  he  does,  ei- 
ther. That's  because  Ryan,  48,  manages  peo- 
ple—specifically, 100  technicians  who  serve 
half  a  million  customers  of  Verizon  Communi- 
cations Inc.  out  of  an  office  in  Santa  Fe 
Springs,  Calif.  A  telephone  lineman  before  moving  up  the  cor- 
porate ladder,  Ryan  is  earning  a 
master's  degree  at  Verizon's  ex- 
pense in  organizational  manage- 
ment, where  he's  studying  topics 
like  conflict  resolution.  That's 
heady  stuff  for  a  guy  who  used  to 
climb  poles.  "The  technical  side  of 
the  business  is  important,"  says 
Ryan,  "but  managing  people  and 
rewarding  and  recognizing  the 
people  who  do  an  outstanding  job 
is  how  we  are  going  to  succeed." 
Sab  Maglione,  44,  is  more  vul- 
nerable. The  computer  program- 
mer from  Somerville,  N.J.,  was 
hired  by  an  insurance  company  as 
an  independent  contractor  in 
2000  for  good  money  but  soon 
found  himself  training  the  repre- 
sentatives of  Tata  Consulting  who 
would  eventually  move  his  work 
to  India.  His  next  contract  in  New 
York  City  paid  half  as  much— but 
even  that  soon  ended  when  he 
found  himself  out  of  work  the  day 
after  Christmas  last  year. 
Maglione,  who  has  an  associate's 
degree  in  computer  science,  is 
studying  hard  and  remains  opti- 
mistic about  getting  a  job  but  says 
he's  been  stymied  by  the  "barrel- 


ROUTINE  WORK  WILL  WITHER  AWAY... 

JOB 
CATEGORY 

AVERAGE  PAY 
IN  2002 

PROJECTED  EMPLOYMENT 
CHANGE,  2002-2012 

SEWING  MACHINE 
OPERATORS 

$23,000 

-99,000 

WORD 
PROCESSORS 

28,000 

-93,000 

TELEPHONE 
OPERATORS 

29,000 

-28,000 

TRAVEL 
AGENTS 

28,000 

-16,000 

TITLE 
EXAMINERS 

37,000 

-1,000 

...BUT  COMPLEX  JOBS  WILL  MULTIPLY 

JOB 
CATEGORY 

AVERAGE  PAY 
IN  2002 

PROJECTED  EMPLOYMENT 
CHANGE,  2002-2012 

COLLEGE 
EDUCATORS 

$59,000 

600,000 

MANAGERS 

84,000 

380,000 

SOFTWARE 
ENGINEERS* 

74,000 

179,000 

MANAGEMENT 
CONSULTANTS 

70,000 

176,000 

ARTISTS  AND 
DESIGNERS 

46,000** 

125,000 

ful"  of  recent  experience  in  the  latest  programming 
languages  prospective  employers  demand.  "If  you 
don't  have  it,  they  say,  'Let's  outsource  it.'" 
Ryan  the  happy  manager  and  Maglione  the  wor- 
ried programmer  exemplify  two  powerful  crosscur- 
rents in  the  American  job  market.  Changes  in  the 
economy  in  recent  years  have  made  some  people  more 
valuable  and  secure  than  ever,  while  pushing  others- 
even  those  with  skills 
that  were  recently  re- 
garded as  highly  valu- 
able—to the  margins. 

What  makes  the  dif- 
ference? New  research 
by  economists  at  Massa- 
chusetts    Institute     of 
Technology    and    Har- 
vard University  concludes  th  L 
the  key  factor  is  whether  a  job  ca  j 
be  "routinized,"  or  broken  dow  | 
into  repeatable  steps  that  vary  li 
tie  from  day  to  day.  Such  a  job 
easier  to  replace  with  a  clevi 
piece  of  software  or  to  hand  ov< 
to  a  lower-paid  worker  outside  tl 
U.S.  By  comparison,  the  jobs  th; 
will  pay  well  in  the  future  will  I 
ones  that  are  hard  to  reduce  to 
recipe.  These   attractive  jobs- 
from  factory  floor  management  i 
sales  to  teaching  to  the  profe 
sions— require  flexibility,  creativ 
ty,  and  lifelong  learning.  The 
generally  also  require  subtle  an 
frequent  interactions  with  oth< 
people,  often  face  to  face 

The  good  news  is  that  a  sul 
stantial  majority  of  the  jobs  in  tr 
U.S.   economy   are   nonroutin 
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I  i\nd  when  you  think  about  it,  that  has  to  be  the  case.  In  the  re- 
aientless  pursuit  of  productivity,  the  U.S.  has  already  demolished 
ftnillions  of  routine  jobs  in  manufacturing,  clerical  work,  pro- 
i  ^ramming,  and  other  fields.  So  it  stands  to  reason  that  the  peo- 
Dle  who  have  survived  are  doing  things  that  the  downsizing  ex- 
fi  t>erts— try  as  they  might— haven't  figured  out  how  to  reduce  to 
if  software  or  ship  abroad. 
1 

ifflE  SURVIVORS 

3  NfOR  DO  YOU  NEED  AN  ADVANCED  degree  to  have  a  nonrou- 
>-  ine  job.  You  just  need  to  do  something  that  can't  be  boiled 
tl  iown  to  a  repeatable  procedure  or  that  requires  a  lot  of  human 
a  jiteraction.  The  surviving  secretaries,  for  example,  have 
ivnoved  up  from  typing  and  answering  phones  to  planning 
t  meetings,  keeping  books,  and  other  more  complex  tasks.  Bank 
in  :ellers  now  spend  more  time  handling  special  requests,  while 
heYTMs  have  taken  over  much  of  the  job  of  taking  deposits  and 
iispensing  cash.  The  factory  workers  most  likely  to  keep  their 
ub  obs  will  be  those  who  make  themselves  experts  on  a  variety  of 
tb  ;omputer-controlled  machines,  or  who  excel  at  quick  tum- 
id iround  of  custom  orders.  Those  jobs  aren't  going  away. 


ADAPTING  Verizon's 
Ryan  used  to  climb 
telephone  poles. 
Now  he's  a  manager 


As  the  economy  evolves,  two  kinds 
of  jobs  will  remain  impossible  to  rou- 
tinize,  according  to  Frank  Levy  of  MIT 
and  Richard  J.  Murnane  of  Harvard,  in 
a  forthcoming  book  called  The  New  Di- 
vision of  Labor:  How  Computers  Are  Creating  the  Next  Job  Mar- 
ket. One  kind  involves  complex  pattern  recognition.  Such  skills 
as  spotting  business  opportunities  or  repairing  a  complicated 
machine  fall  into  this  category.  The  other  relies  on  complex 
communication  skills,  such  as  those  required  to  manage  people, 
devise  advertising  campaigns,  or  sell  big-ticket  items  such  as 
cars.  Says  Levy:  "If  you  can  really  write  the  whole  job  down  on 
paper,  then  someone  else  can  do  it." 

Viewed  through  the  lens  of  routine  vs.  nonroutine  work,  the 
debate  over  job  growth  and  the  future  of  jobs  takes  on  a  new 
hue.  It  suggests  that  Americans  looking  for  good  jobs  would  do 
well  to  bet  on  such  constantly  varying  occupations  as  manager, 
entrepreneur,  or  artist,  as  well  as  jobs  such  as  teaching,  lending, 
and  sales  jobs  that  require  lots  of  people  skills. 

At  the  same  time,  some  jobs  that  are  highly  compensated  to- 
day could  soon  be  routinized.  Powerful  computers,  advanced 
software,  and  speedy  communications  have  vastly  increased  the 
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"You  used  to  be  able  to 
get  away  with  being  a 
technical  nerd  five  years 
ago.  Those  days  are  over." 

vulnerability  of  routine  work.  Well-paid  legal  researchers,  tax 
preparers,  and  accountants,  for  example,  are  seeing  their  jobs 
outsourced  abroad.  The  jobs  require  intelligence  and  technical 
knowledge,  of  course,  but  because  the  procedures  are  highly 
standardized,  they  can  be  done  at  a  distance  by  well-educated 
workers  willing  to  do  the  job  for  far  less.  Likewise,  stock  traders 
could  eventually  be  replaced  by  automated  trading  systems. 
Computer  programming  is  a  routine  job  that  used  to  pay  well 
because  few  people  could  do  it.  Now,  part  of  the  work  has  been 
taken  over  by  clever  software,  and  part  has  been  exported  to 
lower-wage  nations  connected  by  fiber-optic  networks. 

The  people  displaced  from  those  jobs  are  shifting  into  jobs 
that  can't  be  so  easily  standardized.  And  clearly,  the  growing 
importance  of  nonroutine  work  increases  the  value  of  educa- 
tion. College  graduates  have  steadily  broadened  their  lead  over 
the  less-educated  in  earnings.  College  grads  also  have  more  sta- 


sa\ 


TALEOFTWOTECHIES 

Maglione  (left)  lost 
out  to  outsourcing, 
but  Wallace  says  he 
and  his  workers  have 
the  skills  that  help 
keep  jobs  onshore 


ble  employment.  Yes,  there  are  pockets 
of  high  unemployment,  such  as  in 
computer  and  math  professions.  But 
the  unemployment  rate  for  all  people 
with  a  bachelor's  degree  or  better  was 
just  2.9%  in  February,  vs.  8.5%  for  peo- 
ple with  less  than  a  high  school  diplo- 
ma. "Fear  of  outsourcing  is  absolutely 
a  key  factor  in  driving  our  enrollment,"  says  Todd  S.  Nelson, 
CEO  of  Apollo  Group  Inc.,  parent  of  the  University  of  Phoenix, 
which  caters  to  working  adults  across  the  country  through  cam- 
puses in  30  states  and  online  courses.  The  university's  enroll- 
ment soared  nearly  a  third  last  year  to  186,000. 

As  valuable  as  education  is,  technical  knowledge  alone  won't 
cut  it,  because  workers  in  other  countries  read  the  same  text- 
books. For  many  good  jobs,  in  fact,  education  isn't  as  useful  as 
specialized  local  knowledge.  Lin  Stiles,  a  headhunter  in  New 
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London,  N.H.,  says  that  demand  is  hot  for  plant  managers  wb 
can  improve  a  factory's  efficiency.  A  fancy  degree  isn't  neceJ 
sary.  Says  Stiles:  "We  frequently  do  not  have  college  requir- 
ments  even  for  a  vice-president  for  operations." 

While  the  debate  over  the  future  of  work  pervades  the  who 
economy,  information  technology  is  where  it's  most  pointe 
now.  That's  because  the  IT  sector  is  being  split  in  two.  M01 
routine  tech  jobs,  such  as  the  programming  done  by  Ss 
Maglione,  are  vulnerable  to  automation  or  outsourcing.  In  coi 
trast,  there's  still  .plenty  of  demand  in  the  U.S.  for  people  wr 
combine  technical  skills  with  industry-specific  knowledge  an 
people  skills.  That's  certainly  true  at  UNUMProvident  Corp.,  tl 
disability  insurer.  Says  Robert  O.  Best,  the  chief  information  o 
ficer:  "You  used  to  be  able  to  get  away  with  being  a  technic; 
nerd  five  years  ago.  Those  days  are  over."  Now,  he  says,  "We'i 
looking  for  softer  skills"  like  the  ability  to  work  with  other 
change  direction  quickly,  and  understand  the  business. 


"CAUTIOUSLY  OPTIMISTIC" 

THOSE  SOFTER  SKILLS  ARE  WHAT  Kevin  G.  Wallace,  46, 
counting  on  for  job  security  for  himself  and  his  staff.  He's  vi 
president  for  engineering  at  Atomz  Corp.,  a  San  Bruno  (Calif 
startup  that  provides  online  Web  site  management  services 
clients  such  as  the  Presidential  campaign  of  Senator  John  Ke 
ry  (D-Mass.).  Wallace  says  an  outsourcing  operation  could  neA 
^^^tm^^^mm  er  be  nimble  enough  to 

spond  to  his  customer' 
constantly  changing  d 
mands.  "Ultimately," 
Wallace,  "we  want  our  eng 
neers  to  know  our  cue 
tomers,  to  live  and  breath 
our  customers." 

To  be  sure,  automatio 
and  globalization  will  t 
tough  on  those  people  wh 
prefer  comfortable,  routin 
jobs,  or  who  lack  the  educs 
tion  to  tackle  challengin 
new  tasks.  Some  of  thos 
people  will  find  work  as  bai 
bers,  truck  drivers,  hospitt 
orderlies,  or  waiters.  Whil 
those  jobs  will  be  protecte 
by  the  fact  that  they  can't  b 
done  in  a  foreign  country 
by  software,  wages  will  be  depressed  because  so  many  peopl 
will  be  competing  for  the  slots. 

Still,  there's  no  reason  that  automation  and  globalizatio 
have  to  create  an  underclass.  In  time,  people  displaced  fro: 
routine  jobs  can  study  up  for  more  challenging  occupation? 
Harvard's  Murnane,  an  education  professor,  points  out  that 
century  ago,  half  the  U.S.  population  worked  in  agriculture,  an 
many  people  didn't  know  how  to  read  or  write.  History  ha 
proved  that  they  and  their  descendants  were  capable  of  muc 
more.  Murnane,  who  spends  a  day  a  month  observing  Bosto 
public  schools,  says  "I'm  cautiously  optimistic"  about  the  abil 
ity  of  Americans  to  rise  above  the  routine.  Those  who  can  wi 
find  that  computers  amplify  their  powers  and  globalization  ex 
tends  their  reach.  II 

-With  William  C.  Symonds  in  Bostor 
Stephen  Baker  in  New  York,  Michael  Arndt  in  Chicagc 
Robert  D.  Hofin  San  Mateo,  Calif.,  and  bureau  report 


WE  HAVE  ONE  CONSTITUENCY: 


OUR  POLICYHOLDERS. 
WE  HAVE  ONE  GOAL: 


TO  KEEP  EVERY  PROMISE. 

WELCOME  TO 

THE  POWER  OF  SIMPLICITY. 


It's  simple,  really.  At  New  York  Life,  we  are  committed  to  keeping  our 
promises.  Promises  stand  behind  everything  we  do.  It's  why  we're  a 
mutual  company,  answering  only  to  the  long-term  interests  of  our 
policyholders,  not  the  short-term  demands  of  Wall  Street.  It's  why 
we  are  built  on  the  unshakable  values  of  financial  strength,  integrity 
and  humanity.  So  whether  you  need  us  in  a  few  years  or  a  few 
decades,  we  will  be  here  to  pay  a  claim,  help  fund  your  retirement  or 
pay  for  nursing  home  costs.  It's  simple:  We  will  be  here  to  keep  our 
promises  to  you,  just  as  we  have  for  over  155  years.  Keeping  our 
promises  is  why  New  York  Life  is  The  Company  You  Keep. 

TO  ARRANGE   A   DISCUSSION  WITH  A   NEW  YORK  LIFE   AGENT. 
CALL  1-888-963-7946  OR  GO  TO  NEWYORKLIEE.COM/STRENGTH. 


SPECIAL  REPORT 


COMMENTARY 


BY  MIKE  McNAMEE 


Stow  the  Rhetoric 

Bush  and  Kerry  need  to  move  past  politicking  and  get  real  about  job 


GROWTH  IS  OFF  the  charts,  jobs 
are  in  the  pits— and  economic 
anxiety  is  shooting  straight  up 
the  income  scale.  In  a  close  and 
bitter  election  campaign,  that 
ought  to  be  the  formula  for  a  great  eco- 
nomic debate.  Indeed,  the  two  political 
parties  are  facing  off  squarely:  Republican 
President  George  W.  Bush  staunchly  de- 
fends his  Ownership  Society  vision  of  tax- 

cut-fueled  growth  eventually  stoking  the  job  machine,  while 
Democratic  nominee-in-waiting  John  F.  Kerry  maintains  that 
the  way  to  fire  up  employment  is  to  reclaim  and  redirect  those 
tax  revenues. 

But  instead  of  debating  smart  policies,  both  parties  are  back- 
sliding into  hot-button  rhetoric.  Kerry,  a  lifelong  free-trader, 
threatens  to  veer  into  protectionism  and  border-closing,  rolling 
back  Bill  Clinton's  historic  gains  in  moving  Democrats  toward 
open  markets.  And  Bush  has  been  reduced  to  singing  the  prais- 
es of  a  small  fiberglass  outfit  that's  set  to  hire  two— count  'em, 
two— new  employees,  because  he  has  little  to  offer  stymied  job 
seekers  besides  tax  cuts  on  income  that  they  won't  earn. 

As  the  campaign  gets  into  full  throat,  it's  time  for  both  par- 
ties to  deal  with  the  real  issue:  How  government  can  best  help 
Americans  adjust  to  a  world  where  productivity  grows  rapidly, 
demand  for  skills  changes  constantly,  and  global  competition 
threatens  even  well-educated  service  workers?  Arming  Ameri- 
cans to  compete  in  that  world— without  undercutting  the  flex- 
ibility and  innovation  that  makes  the  U.S.  economy  so  produc- 
tive—will demand  more  careful  thought  and  more  sensitive 
policies  than  either  campaign  is  serving  up.  And  it  will  require 
a  patient  approach  to  intractable  long-term  problems— from 
cracking  foreign-trade  barriers  to  reining  in  out- of- control 
health  costs— that  don't  make  for  campaign  sound  bites. 

It's  easy  to  see  why  the  candidates  choose  to  bludgeon  each 
other  instead:  It  works.  Senator  Kerry  has  been  handed  a  pre- 
cious rhetorical  gift— 2.7  million  jobs  lost  since  March,  2001, 
and  a  widespread  perception  that  Bush  hasn't  responded  vig- 
orously to  the  decline.  By  53%  to  41%,  likely  voters  think  Kerry 
would  do  a  better  job  managing  the  economy  than  Bush,  ac- 
cording to  a  Mar.  4-7  ABC  News/  Washington  Post  poll.  "George 
Bush  thinks  exporting  our  jobs  is  good  policy,"  Kerry  told  the 
AFL-CIO  Executive  Council  on  Mar.  10.  "I  believe  that  we  need 
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THE  TAX-CUT  RUT         to  create  and  keep  good  jobs  here  ai 
Bush's  agenda  may     export  goods." 
favor  productivity  Bush  is  trying  to  regain  the  edge  1 

gamsover hiring         painting  Kerry  as  a  serial  tax  hikjiv 

When  voters  hear  a  neutral  outline 
the  two  candidates'  economic  agendas,  Kerry  holds  a  17-poi 
edge,  according  to  a  poll  conducted  for  National  Public  Rad 
between  Feb.  26  and  Mar.  1.  But  when  Bush's  message  includ 
reminders  that  Kerry  voted  for  tax  hikes  and  has  favored  higl  i 
er  levies  on  gasoline,  the  President  ekes  out  a  4-point  advai  n: 
tage.  "My  opponent  has  plans  for  [the  2001-03]  tax  cuts— 1 
wants  to  take  them  away,"  Bush  said  on  Mar.  8.  "He  will  u  \ 
that  money  to  expand  the  federal 
government." 

Attack  politics  also  disguises  a  sim- 
ple fact:  So  far,  neither  candidate  is  ad- 
dressing what  ails  the  American  work- 
force. Examining  Bush's  call  for 
permanent  tax  cuts  and  mild  spending 
restraint,  the  nonpartisan  Congres- 
sional Budget  Office  concluded  on 
Mar.  8  that  the  President's  plans 
wouldn't  budge  the  economy's  growth 
rate,  up  or  down,  by  more  than  a  couple 
of  lOths  of  a  point.  And  Bush's  tilt  to- 
ward lower  taxes  on  capital  income— 
effectively  raising  the  relative  tax  bur- 


RELIEF 
FOR JOBS 
ANXIETY 

Neither  closing  th  j 
borders  nor  cuttir  ! 
taxes  will  protect  t  j 
jobs  from  globalizi 
But  here  are  four*! 
Washington  can  rt  ? 
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len  for  labor  income— seems  designed 
o  emphasize  investment-driven  pro- 
luctivity  gains  over  hiring. 

Kerry,  for  his  part,  is  likely  to  back 
way  from  some  of  the  more  protec- 
ionist  ideas  that  he  adopted  to  appeal 
o  Rust  Belt  primary  voters,  such  as 
eopening  NAFTA.  But  his  ideas  for 
lalting  the  flow  of  software,  key- 
mnching,  and  call-center  jobs  to  In- 
lia  offer  more  symbolism  than  real 
lelp.  He  would  repeal  tax  breaks  for 
Benedict  Arnold"  companies  that 
aove  their  headquarters  to  offshore 
hx  havens,  but  that  movement 
topped  in  2001.  A  90-day  notification 
♦eriod  for  workers— so  "companies 
/ill  no  longer  be  able  to  surprise  their 
porkers  with  a  pink  slip  instead  of  a 
aycheck"— might  delay  job  moves 
ut  won't  stop  them. 

Neither  candidate  emphasizes  the 
ight  policies  to  help  Americans  adapt 
d  global  job  pressure  in  the  long  run. 
jid  there  are  ways  that  Washington  can  help.  Start  with  the 
ight  balance  on  trade.  As  White  House  National  Economic 
louncil  Director  Stephen  Friedman  notes:  "No  country  has  ever 
ecome  prosperous  by  building  walls  around  itself."  Reopening 
rade  pacts  could  jeopardize  the  global  system  that  America  has 
pent  the  past  60  years  promoting. 

But  rules  are  made  to  be  followed— a  principle  the  Bush  Ad- 
linistration  seems  to  have  missed.  Wealthy  and  middle-in- 
ome  nations  have  erected  plenty  of  trade  barriers— from  Eu- 
ope's  blocking  of  U.S.  farm  goods  to  India's  protectionist  rules 
n  imports  and  investment— that  could  fruitfiilly  be  attacked  in 
le  World  Trade  Organization.  Such  cases  would  not  only  help 
I.S.  exports  but  could  strengthen  the  global  trade  regime.  To 
is  credit,  Kerry  does  talk  about  more  muscular  trade  enforce- 
lent,  but  that  message  gets  lost  amidst  his  NAFTA  revisionism. 
:  China  poses  a  special  case:  A  major  part  of  its  competitive 
idvantage  stems  from  currency  controls,  which  peg  the  yuan 
o  the  dollar  and  keep  its  value  artificially  low.  That  peg  can't 
re  abandoned  quickly  because  China's  banking  system  and 
iconomy  couldn't  weather  the  shock.  Nor  could  the  U.S., 
yhich  owes  its  low  inflation  and  interest  rates  in  part  to  Chi- 
na's cheap  goods  and  hefty  purchases  of  U.S.  Treasury  bills, 
^ut  the  Bush  Administration  hasn't  put  enough  pressure  on 
Beijing  to  phase  out  the  currency  crutch.  Nor  is  the  U.S.  work- 
ing hard  to  protect  intellectual  property— its  economic  crown 


)E 

we  to  promote  trade 
-but  enforce  them.  (The 
nstration  has  filed  7 

in  three  years,  vs.  29  in 
ree  prior  years  under 
n.)  Muscular 
:ement  could  knock 
barriers  to  U.S.  goods  in 
e,  India,  and  Brazil, 
ng  job-creating  exports. 


CHINA 
AND  PIRACY 

Increase  pressure  on  Beijing 
to  lift  currency  controls. 
Floating  the  yuan  would  boost 
sales  of  U.S.  capital  goods  in 
China  and  make  them  more 
competitive  with  Chinese 
products  in  third  markets.  At 
the  same  time,  crack  down  on 
intellectual-property  theft  by 
nations  that  don't  rein  in  piracy. 


jewels  in  the  knowledge-based  fu- 
ture. Piracy  of  foreign  movies  and 
software,  for  example,  cost  Holly- 
wood and  Silicon  Valley  up  to  20%  of 
their  Chinese  sales.  And  if  s  not  just 
China.  Washington  must  crack 
down  on  countries  that  condone 
piracy,  and  U.S.  companies  must  be 
allowed  to  invest  abroad  without 
surrendering  their  technology. 

Back  at  home,  antsy  employers 
have  been  discouraged  from  hiring  in 
part  by  the  high  cost— in  payroll  taxes 
and  benefits— of  taking  on  a  new 
worker.  Kerry  would  offset  payroll 
taxes  with  a  two-year  tax  credit  for 
manufacturers  who  create  jobs.  That 
idea  needs  to  be  extended  to  service 
workers,  but  only  if  the  credit  is  limit- 
ed and  carefully  targeted  so  that 
companies  can't  churn  workers  to  get 
the  tax  break. 

Health  care  is  a  tougher  nut.  Kerry 
would  cut  employers'  costs  by  having 
the  government  underwrite  cata- 
strophic insurance  claims.  Bush  fa- 
vors individual  tax  credits  that  could 
gradually  divorce  a  family's  health 
coverage  from  the  breadwinners'  jobs.  In  the  long  run,  either 
approach  could  lower  benefits  costs  for  employers,  albeit  at  the 
price  of  higher  taxes. 

Easing  workers'  fears  of  lost  health  insurance  would  do 
much  to  lower  job  anxiety.  But  more  is  needed.  Outsourcing 
will  force  even  white-collar  Americans  to  retrain  and  relocate 
for  midcareer  course  corrections.  Current  trade  adjustment  re- 
lief, aimed  at  factory  workers,  needs  to  be  extended  to  all  dis- 
placed workers.  Bush's  $50  million  pilot  program  for  Personal 
Reemployment  Accounts— $3,000  that  a  worker  can  spend  on 
training  and  services,  with  a  financial  incentive  to  get  rehired 
quickly— is  a  step  in  the  right  direction.  Kerry  emphasizes  re- 
training for  factory  jobs.  That's  small  comfort  to  the  software 
engineer  facing  displacement. 

None  of  these  policies  is  an  immediate  panacea.  Even  if  all  were 
put  in  place  today,  they  wouldn't  create  a  job  boom  before  No- 
vember's vote.  But  unlike  broad  tax  cuts  or  steep  trade  barriers, 
they  address  what  American  workers  really  need:  a  fighting  chance 
to  survive  in  an  economy  that's  relentlessly  becoming  global.  II 
-  With  Richard  S.  Dunham,  Paul  Magnusson, 
and  Howard  Gleckman  in  Washington 


FREE-TRADER  NO  MORE? 

Kerry  has  been  veering 
toward  protectionism 


CUT  THE 
COST  OF  HIRING 

Design  carefully  targeted, 
time-limited  tax  credits  for 
new  employees.  Such  credits 
can  offset  stiff  payroll  taxes 
and  help  persuade  business 
to  take  on  new  workers. 
Longer-term,  tax  credits  for 
health  benefits  could  reduce 
the  steep  cost  of  hiring 
additional  workers. 


EASE  THE 
TRANSITION 

Extend  current  aid  programs 
for  dislocated  factory  workers 
and  include  displaced  service 
workers  as  well.  Portable 
funds  for  job  retraining, 
moving  expenses,  health  care, 
and  job-location  assistance 
can  help  American  workers 
adjust  to  a  changing  economy 
and  move  to  new  careers. 
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AFTER 
THE FALL 


The  worst  has  happened  for 
Martha  Stewart.  With  her 
Mar.  5  guilty  verdict  on 
charges  of  lying  to  the 
government,  Stewart,  62, 
faces  prison  and  the  prospect 
of  her  empire  unraveling  in 
coming  months.  Already, 
Viacom  has  pulled  her 
syndicated  TV  show  from  its 
CBS  and  UPN  stations,  and 
advertisers  are  shunning  her 
flagship  magazine.  Even  the 
signature  askMartha 
newspaper  columns  have 
been  rebranded  simply  as 
"Living"  and  "Weddings." 
But  consumers  are  still 
buying  her  merchandise,  and 
few  think  her  deal  with  Kmart 
will  collapse  as  long  as  they 
do.  Another  area  of  growth: 
the  new  Everyday  Food 
magazine.  A  recipe  digest  with 
few  references  to  Martha,  its 
monthly  circulation  already 
tops  500.000.  Still,  with  the 
former  icon  of  domestic 
perfection  facing  ridicule,  jail 
time,  and  further  charges 
from  the  Securities  & 
Exchange  Commission,  the 
future  of  her  brand  looks 
bleak.  While  Stewart  is 
appealing  her  conviction, 
most  legal  experts  believe  she 
will  eventually  do  time. 

-Diane  Brady 


DRIVE  U.S., 
THEY  SAID 

There's  some  good  news 
about  quality  for  Detroit/ s  Big 
Three  carmakers  in  the  new 
issue  of  Consumer  Reports. 
The  magazine's  well-read 
April  cars  issue  hit  the  stands 
on  Mar.  8,  and  domestic  cars 
surpassed  European  models 
in  the  reliability  rankings. 
U.S.  models  average  18 
problems  per  100  vehicles, 
compared  with  20  per  100  for 
European  cars.  Brands  like 
Buick,  Pontiac,  Dodge,  and 
Jeep  beat  the  industry 
average  of  17  problems  per 
100  cars  and  topped  all 
European  names,  including 
BMW,  Audi,  and  Mercedes. 
The  news  wasn't  all  good, 
though.  Japanese  and  Korean 
cars  came  out  on  top,  with  an 
average  of  12  problems  per 
100  vehicles.  Some  26 
domestic  cars  are  on  CR's 
recommended  list,  but  that's 
just  half  the  number  of 
foreign  cars. 


TV'S  LATEST 
TUG-OF-WAR 


The  fight  between  TV 
content  owners  and 
distribution  companies 
ramped  up  as  Charlie 
Ergen's  EchoStar  took 
Viacom-owned  channels  CBS, 
Nickelodeon,  and  MTV  off  its 
Dish  network,  which  serves 
9.5  million  subscribers. 
EchoStar,  the  No.  2  satellite 
operator,  claims  Viacom  is 


demanding  a  40%  rate  hike. 
By  pulling  10  Viacom 
channels,  EchoStar  could 
deprive  an  estimated  1.6 
million  viewers  in  cities  such 
as  New  York  and  Los 
Angeles  of  the  "March 
Madness"  college  basketball 
championships  on  CBS.  The 
tiff  comes  weeks  after  cable 
operator  Cox  threatened  to 
yank  ESPN  off  its  systems 
before  signing  a  new 
contract.  Both  EchoStar  and 
Viacom  say  they  could  reach 
agreement  quickly.  If  not, 
EchoStar  could  lose 
subscribers  to  cable  and 
Viacom  will  miss  out  on 
advertising  revenues. 


A  LUNGE  IN  A 
DIGITAL  DUEL 

The  digital  camera  wars  grew 
more  heated  as  Eastman  Kodak 
sued  Sony,  alleging  the 
Japanese  consumer- 
electronics  giant  violated  10 
digital-camera  patents  that 
Kodak  won  from  1987  to 
2003.  Sony  denied  the  charge 
and  vowed  to  defend  itself. 
The  two  are  battling  to  rule 
the  U.S.  digital  camera 
market  Sony  led  the  market 
with  a  21.7%  unit  share  in 
2003,  down  from  24.4%  the 
year  before.  Kodak  picked  up 
more  than  four  points  to  nab 
the  No.  2  slot  with  a  17.9% 
share,  according  to  IDC. 


POINTING  AT 
BIG  PHARMA 

Drugmakers  are  facing  a 
fresh  legal  attack.  Attorneys 
general  in  Ohio  and 
Pennsylvania  filed  lawsuits 
on  Mar.  9  and  10  charging 
fraud  or  deceptive  sales 
practices.  Ohio  claims  five 
companies  provided  false 
wholesale  pricing  data  that 
led  the  state's  Medicaid 
program  to  pay  inflated 
prices.  Pennsylvania's  suit 
against  Pfizer  and  12  other 


drugmakers  slams  pricing] 
too.  It  also  hits  free  sample 
and  free  trips  for  doctors. 
Pfizer  says  it  has  done 
nothing  wrong  and  will 
defend  itself  "vigorously." 
Pharmacia,  a  company  Pfiz 
bought,  is  named  in  the 
Ohio  suit.  Schering-Plough. 
named  in  both  states, 
declined  to  comment. 


ETCETERA... 

»  S&P  raised  Lucent 
technologies'  credit  rating. 
»  The  SEC  fined  Banc  of 
America  Securities  $10 

million  for  failing  to  hand 
over  documents. 
»  Halliburton  said  its 
liquidity  could  suffer  due  to 
Pentagon  probes  into  its  Ira 
billing  practices. 


CLOSING  BELL 


Wall  Street 
punished  shares  of 
Sun  Microsystems 
after  Standards 
Poor's  on  Mar.  5 
downgraded  the 
computer  giant's 
debt  to  junk  due  to 
concerns  over 
profitability.  The 
company's  stock 
tumbledi6%inthe 
days  following  the 
S&P  report  to  close 
at  $4.35  on  Mar.  10. 


,  DOLLARS 
- 


SUN  MICROSYSTEMS 
STOCK  PRICE 


MAR  2. 1)4  MAR.  10 

Data:  Bloomberg  Financial  Markets 
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"I'll  drive." 


Certified  excitement. 

Certified  leasing  and  financing. 

Certified  6-year/100,000-mile  warranty* 

Certified  by  BMW. 

Certified  only  at  an  authorized  BMW  center. 


We  have  the  BMW  you're  looking  for.  Search  the  entire  inventory  in  your  area  at  bmwusa.com 

or  visit  your  local  authorized  BMW  center. 


Certified  Pre -Owned  _ 

i^B^^SBB  By  BMW  I^bBIhmi 


BMW 

Certified 

Pre-Owned 


bmwusa.com 
1-800-334-4BMW 


O 


The  Ultimate 
Driving  Machine' 


Warrantv  Protection  Plan  Drovides  coveraqe  for  up  to  2  years  or  50,000  miles  (whichever  comes  first)  from  the  date  of  the  expiration  of  the  4-year/50,000-mile  BMW  New 
^Ic^lSXraS.  See  partcTpa^ng  BMW  center  for  details  and  vehicle  availability.  For  more  information,  call  1-800-334-4BMW  or  visit  bmwusa  com.  ©2003  BMW 
of  North  America,  LLC.  The  BMW  name  and  logo  are  registered  trademarks.  / 


The  Bull.  The  Bear 


And  Now 


THE    DRAGON 


China.  A  dynamic  population.  An  ancient  civilization.  A  culture  of  commerce. 
Unrealized  potential.  Until  now. 

The  China- U.S.  Growth  Fund 

Two  years  ago  China  joined  the  World  Trade  Organization  and  tariffs  began  to 
drop.  When  Beijing  hosts  the  2008  Olympics,  the  world  will  arrive  to  find  a  city 
ana  a  country  transformed.  China  is  now  one  of  the  largest  economies  in  the 
world  and  it  is  becoming  the  most  significant  trading  partner  for  the  United 
States.  Ten  years  ago  hundreds  of  millions  of  middle  class  Chinese  had  the 
desire  for  goods.  Now  they  have  the  means. 


Dynamic  U.S.  companies  have  already  identified  China  as  a  driver  for  growth 
in  the  decades  to  come.  Leading  Chinese  companies  are  now  succeeding 
domestically  and  abroad.  The  China-U.S.  Growth  Fund  can  invest  in  both. 

The  China-U.S.  Growth  Fund  is  a  unique  opportunity  to  participate  in  the  rapid  rise 
of  China  as  a  global  economic  power. 

Investing  in  Dynamic  Change 

For  a  prospectus  call  1.800.254.3796.  Or  visit  chinausgrowthfund.com 

Read  prospectus  carefully  before  investing. 


WHY 
CHINA 
NOW 


China's  GDP 

in  2003  was  estimated 

at  $1.3  trillion.' 

It  has  grown 

8%  per  year  over  the 

past  3  years.2 

China  is  ranked 

#2  in  the  world 

in  terms  of 

purchasing  power.3 

History  has  shown 
the  Olympics 
to  be  a  huge 

economic  boost  to 
host  countries.4 

By  2007,  China 
is  expected  to  have 

500  million 
cell  phone  users/ 


ALGER 


The  views  and  opinions  expressed  herein  are  not  meant  to  provide  investment  advice  and  there  is  no  guarantee  that  they  wiil  come  to  pass. 
Investingjn  the  stock  market  involves  gains  and  losses  and  may  not  be  suitable  for  all  investors.  As  with  any  fund  that  invests  in  stocks, 
your  investment  will  fluctuate  in  value  and  you  may  lose  money  by  investing  in  the  Fund.  Based  on  the  Fund's  investment  objective,  an 
investment  in  the  Fund  may  be  better  suited  to  investors  who  seek  long-term  capital  growth  and  can  tolerate  fluctuations  in  their  investment's 
value.  Investing  in  foreign  securities  involves  additional  risks  including  currency  risk  and  risks  related  to  the  political,  social  and  economic 
conditions  of  foreign  countries,  particularly  emerging  market  countries.  More  particularly,  securities  markets  in  China,  including  Hong 
Kong,  are  smaller,  less  liquid  and  tend  to  be  more  volatile  than  the  U.S.  securities  market.  The  Chinese  market  tends  to  be  based  on  a  few 
industries  and  investments  that  are  diversified  across  a  small  number  of  countries.  "China's  GDP  expects  to  exceed  1  1  trillion  yuan," 
People's  Daily,  1 1/27/03.  :Based  on  3-year  average.  The  World  Bank  Group,  worldgroup.org  and  People's  Daily,  1  1/27/03.  3Based  on 
Purchase  Power  Parity  and  GDP,  nationmaster.com.  "Olympic  Studies  Center  —  Reports  on  Salt  Lake  City  2002,  Sydney  2000,  Atlanta 
1996.  5China  Industry  Update,   No.  6,    11/15/03.  Hannover  Fairs  China  Ltd.     Fred  Alger  &  Company,  Incorporated:  Distributor. 
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Oh  Janet,  What 
Hast  Thou  Wrought? 


1RED  OF  THE  ENDLESS  breast-beating  over  Ms.  Jackson's  infamous 
wardrobe  malfunction"  at  the  Super  Bowl?  Well,  politicians  in 
Washington  can't  get  enough  of  it.  Whether  if  s  mere  election- 
rear  posturing  or  genuine  outrage,  the  fallout  over  so-called 
ndecent  broadcasts  could  have  a  lasting  impact  on  what 

kmericans  hear  on  the  radio  and  see  on     snapping  $500,000.  In  addition,  the  legis- 


V— possibly  even  on  censor-free  cable. 

Even  as  Big  Media  moguls  try  to  head 
ff  the  morality  police  by  turning  the 
deeper  button  back  on  and  sending  a  not- 
o-subtle  message  to  shock  jocks  like 
loward  Stern,  draconian  measures  to 
ombat  bad  taste  and  foul  mouths  on  pub- 
c  airwaves  are  in  the  works.  "Americans 
re  saying  'enough  is  enough,'"  says 
Lepresentative  Doug  Ose  (R-Calif.),  who 
ltroduced  legislation  to  strike  from 
roadcasts  seven  dirty  words— amending  a 
st  ofverbotens  that  the  U.S.  Supreme  Court 
irew  out  in  1978.  Other  get-tough  meas- 
les range  from  jacking  up  penalties  on 
roadcasters  to  extending 
idecency  rules  to  cable  and 
atellite  TV. 

Much  of  the  agitation  is 
Dming  from  the  Right, 
'hich  sees  the  public  air- 
raves  as  a  key  battleground 
1  the  culture  wars.  "Before, 
ou  had  a  silent  majority  up- 
et  at  the  issue,"  says  L. 
■rent  Bozell  III,  president  of 
le  Parents  Television  Coun- 
il,  an  anti-indecency  group. 
Now  they're  empowered  to 
peak  up."  In  fact,  the 
rackdown  has  wide  sup- 
ort.  A  powerful,  bipartisan 
roup  of  senators  wants  to  ■"""""^ 
uspend  for  one  year  new  Federal  Commu- 
ications  Commission  rules  relaxing  own- 
rship  restrictions  so  the  General  Account- 
ig  Office  can  study  the  impact  of  media 
onsolidation  on  indecency.  Even  Democ- 
atic  Presidential  candidate  John  Kerry  says 
Hear  Channel  was  within  its  rights  to 
ounce  Stern  from  six  of  its  stations. 

The  first  new  law  likely  to  pass  is  a  bill 
oosting  the  maximum  penalty  for  inde- 
pncy  violations  from  $27,500  to  a  head- 


STERN:  Don't 
expect  many 
pols  to  stand  up 
for  Howard 


lation  includes  a  three-strike  provision  that 
would  put  a  broadcaster's  license  in  jeop- 
ardy after  a  series  of  slip-ups.  House 
Telecommunications  Subcommittee  Chair- 
man Fred  Upton  (R-Mich.)  and  his  Senate 
counterpart,  Sam  Brownback  (R-Kan.), 
hope  to  have  the  measure  on  President 
Bush's  desk  by  the  end  of  March,  an  opti- 
mistic goal  the  White  House  supports. 

Violence  as  Indecency 

THE  PROPOSAL  MIGHT  revolutionize  the 
airwaves.  The  Senate  version  of  the  bill 
could  open  the  door  to  including  TV  vio- 
lence under  indecency  rules.  While  House 
GOP  leaders  might  be  un- 
willing to  go  that  far,  a  bi- 
partisan group  of  39  House 
members  has  asked  the  FCC 
to  examine  ways  to  curb  TV 
violence  that  may  be  harm- 
ful to  kids. 

Feeling  the  heat,  the  FCC 
is  preparing  two  dozen  en- 
forcement actions.  And 
Chairman  Michael  K.  Pow- 
ell, long  a  free-speech  de- 
fender, is  now  urging  TV  ex- 
clean  up  their  acts.  So  the 

On 


ecs  to 

scramble  is  on  to  make  amends. 
Mar.  31,  the  National  Association  of 
Broadcasters  will  hold  its  first-ever 
Summit  on  Responsible  Program- 
ming. And  on  Mar.  2,  cable  programmers 
and  operators  announced  a  sweeping  cam- 
paign to  teach  the  public  about  the  tools  al- 
ready in  place  to  block  objectionable  mate- 
rial—network ratings,  V-chips,  and 
set-top-box  controls. 

That  probably  won't  be  enough.  No  pol 
wants  to  appear  soft  on  smut  in  an  election 
year.  Another  malfunction  and  Big  Media 
could  be  in  for  the  Big  Chill.  ■ 

-By  Catherine  Yang 


CAPITAL 
WRAPUP 

A  TRUCE  IN  THE 
TELEPHONE  WARS? 

PEACE  SEEMS  TO  be  breaking 
out  in  telecom-land. 
BusinessWeek  has  learned  that 
warring  local  and  long-distance 
carriers  have  agreed  in  principle 
to  call  a  truce  as  early  as  April, 
when  they  are  to  propose  to  the 
Federal  Communications  Com- 
mission a  solution  to  one  of  the 
thorniest  issues  in  the  industry. 

For  years,  the  two  sides  have 
battled  over  how  much  long- 
distance carriers  should  pay  the 
local  guys  for  connecting  their 
calls.  Such  access  fees— many 
inflated  above  cost— add  up  to 
$11  billion  a  year.  They  also  help 
fund  the  universal-service 
system  of  subsidies,  dear  to 
farm-state  senators,  which 
keeps  phone  rates  affordable  for 
rural  Americans. 

Now  that  wireless  calling  has 
taken  off  and  Internet  phoning  is 
spreading,  all  factions  of  the 
telecom  industry  are  realizing 
that  long-distance  revenues  will 
only  continue  to  shrink  and, 
along  with  them,  the  access  fees 
that  fund  universal  service.  To 
preserve  a  well-functioning  local 
network,  a  group  of  Bells,  long- 
distance carriers,  and  rural 
phone  companies  will  propose 
ditching  those  fees  altogether, 
according  to  sources  close  to  the 
talks.  Instead,  each  company 
would  charge  customers  the  cost 
of  operating  their  networks, 
including  expenses  for  carrying 
others'  calls.  That  could  raise 
line  charges  for  consumers  from 
a  maximum  of  $6.50  today  to 
about  $9.  Carriers  with  higher 
costs  could  tap  into  the  privately 
run  universal-service  fund,  now 
at  $6  billion.  Lower  long- 
distance rates,  however,  could 
mitigate  the  hikes. 

The  deal  is  still  no  sure  thing, 
though.  Rural  carriers  that 
depend  on  access  fees  could  still 
balk,  causing  their  senators  to 
try  to  scuttle  the  agreement. 

-By  Catherine  Yang 

March  22.  2004  I  BusinessWeek  I  59 
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Inside  every  HR  department  is  a 
profit  center  just  dying  to  get  out. 


PeopleSoft  Human  Capital  Management. 

The  only  real-time  solution  that  drives  a  higher  level  of  business  performance. 

PeopleSoft  HCM  transforms  the  role  of  your  workforce.  Manage  and  mobilize  a  unified,  global  network  of 
employees.  Connect  people  to  business  processes,  anywhere  in  the  world,  anytime,  from  any  Web  device. 
Align  your  workforce  with  strategic  business  goals.  And  watch  your  traditional  HR  department  start  driving 
increased  revenue  growth.  Learn  more  by  visiting  us  at  www.peoplesoft.com/realtime  or  call  1-888-773-8277. 


Jl{ GOplGoOI  I     Human  Capital  Management 
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he  Solution  Series 


New  Tools  And  Approaches  That  Can  Measure, 
Motivate,  And  Make  An  Impact  On  The  Bottom  Line 
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7 -Elevens   world-famous   Slurpee   -—   the    half-frozen 

delicacy  that  consumers  eat  with  a  spoon-straw  until 
"hrain  freeze"  sets  in  —  seems  a  decidedly  low-tech  treat. 
Yet  behind  the  scenes  of  the  company  that  sells  Slurpees,  quarter- 
pound  Big  Hi te  hot  dogs,  and  breakfast  sandwiches  to  more  than  6 
million  buyers  a  day  is  a  technically  savvy  organisation  dedicated  to 
creating  a  culture  of  performance. 


With  more  than  25,000  stores  worldwide  (5,800  in  the  U.S.  and 
Canada),  7-Ueven  management  recently  decided  it  needed  help 
eliciting  employee  behavior  to  support  the  corporation's  business 
goals.  Boosting  sales,  at  S.56  billion  in  2003,  wasn't  the  only  driver. 
Motivating  employees  to  uphold  7  1. 1  even's  fundamental  goals  of 
optimum  product  assortment,  quality,  value,  store  cleanliness,  and 
service  levels  was  critical  to  maintaining  its  leading  market  position, 
but  a  challenge  to  achieve.  'Our  existing  spreadsheet-based  systems 
couldn't  reward  employees  for  performance  consistent  with  our 
business  strategy,"  says  lerry  (»uth,  director  of  organization 
effectiveness  and  staffing. 


SPECIAL  ADVERTISING  SECTION 


Performance  and  Productivity 


Recognizing  that  the  behavior 
of  employees  could  make  the 
difference  between  surviving 
and  succeeding  in  the  hotly 
competitive  convenience  retail  industry, 
the  Dallas-based  company  invested  in 
performance  management  technology. 
Following  the  national  adoption  of 
enterprise  incentive  management  soft- 
ware from  Callidus  Software,  7-Eleven 
is  on  a  roll:  29  consecutive  quarters  of 
same-store  sales  increases  and  improved 
execution  of  those  five  critical  funda- 
mentals. "We  feel  that  our  stores  are 
doing  a  better  job  of  providing  the  product 
the  customer  is  looking  for,"  says  Guth. 
"The  product  assortment,  quality, 
cleanliness,  and  value  are  all  better. 
And  employees  are  providing  the 
highest  level  of  customer  service  that 
they  ever  have." 

In  the  current  economic  climate,  optimum 
enterprise  performance  and  productivity 
has  become  a  mainstay  of  competitive 
success.  Economic  conditions  are 
clearly  improving,  but  experts  say  that 
this  recovery  will  be  unique,  marked  by 
high  productivity  levels  and  intensely 
competitive  global  markets.  "The  markets 
are  turning  and  we're  getting  some 
vibrant  activity  in  terms  of  demand  in 
the  market,"  explains  Bob  Parker,  vice 
president  of  research  for  industry 
analyst  AMR  Research  Inc.  in  Boston. 
"However,  because  we've  been  showing 
relatively  solid  productivity  gains,  there 
remains  strong  'capacity  overhang'"  —  a 
fancy  way  of  saying  that  companies  are 
not  yet  using  1 00%  of  their  assets. 

As  a  result,  winning  companies  will  have 
to  create  even  more  dramatic  productivity 
improvement  to  stay  ahead  of  the 
competition.  How  much  is  enough? 
Parker  says  twice  the  overall  expected 
improvement,  or  approximately  10%  — 
every  year,  for  at  least  the  next  three 
years.  The  productivity  imperative 
is  that  if  you  don't  beat  the  industry 
averages,  your  chances  of  winning  are 
slim,"  he  says.  "You  need  to  become 


fanatical  about  productivitylo  gain 
market  share  and  make  profitable  gains 
through  the  recovery." 

Yet  a  traditional  focus  on  productivity 
alone  isn't  enough.  In  the  past,  many 
organizations  unquestioningly  tried  to 
measure  output,  assigning  metrics  to 
production  and  demanding  a  specific 
percentage  of  improvement  -  especially 
in  cost  reduction.  Today,  the  emphasis 
is  shifting  to  a  focus  on  maximizing 
output  from  the  resources  entered  into 
production. 

THE  HOLISTIC  ORGANIZATION 

"There  is  an  awakening  in  many  organiza- 
tions that  it's  not  just  about  measuring 
anymore,"  says  John  Hagerty,  vice 
president  of  research  at  AMR  Research. 
"If  s  about  being  more  productive  as  a 
company.  People  are  beginning  to  look 
at  this  as  a  holistic  problem,  one  that 
demands  both  process  improvement  and 
technology  to  help  people 
make  better  decisions." 

Process  change  can  begin 
only  when  business  leaders 
are  willing  to  investigate  the 
best  practices  required  to 
support  the  organization  in 
each  given  area.  Understand- 
ing causal  relationships  —  for 
example,  how  streamlining  a 
particular  business  process 
affects  not  just  overall  output, 
but  also  associated  costs  —  is 
a  critical  part  of  identifying  and 
implementing  best  practices. 


For  many  companies,  the 
economic  downturn  forced 
a  closer  look  at  management 
processes.  "As  a  result, 
organizations  are  driving 
analytics  across  the  entire 
organization  to  manage 
performance,"  says 
Tobin  Gilman,  director  of 
enterprise  performance 
management  product  mar- 


keting for  software  vendor  PeopleSoft  Inc 
in  Pleasantcn,  Calif.  "They're  putting 
applications  and  key  performance  indi 
tors  in  all  business  processes  —  not  just 
financial  processes,  but  also  human 
resources  processes,  supply  chain, 
and  customer  facing  processes  —  to 
ensure  that  people  have  the  information 
they  need.  It  helps  them  not  only 
see  what s  happening  in  their  business 
today,  but  anticipate  what  might 
happen  next." 


The  technology  needed  to  support  a 
performance  and  productivity  initiative 
typically  helps  employees  in  two  ways: 
to  better  understand  what  they  need 
to  do  and  how  their  job  relates  to  the 
corporate  strategy  for  success  (perfor- 
mance), and  how  to  actually  do  the  job 
(productivity).  Ensuring  that  employees 
have  access  to  both  types  of  tools  is 
integral  to  the  success  of  the  initiative, 
because  the  two  complementary  pieces 


Integrated  internal  systems  are  critical  to  getting  the  most  fro 
performance  and  productivity  initiative,  says  Michael  Schmi 
executive  vice  president  of  strategy  for  Ariba. 
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Performance  and  Productivity 


help  organizations  create  an  environment 
that  aligns  employee  tasks  with  the  overall 
i  corporate  strategy,  which  increases  the 
chances  for  competitive  success. 

"Every  year,  top  management  comes 
to  the  CIO,  the  VP  of  sales,  the  chief 
procurement  officer,  and  asks  for  a 
headcount  reduction  and  a  productivity 
improvement  of  5%  to  1 0%,"  agrees 
Michael  Schmitt,  executive  vice  president 
of  strategy  for  Ariba  Inc. ,  a  spend 
;management  software  company  in 
Sunnyvale,  Calif.  "If  you  don't  have  good 
internal  systems  that  are  integrated  for  a 
closed-loop  process,  you'll  never  get 
the  visibility  or  be  able  to  leverage  it  to 
your  advantage." 

THE  FOREST  AND  THE  TREES 

Examining  performance  and  productivity 
in  this  light  requires  a  broad  initiative  as 
well  as  executive  sponsorship.  Although 
the  idea  of  managing  performance  at  a 
very  high  corporate  level  is  appealing  to 
most  business  people,  most  organiza- 
tions tend  to  break  down  such  an  initiative 
into  smaller  pieces,  such  as  by  company 
functionality  or  lines  of  business.  Besides 
being  more  manageable,  taking  this 
smaller  view  can  help  a  company  improve 
performance  in  specific  areas,  continu- 
ously hitting  sequential  improvement 
goals.  But  this  approach  is  not  without  risk. 

A  common  mistake  is  to  put  one  area  so 
tightly  under  the  microscope  that  the 
company  optimizes  it  without  respect  to 
everything  else  in  the  business.  "If  you 
slavishly  try  to  improve  all  the  little  things, 
/ou  may  end  up  losing  sight  of  the  big 
oicture,"  cautions  AMR  Research's 
Hagerty.  "This  is  a  constant  juggling  act 
n  terms  of  balancing  priorities  and 
sstablishing  a  portfolio  of  things  you 
leed  to  work  on.  You  also  must  have  the 
ibility  to  change  priorities  as  conditions 
change,  so  that  one  area  is  not  overem- 
)hasized  at  the  expense  of  others." 

vnd  support  from  upper  management  - 
o-called  C-level  sponsorship  -  is  a  must. 


Build)         House  of  Pre  >d  uct 


In  the  world  of  productivity  improve- 
ment, programs  such  as  the  Supply 
Chain  Operating  Reference  (SCOR), 
Lean,  and  Six  Sigma  have  long  been 
used  to  enhance  supply  chain  effi- 
ciencies, operations,  and  engineer- 
ing/quality results.  Each  of  these 
initiatives  contributes  to  overall 
productivity  improvements  in  areas 

such  as  cost  efficiency,  cycle 

time,  and  consistency.  But  what  if 

you  could  combine  the  best 

approaches  and  results  of  each 

initiative  to  create  ongoing, 

sustainable  improvement  - 

and  even  more  dramatic 

results? 


SIX  SIGMA 
improvement  rigor 

Establishes  a  structured 

methodology  tor 

improving  processes, 

introducing  consistency, 

and  effectively 

executing  priorities. 


AMR  Research 
recently  pro- 
posed just  that 
in  a  concept 
called  "House  of 
Productivity." 
Similar  to 
Six  Sigma's 
"House  of 
Quality,"  the 
AMR  Research 
theory  proposes 
that  companies  use  the  high  perfor- 
mance and  consistent  processes  of 
Six  Sigma,  the  reference  process 
and  benchmarking  of  SCOR,  and  the 
waste  reduction  and  improved  cycle 
times  of  Lean  initiatives  to  create  a 
continuous  control  loop  and  real 
engine  for  transformation.  (Fig.) 

Bob  Parker,  vice  president  of 
research  for  Boston-based  AMR 
Research,  says  that  the  sum  of 
the  improvements  can  increase 
productivity  by  as  much  as  a  factor  of 
10.  Just  as  important,  using  these 
initiatives  in  unison  helps  companies 
continue  refining  their  processes, 


SCOR 
the  foundation 

Provides  a  high-level 

model  for  supply  chain 

activity,  including  a 

set  of  benchmarks. 


HOUSE  OF 
PRODUCTIVITY 


which  maintains  the  benefits  over 
time.  "The  magnification  of  these 
results  and  the  sustaining  of  these 
benefits  comes  from  better  priority 
setting,"  he  says.  "With  very  tightly 
coordinated  activities  and  constant 
visibility  of  the  results,  there  is  a  huge 
opportunity  for  companies  to  drive 
value  and  competitive  success." 

Although  some  SCOR,  Lean,  and 
Six  Sigma  implementations  eschew 
the  use  of  technology  to  improve 
productivity,  Parker  warns  that  an 
integrated  application  of  all 
three  cannot  succeed 
without  systems  and 
applications.  'You 
need  consistent 
information 
brought  to  the 
process  in  order 
to  be  effective," 
he  says. 


LEAN 

a  framework  for 

productivity 

Delivers  value  stream 
analysis  that  identifies 

areas  of  waste  in 

processes  and  improves 

cycle  times. 


To  support 
these  initia- 
tives, software 
makers  will 
begin  introducing 
a  new  generation  of  control  loop 
applications  to  help  customers  use 
information  more  effectively  and 
support  decision  reengineering. 
"Where  the  last  generation  of  software 
was  about  producing  information 
more  consistently  and  supporting 
process  reengineering,"  says  Parker, 
the  next  generation  will  be  about 
using  the  information  more  efficiently. 
Rather  than  worrying  about  the 
process  being  streamlined,  you  now 
have  a  control  loop  on  the  process 
that  helps  ensure  that  it  is  more 
effective."  Which  sounds  like  a 
great  foundation  for  any  "House 
of  Productivity." 
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BEATING  DOWN  SUPPLIERS 
ON  PRICE  UNTIL  THEY 
CAN'T  GET  UP? 


THIS  IS  NOT  SPEND  MANAGEMENT. 


STRATEGIC  SOURCING  THAT  RESULTS  IN  THE  BEST  DEAL  FOR  EVERYONE  IS. 

Sure,  hitting  suppliers  for  a  lower  price  can  drive  savings.  But  quality  may 
be  more  important  than  price.  Or  service  may  be  more  important  than  both. 
When  you  move  beyond  a  one-size-fits-all  approach  to  sourcing,  that's  Spend 
Management.  And  that's  Ariba.  We  can  help  implement  strategies  that  evolve 
supplier  relationships  and  transform  your  business.  To  get  your  complimentary 
copy  of  our  helpful  guide,  "Seven  Habits  of  Effective  Sourcing  Organizations," 
please  call  us  at  1-866-772-7422  or  visit  www.ariba.com/source. 
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Often  new  productivity  initiatives  begin 
with  a  mandate  for  change  from  the  top. 
In  many  companies,  performance  and 
productivity  initiatives  are  driven  by  the 
CFO,  who  acts  as  the  de  facto  custodian  of 
both  corporate  information  and  enterprise 
performance.  "Many  companies  still  look 
at  performance  as  a  matter  of  cost," 
says  Hagerty.  "And  cost  equals  CFO." 

Some  performance  and  productivity 
initiatives  are  getting  a  boost  from  cor- 
porate compliance  efforts,  such  as 
those  driven  by  the  Sarbanes-Oxley  Act 
(SOA).  "Because  of  the  dramatic 
changes  in  the  regulatory  environment, 
companies  require  more  visibility  into 
their  businesses  to  be  able  to  maintain 
compliance,"  says  PeopleSoft's  Gilman. 
"One  of  the  big  drivers  resulting  from 
SOA  has  been  the  need  for  accelerated 
reporting,  governance  controls,  and 
visibility.  That's  driven  a  lot  of  compa- 
nies to  evaluate  their  internal  systems 
to  ensure  they  can  address  those 
more  effectively." 

Even  projects  otherwise  classified  as 
business  improvement  are  increasingly 
being  justified  by  their  impact  on  perfor- 


mance and  productivity.  SayslHagerty: 
"These  may  be  manufacturing,  supply 
chain,  or  customer  relationship  man- 
agement projects  on  the  surface,  but  in 
many  cases,  performance  improvement 
is  the  underpinning  of  why  they  do  it." 

OPTIMIZING  YOUR  MOST 
VALUABLE  ASSET 

So  which  specific  performance  and 
productivity  technologies  can  businesses 
use  to  stay  competitive  and  better  the 
bottom  line  today?  A  wide  selection  of 
employee  performance  management 
tools  is  available.  Instead  of  an  annual 
appraisal,  employees  and  their  managers 
can  use  Web-based  applications  to 
continuously  improve  performance, 
communication,  and  alignment.  In 
addition  to  setting  goals  and  objectives 
and  providing  formal  reviews  and  ratings 
for  specific  employees,  these  tools  can  be 
used  to  cascade  objectives  throughout 
the  organization.  Employees  can  see  the 
connection  between  their  tasks  and  the 
goals  of  other  employees  —  sometimes 
up  to  the  CEO  —  as  well  as  the  connec- 
tion to  department  and  enterprise  goals. 
This  visibility  helps  individual  employees 
to  understand  the  purpose  and  value  of 


EMPLOYEE  MANAGEMENT  MATURITY  MODEL 


4.  Orchestrating 


FOOTPRINT,  FORMAT,  AND  PROCESS 
FOR  EACH  STAGE 


3.  Anticipating 


2.  Coping 


•  Enterprise-wide 
alignment  with  financial 
and  operational  processes 

•  Driven  from  the  top 


•  Clear  alignment  and  visibility 

•  Focus  on  performance  and 
behaviors 

•  Driven  by  human  resources, 
lived  in  line  of  business 


•  Cross-functional  metrics 

•  Consistent  tools  and 
methodology 

•  Project  managed  by 
human  resources 


•  Paper  of 
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<-  WHERE  MOST  LARGE 
COMPANIES  ARE  TODAY. 


their  contribution,  which  can  further 
enhance  performance. 

From  a  corporate  viewpoint,  these  tools 
also  offer  the  benefit  of  giving  managers  a 
running  view  of  the  goals  assigned  to 
various  employees;  they  can  even  show 
goals  across  departments  or  units  of  the 
organization.  This  is  especially  valuable 
for  spotlighting  conflicting  goals.  For 
example,  a  company  may  ask  its  marketing 
department  to  reduce  expenses.  But  if 
executives  also  hope  to  enhance  customer 
satisfaction,  they  may  need  to  rethink  the 
two  mutually  exclusive  goals.  Employee 
performance  management  tools  can  help 
executives  spot  such  inconsistencies, 
align  goals,  and  keep  everyone  progress- 
ing toward  the  same  objective. 

Most  organizations  are  relatively  immature 
in  terms  of  their  ability  to  fully  incorporate 
true  employee  performance  manage- 
ment into  their  culture  (Fig.)  "Many 
companies  are  still  looking  at  this  issue 
in  terms  of  streamlining  and  automating 
processes,"  explains  Monica  Barron, 
research  director  at  AMR  Research.  "But 
companies  that  are  further  up  the  maturity 
curve  are  seeing  the  benefits  of  getting 
visibility  into  the  data  and  being  able  to 
link  goals  all  the  way  up  the  line." 

WHAT  MAKES  SAMMY  RUN? 

A  broader  class  of  applications  and 
technologies  addresses  the  vast  area 
of  employee  productivity.  Knowledge 
management  tools,  for  example,  can 
help  employees  efficiently  find  informa- 
tion they  need  to  do  their  jobs.  Less 
time  searching  for  information  means 
more  time  to  do  productive  work.  These 
applications  can  also  help  companies 
centralize  information  about  employee 
expertise  -  so  that  personnel  assets 
are  optimized  and  vital  knowledge  is 
captured  and  retained,  even  in  the  face 
of  high  turnover  or  mass  retirements. 

Business  intelligence  tools  offer  another 
way  of  using  knowledge  to  drive 
performance.  This  software  provides 
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COMPENSATION  HEADACHES 

WEIGHING  YOU  DOWN? 
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<  Inaccurate  Reports 

<  Sarbanes-Oxley 

Don't  get  stuck  between  a  rock  and  a 
hard  place. Take  control  with  Callidus 
Enterprise  Incentive  Management 
(EIM)  solutions.  Ensure  the  right 
people  are  paid  the  right  amount, 
on  time,  every  time. 

Callidus  Software  delivers  flexible 
Web-based  solutions  that  alleviate 
compensation  headaches  and  improve 
companies'  profitability  and  productivity. 
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organizations  with  an  unobstructed  line 
of  sight  on  past  results,  present  condi- 
tions, and  future  challenges.  "People 
need  the  right  information  to  make  deci- 
sions and  be  productive,"  says  Karen 
Williams,  vice  president  of  business 
intelligence  at  software  company  Cog- 
nos  Inc.  in  Burlington,  Mass.  "There's 
so  much  more  to  do  now  in  so  much 
less  time.  Business  intelligence  tools 
drive  the  decision  making  to  the  point  of 
impact  and  provide  a  single  version  of 
the  'truth,'  so  that  the  people  who  are 
on  the  ground  can  make  decisions 
quickly.  This  promotes  high  productivity 
at  every  level  of  the  organization." 

At  Zarlink  Semiconductor,  having  "one 
version  of  the  truth"  delivered  to  users  in 
graphical,  easy-to-understand  reports  has 
not  only  generated  tremendous  savings, 
but  also  changed  the  business  culture. 
The  Ottawa  company,  which  produces 
semiconductor  products  for  voice, 
enterprise,  broadband,  and  wireless 
communications,  used  Cognos  business 
intelligence  tools  to  combine  information 
from  10  diverse  operational  systems 
into  a  single  data  warehouse.  Information 
that  once  was  analyzed,  consolidated, 
and  distributed  by  30  power  users  is  now 
delivered  directly  from  the  warehouse  to 
some  300  end  users  in  daily  "scorecards" 
that  provide  precisely  the  information 
each  user  needs.  This  change  helped 
the  company  trim  its  information  systems 
staff  from  1 1 2  to  34  and  slash  its  $20 
million  annual  information  systems 
costs  to  $7.5  million  over  the  past  30 
months.  "Because  decision  makers 
have  unprecedented  visibility  into  the 
performance  of  our  business,  Zarlink 
has  dramatically  reduced  its  time  to 
market  to  help  meet  the  product  needs 
of  our  customers,"  says  Bill  O'Connor, 
the  company's  CIO. 

REWARDS 

Enterprise  incentive  management  (EIM) 
software  contributes  to  performance 
and  productivity  initiatives  by  helping 
shape  employee  behavior  through  the  use 


of  positive  rewards  such  as  compensation. 
Most  EIM  applications  are  still  being  used 
in  sales  organizations,  where  remuneration 
can  be  directly  tied  to  revenues.  However, 
some  companies  are  beginning  to 
implement  the  technology  to  change 


the  behavior  of  non-sales  employees 
who  can  influence  an  organization's  rev- 
enue opportunities,  such  as  customer 
service  representatives  or  bank  tellers. 

The  opportunity  to  enhance  performance 
in  these  organizations  is  huge.  Although 
90  percent  of  companies  use  some  form 
of  incentive-based  pay,  47%  of  billion- 
dollar  public  companies  reportedly  use 
nothing  more  than  spreadsheet-based 
compensation  planning  tools.  The  money 
at  stake  can  be  staggering:  $100  million 
compensation  budgets  are  not  unusual  in 
larger  enterprises.  Yet  the  known  error 
rates  in  manual  compensation  systems 
range  from  7%  to  10%.  "The  vast  majority 
of  companies  have  no  technology  in 
place  to  manage  enterprise  incentives," 
explains  Christopher  Cabrera,  senior 
vice  president  of  operations  for  Callidus 
Software  Inc.  in  San  Jose,  Calif.  "An 
enterprise  with  thousands  of  employees 
that  needs  to  regularly  change  the  com- 
pensation plan  to  reward  behavior  is 
simply  incapable  of  doing  so  effectively 
without  this  technology." 

EIM  tools  not  only  simplify  the  execution 
and  tracking  of  variable  compensation. 
They  also  offer  impressive  modeling 


capabilities  that  can  help  business  leaders 
assess  the  true  costs  of  various  incen- 
tives and  explore  the  causal  relationships 
between  incentives  and  desired  employee 
behavior.  Analytical  tools  can  be  used  to 
evaluate  the  success  of  incentives,  so 


that  programs  can  be  tweaked  to 
improve  their  outcome.  In  addition, 
enterprises  can  quickly  modify  their 
incentive  programs  to  take  immediate 
advantage  of  changing  market  conditions. 
"The  real  power  of  these  products  is  the 
ability  to  align  behavior  with  corporate 
goals,"  says  Cabrera.  "If  you  have 
10,000  people  selling  your  products 
and  you  can  give  them  a  reason  to  sell 
just  one  more  unit  of  the  right  product, 
imagine  what  that  can  do  for  your 
bottom  line." 

SPENDING  SAVVY 

Even  software  traditionally  designed  to 
reduce  costs  is  finding  a  piace  in  perfor- 
mance and  productivity  improvement. 
The  category  of  applications  known  as 
"spend  management"  turbocharges 
simple  automated  procurement  software. 
These  applications  aggregate  an  orga- 
nization's spending  into  one  universal 
system  that  comes  with  powerful  analysis 
tools.  Companies  can  use  this  software 
to  more  effectively  understand  and  leverage 
their  purchases,  encourage  competition 
for  low  prices  among  suppliers,  and 
drive  corporate  buyers  to  purchase 
goods  from  approved  vendors  within 
favorable  contracts. 
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Core  values  you  achieve  with  Cognos  Performance  Management  software. 
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"In  the  last  three  years,  smart  companies 
have  moved  procurement  from  a  back 
office  function  to  an  area  of  competitive 
advantage,"  says  Ariba's  Schmitt.  Using  an 
integrated  spend  management  program, 
Ariba  customers  slashed  their  analysis 
processes  by  50%,  cut  the  time  spent  on 
sourcing  by  33%  to  60%,  and  gained  50% 
to  70%  improvement  in  getting  transac- 
tional processes  approved  and  purchase 
orders  delivered  to  suppliers. 

"With  this  single  closed-loop  cycle  of 
managing  their  spending,  our  leading 
customers  have  generated  tremendous 
productivity  improvements,"  says  Schmitt. 
"Not  only  are  they  doing  much  more  with 
fewer  people,  but  the  people  they  have 
are  now  dedicated  to  more  strategic 
activities.  This  drives  dramatic  savings." 

DIME  IN,  DOLLAR  OUT 

What  do  performance  and  productivity 
solutions  cost,  and  how  difficult  are  they  to 
justify?  It  depends  on  the  tools  selected. 
Tools  that  support  workforce  optimization 
generate  a  clearer  ROI  because  they 
can  help  companies  eliminate  over- 
staffing,  reduce  the  opportunity  for  lost 
sales,  and  enhance  opportunity  costs 
by  ensuring  that  the  right  people  are 
working  at  the  right  times.  Even  simple 
tools,  such  as  those  that  prevent  workers 
from  clocking  in  early,  can  generate 
bountiful  savings  when  applied  to  a  large 
workforce  overtime. 

In  general,  Barron  of  AMR  Research  says, 
because  most  performance  and  pro- 
ductivity tools  are  relatively  inexpensive, 
companies  can  achieve  ROI  in  as  little 
as  six  months,  with  one  year  being  the 
average  time  frame.  For  example,  Ariba's 
Schmitt  cites  a  high-tech  manufacturing 
customer  that  purchased  a  spend 
management  solution  six  months  ago. 
The  company,  which  spends  $100  million 
annually  on  procured  items,  began  by 
using  the  solution  on  three  categories 
of  goods.  In  that  limited  procurement 
exercise,  the  company  reduced  the 
cost  of  contracts  by  $14  million,  saving 


more  than  twice  the  cost  of  the  spend 
management  implementation. 

Yet  most  companies  focusing  on  perfor- 
mance and  productivity  don't  justify  these 
initiatives  strictly  in  terms  of  dollars  and 
cents.  "Business  leaders  typically  turn  to 
performance  and  productivity  initiatives 
after  acknowledging  that  the  current  sys- 
tem isn't  working,"  says  Barron.  "They  do 
this  expecting  the  associated  gains  to 
make  the  investment  worthwhile." 

And  in  the  long  run,  restricting  the  value 
of  a  performance  and  productivity  initiative 
to  mere  ROI  may  be  unwise.  "For  many 
companies,  how  these  applications  can 
improve  your  ability  to  achieve  business 
goals  or  help  you  avoid  potential  and  costly 
risk  is  more  significant  than  reducing 
administrative  costs,"  says  Barron. 

GETTING  YOUR  MONEY'S  WORTH 

In  the  recent  past,  many  companies 
have  implemented  innovative  strategies 
designed  to  enhance  relationships  with 
their  suppliers,  business  partners,  and 


customers.  Optimizing  the  relationship 
with  —  and  output  from  —  employees  is 
the  last  uncharted  frontier  for  business. 
Perhaps  even  more  important,  these 
companies  have  neglected  to  introduce 
the  same  type  of  rigor  to  employee- 
related  processes.  "Companies'  biggest 
expense  is  labor,  and  many  organizations 
really  don't  know  what  they're  getting  for 
their  dollars,"  says  Barron.  Considering 
the  huge  investment  and  tremendous 
asset  that  employees  represent,  opti- 
mizing it  through  performance  and 
productivity  strategies  seems  like  a  no- 
brainer  in  the  current  economic  climate. 

For  business  leaders,  the  time  is  right 
to  apply  the  same  lessons  they've 
learned  about  managing  suppliers  and 
customers  to  managing  their  employ- 
ees. "Properly  defined  performance 
and  productivity  initiatives  are  still  more 
art  than  science,"  Barron  says.  "But 
these  strategies  offer  the  processes 
that  help  companies  get  the  results 
they  should  from  their  massive  invest- 
ment in  employees." 


ABOUT  AMR  RESEARCH 

Business  and  technology  executives  trust  AMR  Research  to  provide  the 
information  they  need  to  more  effectively  use  technology  to  improve  business 
processes.  Hundreds  of  clients  rely  on  AMR  Research's  industry-specific 
expertise  to  quickly  and  confidently  make  critical  technology  decisions  while 
lowering  risk,  saving  time  and  reducing  cost.  AMR  Research  also  helps 
software  application  providers  better  meet  the  demands  of  large  enterprises. 
For  more  information  about  AMR  Research,  visit  http://www.amrresearch.com. 
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THE  JEER  TRAIL  RATED™  SYSTEM.  Yeah,  we're  tough  on  our  4x4s.  We  put  them  through 
a  series  of  rigorous  tests  under  grueling  conditions  with  unreasonably  high  expectations. 
The  result?  A  TRAIL  RATED  badge  that  shows  every  Jeep  4x4  is  capable  ONLY  IN  A 
of  getting  you  safely  through  some  of  the  most  extreme  situations.  To 
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impressive  7-year/  70,000-mile  Powertrain  Limited  Warranty,*  please  visit  us 
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DIPLOMACY 


CONTINENTAL 
DIVIDES 

As  EU  expansion  nears,  relations 
with  Russia  are  getting  tense 


AS  COMMERCIAL  Dis- 
putes go,  it  hardly  mer- 
ited a  headline.  On 
Feb.  1,  Belarus,  wedged 
between  Poland  and 
Russia,  stopped  buying 
electricity  from  Unified 
Energy  System  of  Russia  (UES),  after  UES 
raised  prices  by  28%.  The  former  Soviet 
republic  then  turned  to  its  northern 
neighbor  Lithuania  to  make  up  the  short- 
fall, but  electricity  supplies  in  the  Baltic 
state  are  also  largely  controlled  by  UES— 
which  refused  to  sell.  Then,  one  by  one, 
the  Russian  companies  that  supply  natu- 
ral gas  to  Belarus— Gazprom,  Itera,  and 
Trans  Nafta— shut  off  shipments,  accus- 
ing Belarus  authorities  of  illegally  si- 
phoning off  gas.  The  dispute  meant  that 
Poland,  which  gets  Russian  gas  through 
pipelines  transiting  Belarus,  saw  vital  gas 
supplies  interrupted  for  almost  a  full  day. 
No  one  froze  in  Warsaw— local  stock- 
piles easily  cushioned  the  shortfall.  And 
the  Russians  have  an  explanation  for 
their  behavior.  Russia's  energy  compa- 
nies say  they  had  simply  raised  prices  af- 
ter supplying  subsidized  energy  to  Be- 
larus since  1991,  and  that  Belarus  was 
balking  at  the  increased  cost. 

But  the  incident 
reignited  a  heated  debate 
within  Poland  about  the 
wisdom  of  depending  on 
Russia  for  over  80%  of  the 
country's  gas  supplies. 
And  for  many  around  Eu- 
rope, the  appearance 
Russia  gave  of  tampering 
with  vital  energy  supplies 
to  another  country 
smacked  of  strong-arm 
tactics    belonging    to    a 


more  unpleasant  era.  "We  have  sensed  a 
new  Russian  assertiveness,"  says  Mircea 
Geoana,  Foreign  Minister  of  Romania. 

The  dispute  is  emblematic  of  a  big  shift 
on  the  Continent:  Tensions  are  growing 
along  what  on  May  1  will  become  one  of 
the  world's  key  political  and  economic 
frontiers— between  the  European  Union 
and  Russia.  That's  the  date  10  new  mem- 
ber states  formally  join  the  European  po- 
litical club,  including  eight  former  mem- 
bers of  the  old  Moscow- controlled 
Warsaw  Pact,  such  as  Poland.  With  this 
historic  expansion  pushing  Europe's  bor- 
ders hundreds  of  miles  to  the  east,  the  EU 
and  Russia  will  be  facing  each  other 
across  a  long  frontier. 

ALARM  BELLS 

IT  COULD  BE  A  MORE  troublesome  fron- 
tier than  either  side  bargained  for.  Rela- 
tions seemed  decidedly  chummier  just  10 
months  ago,  when  Russian  President 
Vladimir  V.  Putin  and  European  Com- 
mission boss  Romano  Prodi  clinked 
glasses  in  St.  Petersburg  after  expanding 
a  partnership  agreement  covering  issues 
from  energy  to  counterterrorism. 

Since  then,  everything  from  the  Oct.  25 
arrest  of  Russian  oil  tycoon  Mikhail  B. 


Khodorkovsky  to  a  series  of  bitter  poli 
disputes  over  the  World  Trade  Organb 
tion  and  the  Kyoto  Protocol  have  set  < 
alarm  bells  in  Brussels  and  the  capitals 
Europe.  On  Feb.  9  the  European  Cor 
mission  issued  an  unusually  frank  c 
tique  of  various  aspects  of  Russian  poh 
from  "its  more  assertive  stance"  towa 
former  Soviet  states  to  its  failure  to  sol 
the  conflict  in  Chechnya.  And  it  que 
tioned  Putin's  commitment  to  democrc 
ic  values.  "There's  a  very  substantial  di 
satisfaction  with  the  Russians  on 
number  of  issues,"  concedes  a  top  cor 
mission  official  in  Brussels. 

The  irritation  is  mirrored  in  Russia 


I 


: 


Testy 
Neighbors 

Key  points  of  contention 
between  the  EU  and 
Russia 


EU  ENLARGEMENT 

Moscow  wants  compensation  for 
new  barriers  and  tariffs  that  will 
come  into  effect  on  May  1,  when 
Poland  and  seven  other  East  and 
Central  European  countries  join  the 
EU.  Brussels  is  worried  that  Russia 
wants  to  keep  a  degree  of  economic 
and  political  influence  over  the 
new  members. 


FORMER  SOVIET  SI 

Alarm  bells  are  going  off  aero 
Europe  over  what  are  seen  as 
arm  tactics  by  Moscow  to  ma 
influence  in  Ukraine,  Belarus, 
Moldova,  Georgia,  and  other  1 
parts  of  the  Soviet  Union.  Nev 
states  like  Poland  and  Hungai 
see  Ukraine  and  Belarus  as 
important  buffers. 
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FACE-OFF  EC 

Chief  Prodi  and 
President  Putin 
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1  January,  the  Foreign  Ministry  presented 
;  he  EU  with  a  list  of  14  demands,  includ- 
:  ng  an  increase  in  quotas  on  Russian 
;teel  imports  to  the  enlarged  EU  and 
[  isa-free  travel  between  Russia  and  the 

I  'lew  members.  Moscow  also  is  irritated 
( vith  growing  EU  involvement  in  former 
Soviet  countries  such  as  Moldova  and 

II  jeorgia,  where  Russia  now  faces  EU  de- 
mands to  withdraw  its  forces.  "If  previ- 
ously people  in  the  EU  were  talking 
li  ibout  finding  a  solution  on  the  basis  of 

:ommon  interests,  now  [they]  are  talk- 
ing about  finding  a  solution  on  the  basis 
)f  European    interests,"    says    Sergei 
Karaganov,  chairman  of  the  Council  on 


Foreign  &  Defence  Policy,  a 
think  tank  in  Moscow. 

In  Europe,  the  nervousness 
is  most  visible  in  the  soon-to- 
be  EU  member  states  that 
were  once  under  Soviet  con- 
trol. Many  are  worried  about 
the  rising  prominence  of  well- 
heeled    Russian    oil-and-gas 
companies  such  as  Gazprom, 
Lukoil,  and  Yukos.  In  tiny 
Lithuania,  for  example,  the 
main  Mazeikiu  Nafta  refinery 
is  now  majority-owned  by  Yukos,  and 
Gazprom  recently  bought  a  34%  stake  in 
the  national  gas  distribution  company,  Li- 
etuvos  Dujos 


The  clout 

of  Russian 

energy 

giants 

worries 

Europe 


fitUST  OF  PUTIN 

'■$  losing  patience  with  moves 
^  sider  to  be  infringements  of 
Micy,  from  the  Kremlin's 

m  against  oil  company  Yukos 

iontrol  by  Moscow  over 
>  media.  The  European 
;'  ;nt  is  up  in  arms  about  alleged 

ights  abuses  in  Chechnya. 

ialls  this  interference. 


WORLD  TRADE 
ORGANIZATION 

Russia  wants  to  join  the  multilateral 
trading  system  and  needs  the  EU's 
support.  Brussels  wants  to  see  more 
reforms  to  Russia's  energy  market, 
arguing  that  Russian  exporters, 
such  as  steel  and  aluminum 
companies,  benefit  from  artificially 
low  energy  prices. 


Officials  in  War- 
saw, Prague,  and 
Budapest  point  to 
statements  made 
late  last  year  by 
Anatoly  Chubais,  a 
former  First 
Deputy  Prime  Min- 
ister of  Russia  and 
now  CEO  of  UES, 
that  Russian  ener- 
gy     companies 


would     work    with 
Moscow  in  promot- 
ing Russian  "liberal 
^^^™  imperialism." 

"We  are  concerned  that  Russia  backs 
its  oil-and-gas  concerns  not  as  commer- 
cial enterprises  but  as  instruments  of 
foreign  policy,"  says  Janusz 
Onyszkiewicz,  a  former  Polish  Defense 
Minister  now  at  the  Center  for  Interna- 
tional Relations  in  Warsaw. 

Russians  see  it  differently.  In  their  eyes, 
local  companies  are  only  leveraging  the 
obvious  comparative  advantage  of  Rus- 
sia's energy  riches.  Furthermore,  the 
companies  face  capacity  constraints  in 
Russian  ports— one  reason  they've  been 
buying  up  refineries  in  Eastern  Europe. 
And  the  Russians  have  money.  "The  fact 
is  that  we  and  others  in  Eastern  Europe 
are  privatizing  everything,  and  the  Rus- 
sians come  in,  and  they  are  willing  to  pay 
the  extra  buck,"  says  Romania's  Geoana. 
Despite  the  suspicions  on  both  sides,  of- 
ficials point  to  some  movement  on  a  vari- 
ety of  EU-Russian  issues  recently.  The  EU 
and  Russia,  for  example,  have  joined 
forces  to  look  at  new  oil-and-gas  pipeline 
designs.  Stalled  negotiations  on  visa-free 
access  to  the  EU  by  Russian  nationals 
seem  ready  to  restart.  And  expectations  are 
growing  that  a  second  Putin  term  follow- 
ing Presidential  elections  on  Mar.  14  could 
lead  to  a  breakthrough  in  other  areas,  such 
as  Russia's  eventual  accept- 
ance that  it'll  have  to  give  up 
lucrative  bilateral  trade  pacts  it 
has  long  had  with  some  east- 
ern states.  "My  hope  is  that 
these  problems  will  be  sorted 
out  before  enlargement"  on 
May  1,  says  Latvia  Foreign 
Minister  Sandra  Kalniete. 

The  big  unknown,  in  fact, 
could  be  Putin  himself— and 
which  way  he  takes  Russia.  If 
he  shows  moderation  in  pur- 
suing Russian  foreign  policy 
goals  in  surrounding  regions,  the  upside 
in  trade  and  political  relations  with  an  ex- 
panded EU  could  be  enormous.  But  if 
there  is  increasing  interference  and  bully- 
ing in  Russia's  "near- abroad,"  the  bene- 
fits will  be  limited.  Better  relations  with 
Europe  "won't  be  possible  if  the  price  is  a 
kind  of  silence  about  what  Europeans  see 
as  very  unacceptable  human  rights  viola- 
tions in  Chechnya  and  lack  of  democracy 
at  home,"  says  John  Palmer  of  the  Euro- 
pean Policy  Centre  in  Brussels.  Is  that  un- 
derstood in  Moscow?  ■ 

-By  John  Rossant  in  Paris,  with  David 

Fairlamb  in  Frankfurt  and 

Jason  Bush  in  Moscow 
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SAUDI  ARABIA 


IS  THE  KINGDOM  OUT 
OF  THE  DOLDRUMS? 

Stocks  are  hot,  and  even  hiring  may  be  set 
to  pick  up.  That  may  ease  social  tensions 


IT  HAS  BEEN  A  TRYING  YEAR  OR 
so  for  the  Saudis.  First  they  worried 
that  the  war  in  neighboring  Iraq 
might  somehow  spill  over  their 
borders.  Then,  for  the  past  10 
months,  the  kingdom  has  been 
locked  in  a  near- civil  war  between 
the  government  and  militants,  who  have 
been  responsible  for  horrific  bombings 
and  other  violent  incidents.  After  some 
600  arrests  of  al  Qaeda-style  operatives, 
they  are  down  to  perhaps  20  men  capable 
of  organizing  new  attacks.  But  they  re- 
main extremely  dangerous. 

The  signs  of  this  conflict  are  every- 
where. Streets  are  blocked  off,  check- 
points dot  the  capital,  and  armored 
personnel  carriers  rumble  along  the 
perimeters  of  residential  areas  housing 
foreigners.  Yet  there  are  also  encouraging 
signs.  Ecojiomic  activity  has  remained  re- 
markably strong.  Oil  prices  averaging 
above  $30  a  barrel  have  been  crucial.  But 
the  government's  efforts  to  encourage  the 
private  sector  are  paying  off  as  well.  Sau- 
di leaders  think  a  strong  economy  is  the 
best  hope  for  curing  social  ills  that  help 
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breed  Islamic  militancy.  Some  Saudis  say 
the  violence  may  actually  spur  further 
positive  changes.  "I  think  what  happened 
united  people,"  says  Mohammed  Abanu- 
may,  a  businessman  whose  family  has  in- 
terests in  real  estate  and  manufacturing. 
The  red-hot  Saudi  stock  market  is  one 
indicator  of  revived  business  confidence. 
Despite  the  war  in  Iraq,  the  Saudi  all- 
share  index  rose  by  76%  in  2003.  So  far 
this  year,  share  prices  are  up  an  addition- 
al 10%.  Bashr  Bakheet,  managing  partner 
of  Riyadh-based  institutional  money 
managers  Bakheet  Financial  Advisors, 
points  to  monster  profit 
growth  as  the  main  source 
of  oomph.  Gross  domestic 
product  growth  came  in  at 
a  strong  6.4%.  And  profits 
for  the  top  20  companies 
rose  by  80%  last  year.  Mo- 
hammed KA.  Al-Faisal, 
president  of  Al  Faisaliah 
Group,  owned  by  a  branch 
of  the  royal  family,  says  the 
company's  consumer-elec- 
tronics business  has  been 


THE  STAT 


76% 

The  rise  in  the 
Saudi  stock  index 
in  2003 

Data:  Bakheet  Financial  Advisors 


growing  at  close  to  8%  annually,  while  i 
dairy-products  unit,  Al  Safi-Danone,  is  e 
panding  at  about  10%. 

Domestic  investors  and  consumers ; 
the  key.  With  a  fast-growing,  youthf 
population,  the  Saudis  snap  up  ever 
thing  from  fast  food  to  electronic 
Bruised  by  the  crash  of  NASDAQ  in  tl 
U.S.  and  frightened  of  having  their  moi 
ey  frozen  by  Washington,  the  Saudis  a 
investing  as  well  as  spending  more  tin 
and  money  in  the  kingdom.  While  qui' 
to  blast  U.S.  efforts  in  Iraq,  the  Saudis  a 
also  relieved  that  the  Iraqi  regime  ft 
quickly,  with  little  impact  on  the  kingdo 
next  door.  "Quick  victory  with 
spillover  effect  was  the  trigger  for  tl 
stock  market  going  up,"  Bakheet  says. 

BUREAUCRATIC  OBSTACLES 

BOTH  SAUDI  CORPORATIONS  and  pn 
spective  foreign  investors  are  growin 
bolder.  Brad  Bourland,  chief  economist  < 
Saudi  American  Bank  in  Riyadh,  says  ea 
ly  indications  are  that  corporate  borro\ 
ing  will  jump  this  year  after  a  long  perk 
of  sluggishness.  One  reason:  The  kinj 
dom  is  finally  starting  to  ink  gas  expl< 
ration,  power,  and  water-purificatk 
deals.  Russia's  Lukoil,  China  Petroleum 
Chemical,  and  a  consortium  of  Italy's  EI* 
and  Spain's  Repsol  YPF  agreed  on  Mar. 
to  spend  $600  million  to  $800  millic 
exploring  for  gas.  When  these  projec 
start  up,  demand  will  increase  for  ever 
thing  from  accounting  to  construction. 
Encouraging  as  these  developmen 
may  be,  Saudi  Arabia  is  far  from  an  entn 
preneur's  paradise.  Bureaucratic  obstach 
to  investment  remain— a  situation  th 
may  have  led  to  the  recent  resignation 
Prince  Abdullah  bin  Faisal  bin  Turki,  go 
ernor  of  the  Saudi  Arabia  General  Inves 
ment  Authority.  The  kingdom  still  looks  i 
be  falling  short  in  its  effort  to  cut  unen 
ployment,  which  Bourland  pegs  at  13%  f( 
Saudi  males.  He  forecasts  that  the  priva 
sector  will  grow  at  about  4-5%  this  year- 
less  than  the  6%  needed  to  absorb  tl 
150,000  or  so  joining  the  workforce. 
But  Bourland  concedes  that  job  en 
ation  is  improving, 
pegs  new  jobs  at  100,0C 
per  year,  on  average,  froi 
1997  to  2001— perhar 
triple  the  1992-96  averag 
The  kingdom  may  ha^ 
a  long  way  to  go,  an 
extremists  remain 
large.  But  at  least  son 
numbers  are  moving 
the  right  direction.  ■ 

-By  Stanley  Reu 
inRiyac 


You  can't  have  too  much  money. 

But  you  can  have  too  many 
retirement  accounts. 


Count  them.  A  401  (k)  here,  a  couple  of  IRAs  there. 
With  a  Free-for-Life  IRA  rollover,  American  Express 
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consolidate  your  retirement  savings  and  make  life 
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funds  so  they  last  throughout  your  retirement.  The 
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COMMENTARY 


BY  BRIAN  BREMNER 


Don't  Let  'Mr.  Dollar'  Get  Away  With  It 

Japan's  Zembei  Mizoguchi  is  driving  down  the  yen.  He  ought  to  be  stopped 


IN  TOKYO,  HE'S  a  faceless  bureaucrat 
in  a  town  full  of  them.  But  in  trading 
pits  in  London  and  New  York,  and 
among  chief  financial  officers  from 
Detroit  to  Stuttgart,  Vice-Minister 
of  International  Affairs  at  Japan's  Ministry 
of  Finance  Zembei  Mizoguchi  enjoys 
celebrity7  status.  And  with  good  reason: 
This  financial  diplomat— call  him  Mr. 
Dollar— is  the  architect  of  perhaps  the 

biggest  single-handed  currency  interven- 
tion since  World  War  II.  On  Mar.  5  alone,  the 
Bank  of  Japan,  acting  on  orders  from  Mi- 
zoguchi's  niinistry.  embarked  on  a  record 
S20  billion  yen-selling  frenzy  that  pushed 
the  dollar  to  a  five-month  high  of  112  to 
the  greenback. 

The  one-day  blitz  came  after  the  Japanese 
spent  S100  billion  buying  dollars  and  selling 
yen  during  the  first  two  months  of  2004— on 
top  of  S182  billion  last  year.  Tokyo's  goal  in 
2003  was  to  slow  the  yen's  rise  and  give 
Japan's  exporters  time  to  prepare  for  another 
strong-yen  era.  But  now  the  Japanese  seem 
intent  on  weakening  their  currency  outright. 
Mizoguchi's  goal  may  even  be  to  boost  the 
dollar  as  high  as  120  yen.  and  he  has  all  the 
ammunition  he  needs.  On  the  same  day  as 
the  BOJ  went  on  its  most  recent  dollar-buy- 


DOLLAR  BUYING  BINGE 


ing  binge,  Japan's  parliament  authorized 
spending  a  further  S360  billion  this  year  to 
drive  down  the  yen's  value. 

Japan's  trading  partners  shouldn't  let  Mr. 
Dollar  get  away  with  it.  True.  Japanese  finan- 
cial authorities  have  long  used  currency  ma- 
nipulation to  goose  exports.  And  it's  a  gambit 
the  U.S.  itself  employed  to  cany  out  a  major 
dollar  devaluation  against  the  yen  and  other 
currencies  in  the  famous  1985  Plaza  Accord. 
But  what's  going  on  now  is  different.  This 
time,  Japan's  currency  meddling  smacks  of 
pure  mercantilism  and  ought  to  be  loudly 
shouted  down.  With  Japan's  economy  on  the 
mend— it  grew  at  a  rate  of  6.4%  last  quar- 
ter—there is  no  justification  for  it.  The  Euro- 


Japan's  foreign  currency  reserves 
are  ballooning 
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peans  are  hurting  from  both  dollar  and  yen  weakness,  ar 
Tokyo  is  courting  a  backlash  from  Washington  in  this  Pre? 
dential  election  year. 

The  Japanese  have  been  bent  on  undercutting  the  yen 
since  it  started  strengthening  last  August.  On  Mar.  12.  U. 
Treasury  Secretary  John  W.  Snow  warned  about  the  dangers 
"propping  up  currencies"  artificially  in  a  brow-beating  direc 
ed  at  Japan.  But  the  Bush  Administration  has  reacted  to  Japar 
intervention  mostly  with  studied  inaction.  One  reason:  M 
zoguchi  &  Co.  are  recycling  their  dollars  into  the  Treasury  ma 
ket  at  a  time  when  a  S550  billion  current-account  deficit  mak 
the  U.S.  dependent  on  the  kindness  of  foreigners.  Washingtc 
needs  to  borrow  about  Slo  billion  abroad  every  day.  "Snow 
aware  of  the  role  Japan's  intervention  plays  in  keeping  U 
rates  low."  says  David  Gilmore,  a  partner 
Foreign  Exchange  Analytics,  a  currency  co 
sultant  in  Essex.  Conn.  Prime  Minister  J 
nichiro  Koizumi  also  appears  to  be  cashing 
chips  won  from  the  White  House  throus. 
Japan's  staunch  support  for  the  Iraq  War. 

But  the  Bush  Adininistration's  see-no-ev 
policy  is  shortsighted.  With  Japanese  intere 
rates  near  zero.  Japan  can  lower  the  yen  at  li 
de  cost  by  selling  low-yielding  bonds 
Japanese  investors  and  using  the  proceeds 
buy  Treasuries.  ^Japan's  currency  debas 
ment  game  can  go  on  forever  as  long  as  tl 
Finance  Ministry  has  the  authority  to  ket 
borrowing."  notes  Carl  B.  Weinberg,  chi 
economist  at  High  Frequency  Economi 
Ltd.  What's  more,  Tokyo  authorities  have  a 
tually  let  the  yen  depreciate  against  the  eu 
by  10%  since  the  start  of  2003.  Big  Westei 
multinationals  are  howling.  The  Japane 
"are  keeping  their  currency  artificially  we; 
against  the  dollar  and  euro  and  really  redu 
ing  the  competitive  position"  of  U.S.  and  E 
ropean  companies,  says  General  Moto 
Corp.  Chairman  G.  Richard  Wagoner  Jr. 

Japan  is  making  a  mockery  of  the  Group 
Seven's  commitment  to  foreign-exchani 
market  flexibility  by  acting  as  though  it  h 
carte  blanche  to  pursue  its  own  econom 
agenda.  But  Japan  Inc.  is  now  strong  enouj 
to  handle  a  yen  that  trades  at  105  to  the  dc 
lar.  So  heads  of  states,  finance  ministers,  ai 
central  bankers  have  to  start  some  seriof 
arm-twisting.  Only  then  will  Japan's  Mr.  D(| 
lar  let  the  free  market  be  free.  ■ 
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Some  colorful  remarks 
about  HP  printers. 


For  over  20  years,  HP  has  engineered  printers  with  business  in 
mind.  From  affordable  Color  LaserJet  printers  to  high-performance 
inkjets,  HP  has  a  solution  to  meet  your  needs.  That's  because  HP 
scientists  have  spent  years  refining  our  ink,  toner,  paper  and 
printers  to  work  together  flawlessly.  The  result-the  kind  of  rock-solid 
reliability  and  dedicated  excellence  that  can  add  brilliance  to  any 
document,  bring  outsourced  materials  in-house  and  help  any  size 
business  succeed.  Which  may  be  why  HP  has  become  the  most 
preferred  printer  manufacturer  in  the  world.  And  the  most  talked  about. 

+  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  + 
For  more  information  on  products  and  current  offers,  contact  your 
reseller,  go  to  hp.com/go/printcolor  or  call  1-866-625-1174. 
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"The  only  printing  vendor  to  receive  an  'A'  rating  in  printer 
satisfaction  12  years  in  a  row." 

-PC  Magazine  Readers'  Choice  Award,  August  5.  2003 


"18th  Annual  Editors'  Choice  Award-Color  L 

-Macworld.  2003 


'Pick  of  the  Year  for  Outstanding  Color  Inkjet  Workgroup 
Printer-Business  Inkjet  3000n." 

-Buyers  Laboratory  Inc.,  20C5 


"Top  10  Printers-Color  LaserJet  5500n.' 

-PC  World,  August  2003 


"Editors'  Hot  Pick  for  Hardware- Color  LaserJet  9500." 

-The  Seysbold  Report.  October  2003 
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Consider  the  possibilities 


Components  to  put  you  ahead  of  the  game 

Capturing  the  lead  in  today's  markets  requires  a  commitment  to  excellence  at  every  step 
of  the  production  process.  As  a  world  leader  in  Sensing  and  Control  Technology,  Omron 
provides  cutting-edge  manufacturers  with  a  vast  array  of  components  designed  for 
everything  from  mobile  phones  to  automobiles.  And  with  operations  around  the  globe, 
we're  able  to  provide  our  customers  with  a  solution  tailored  to  every  specific  need. 


Reliable  electronic  components 
make  it  possible 


omRor 

Sensing  tomorro\ 


•Industrial  Automation:  Omron  Electronics  LLC  800-55-OMRON  'Electronic  Components:  Omron  Electronics  LLC  800-55-OMRON  -Healthcare:  Omron  Healthcare,  Inc.  847-680-6: 
-Automotive:  Omron  Automotive  Electronics,  Inc.  248-893-0200  'Social  Systems:  Omron  Transaction  Systems,  Inc.  847  843-0515 

Website:  www.omron.com 
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Will  Taiwan  Vote  to 
Cool  Down  Tensions? 


T'S  ONE  OF  THE  ROUGHEST  presidential  campaigns  Taiwan  has  ever 
seen.  Wild  accusations  of  everything  from  corruption  to  wife-beat- 
ng  are  filing,  as  incumbent  President  Chen  Shui-bian  faces  a 
challenge  from  opposition  candidate  Lien  Chan,  chairman  of  the 
Cuomintang  (KMT),  the  party  that  dominated  the  island's  poli- 


Ics  until  Chen's  election  four  years  ago.  At 
take  is  whether  Chen,  who  makes  little  se- 
ret  of  his  desire  to  declare  Taiwan  an  in- 
ependent  country,  will  win  another  four 
ear  term— and  spark  further  tensions  in 
le  Taiwan  Strait. 

The  outcome  of  the  Mar.  20  race  is  too 
lose  to  call.  But  Taiwan  watchers  from  Bei- 
ing  to  Washington  are  quietly  rooting  for 

Lien  victory.  He  opposes  any  radical 
hanges  to  the  status  quo  and  thus  is  much 
lore  acceptable  to  China's  leaders.  As 
tesident,  Lien  would  probably  put  on  the 
ack  burner  any  plans  to  revise  Taiwan's 
onstitution  or  hold  a  refer- 
ndum  on  the  island's  sta- 
lls. He  has  even  talked 
bout  a  pre-inauguration 
rip  to  the  mainland,  avoid- 
lg  sovereignty  issues  by 
•aveling  as  KMT  chairman, 
ot  as  a  government  official. 

A  cross-strait  detente 
/ould  also  cheer  Taiwanese 
usiness  execs,  who  have 
)ng  wanted  better  relations 
etween  the  two  sides.  Even 
hough  political  relations 
re  on  hold  because  of  Bei- 
ng's dislike  of  Chen,  eco- 
omic  ties  have  been  grow- 
ig  closer.  Cross-strait  trade 

pse  24%  last  year,  to  $46    

illion,  with  Taiwan's  ex-  "'—^— 
orts  to  the  mainland  up  20%  and  imports 
:om  China  rising  38%.  "Businessmen  will 
e  happy"  with  a  Lien  victory,  says  Wu 
Long-i,  president  of  the  Taiwan  Institute  of 
\  Economic  Research,  a  think  tank  in  Taipei. 
He  says  we  should  make  peace  with  China 
nd  use  the  Chinese  market." 

As  the  vote  approaches,  the  race  is  a  vir- 

jal  dead  heat.  The  patrician  Lien,  who  fin- 

« ihed  third  in  2000,  lacks  Chen's  common 

such.  But  his  defeat  in  2000  was  largely 


LIEN  The  KMT 
chief  would  soft- 
pedal  the  move 
to  independence 


because  of  a  split  in  the  KMT,  with  rival 
James  Soong  bolting  the  party  to  run  him- 
self. Now,  Lien  and  Soong  have  papered 
over  their  differences  and  are  running 
mates  on  the  KMT  ticket. 

A  Rebounding  Economy 

STILL,  NOBODY  COUNTS  Chen  out.  He  has 
a  rewed-up  constituency  of  pro-independ- 
ence supporters  of  his  Democratic  Progres- 
sive Party  and  the  Taiwan  Solidarity  Union, 
led  by  former  President  Lee  Teng-hui.  Chen 
also  presides  over  a  rebounding  economy. 
While  the  SARS  outbreak  slowed  growth 
last  year  to  3.2%,  for  the 
fourth  quarter  it  topped  5%. 
For  Washington  and  Bei- 
jing alike,  the  worst-case 
scenario  is  a  Chen  victory 
that  emboldens  his  support- 
ers to  push  for  a  formal  in- 
dependence declaration.  No 
wonder  the  Bush  Adminis- 
tration has  cautioned  Chen 
about  upsetting  the  status 
quo.  And  unlike  2000,  when 
China's  then-Premier  Zhu 
Rongji  furiously  warned 
Taiwanese  voters  not  to  sup- 
port Chen,  President  Hu  Jintao  and 
Premier  Wen  Jiabao  are  keeping  their 
rhetoric  tame  to  avoid  a  pro -Chen 
backlash  and  thus  give  the  KMT  an 
edge.  "If  [Lien]  wins  the  election, 
they  will  slow  the  speed  toward  independ- 
ence," predicts  Yan  Xuetong,  director  of  the 
Institute  of  International  Studies  at  Bei- 
jing's Tsinghua  University.  Slow,  but  prob- 
ably not  stop.  For  any  politician  in  Taiwan, 
the  pro-independence  movement  will  re- 
main a  force  to  contend  with.  Even  a  Lien 
presidency  will  find  cross-strait  relations 
the  No.  1  challenge.  ■ 

-By  Bruce  Einhorn  in  Hong  Kong, 
with  Dexter  Roberts  in  Shanghai 


GLOBAL 
WRAPUP 

MORE  POLITICAL 
TURMOIL  IN  SEOUL 

SOUTH  KOREAN  President  Roh 
Moo  Hyun  is  expected  to  survive 
the  impeachment  motion 
submitted  on  Mar.  9.  The 
motion  alleges  he  illegally  took 
sides  in  the  runup  to  the  Apr.  15 
general  elections.  Korean  law 
forbids  civil  servants,  including 
the  President,  from  calling  for 
support  for  any  party  in 
elections.  The  National 
Assembly  has  until  Mar.  12  to 
pass  the  motion,  which 
requires  a  two-thirds  majority 
of  the  current  270  members,  but 
that's  unlikely,  given  rifts  in 
opposition  ranks.  Still,  the 
impeachment  drive  adds  to  the 
turmoil  that  has  marked  the 
Roh  administration  since  he 
was  inaugurated  in  February, 
2003,  discouraging  investment. 

SCANDAL  THREATENS 
MEXICAN  CANDIDATE 

MEXICO'S  presidential  election 
is  two  years  away,  but  already 
fireworks  are  erupting  that 
could  hurt  the  front-running 
candidate,  charismatic  Mexico 
City  Mayor  Andres  Manuel  Lopez 
Obrador.  His  reputation  for 
honesty  suffered  with  the  recent 
airing  of  videos  showing  top 
political  allies  collecting  alleged 
bribe  money  from  a  local 
contractor.  Lopez  Obrador  says 
the  videos  are  part  of  President 
Vicente  Fox's  efforts  to  scuttle 
his  candidacy.  The  mayor's 
rating  has  slumped  from  59%  to 
30%  since  the  videos  appeared 
on  Mexican  TV. 

Although  Fox  has  been  a 
lackluster  President,  the  woes 
of  Lopez  Obrador's  Party  of  the 
Democratic  Revolution  give 
Fox's  National  Action  Party  a 
better  chance  of  holding  on  to 
power.  The  Institutional 
Revolutionary  Party,  which 
ruled  for  71  years  until  2000,  is 
still  trying  to  shake  its 
reputation  for  corruption. 
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Legal  Affairs  The  Courts 


Less  Laissez-Faire 
In  Delaware? 

The  court  for  most  U.S.  companies  has  been 
toughened  up  by  waves  of  crime  and  reform 


WHEN  SHAREHOLD- 
ers  sued  four  Ora- 
cle Corp.  directors 
in  2001  alleging  in- 
sider trading,  the 
company's  board 
prompdy  appoint- 
ed two  outside  directors  to  investigate.  The 
duo  cleared  the  directors,  including  Chair- 
man and  CEO  Lawrence  J.  Ellison,  and 
asked  Delaware's  Chancery  Court  to  toss 
out  the  lawsuit.  That  normally  would  have 
ended  the  matter  in  Corporate  America's 
home  court,  where  judges  have  tradition- 
ally deferred  to  the  wisdom  of  board 
members  and  independent  directors. 


But  Judge  Leo  E.  Strine  Jr.  was  dis- 
turbed by  the  web  of  social  and  philan- 
thropic ties  between  the  investigators  and 
the  directors  they  were  probing.  The  two 
specially  appointed  outsiders  were  pro- 
fessors at  Stanford  University— employer 
of  one  of  the  defendant  directors,  alma 
mater  of  another,  and  recipient  of 
$300,000  in  Oracle  donations  and  a  $10 
million  gift  from  Ellison's  own  founda- 
tion. "This  was  a  social  atmosphere 
painted  in  too  much  vivid  Stanford  Car- 
dinal red  for  the  [committee]  members  to 
have  reasonably  ignored  it,"  Strine  wrote 
in  his  June,  2003,  opinion.  Ruling  that  the 
outside  directors  weren't  independent,  he 


JUSTICE  FOR  All  allowed  shareholdt 

Judge  Strine  let  to  pursue  their  suit. 

Oracle  investors  clearly,  aftershoc 

sue  four  of  its  of  ^   recent  wa 

222^  of  corporate  scanch 

are  finally  hitti: 
Wilmington.  In  the  wake  of  reforms 
Congress,  the  Securities  &  Exchan 
Commission,  and  the  major  stock  e 
changes,  Delaware's  Chancery  Court,  t( 
is  tightening  the  screws  on  Corpor; 
America.  The  five-judge  court,  long  pil! 
ried  as  pro -management,  is  allowi; 
shareholder  suits  it  would  have  tossed  c 
in  years  past.  In  a  handful  of  high-prof 
cases  over  the  past  18  months,  Delawa 
judges  have  sided  with  shareholders  i 
issues  from  exorbitant  CEO  pay  to  dire 
tor  independence  (table).  "This  signals 
new  ball  game  on  Delaware's  pari 
says  Charles  M.  Elson,  a  University 
Delaware  governance  expert.  "The  c 
regime  of  'management  can  do  what 
wants'  is  over." 

A  TINY  STATE'S  BIG  CLOUT 

THE  CONSEQUENCES  could  be  } 
found.  Internal  business  dealings 
largely  governed  by  state  law,  and  ti 
Delaware  dominates  the  field.  More  th 
half  of  all  publicly  traded  companies  a 
incorporated  in  the  state,  making  Del 
ware  jurisprudence  virtually  the  natior 
corporate  law.  Rulings  there  demand!' 
greater  corporate  accountability  ultima- 
ly  could  do  more  to  improve  boardroc 
behavior  than  the  Sarbanes-Oxley  Act 
many  of  the  reforms  approved  by  the  SE 

Traditionally,  Delaware  has  given  coi 
panies  a  wide  berth  under  the  so -call 
business  judgment  rule,  which  holds  th 
courts  won't  second-guess  boards  as  \oi\ 
as  directors  act  reasonably  and  in  gor 
faith.  That  has  made  it  hard  for  govt 
nance  critics  to  successfully  challen 
board  decisions.  Now,  the  scope  of  ti 
rule  is  being  narrowed. 

Consider  the  issue  of  CEO  pay.  Jud 
William  B.  Chandler  III  last  May  refus< 
to  dismiss  a  shareholder  lawsuit  th 
challenged  Walt  Disney  Co.'s  $140  m 
lion  severance  payment  to  former  Pre: 


Delaware's  New 
Discipline 

The  state's  usually  business- 
friendly  courts  are  no  longer 
giving  companies  a  pass. 
A  few  recent  cases: 


DISNEY  In  May,  2003,  a 
judge  refused  to  toss  a 
shareholder  suit 
challenging  Disney's 
$140  million  severance 
payment  to  Michael 
Ovitz.  Plaintiffs  charge 
that  directors  acted  in 
bad  faith,  which  could 
make  them  liable. 


ORACLE  A  Delaware 
court  in  June,  2003, 
held  that  a  panel  of 
independent  directors 
formed  to  probe 
stock  sales  by  CEO 
and  Chairman  Larry 
Ellison  and  other 
board  members  was  rife 
with  conflicts. 


EBAY  In  January,  a 
judge  ruled  that 
outside  directors 
weren't  independent 
because  of  options  that 
vested  upon  their 
reelection.  That 
meant  they  couldn't 
dispassionately  decide 
whether  to  sue  insiders. 


H0LLINGER 
INTERNATIONAL 

Last  month,  a  judge 
blocked  Lord  Black, 
the  chairman  and 
controlling  shareholder, 
from  selling  his 
stake  in  a  deal  that 
would  have  hurt 
minority  shareholders. 
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Introducing  nothing, 


No  spam.  No  email  fraud.  Just  the  messages  you  want.    \^jj}  IVl3HrrOntl3r 

Email  is  good  again.' 
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dent  Michael  Ovitz.  "The  facts  belie  any 
assertion  that  [Disney  directors]  exer- 
cised any  business  judgment  or  made 
any  good  faith  attempt  to  fulfill  the  fidu- 
ciary duties  they  owed  to  Disney  and  its 
shareholders,"  Chandler  wrote. 

In  another  decision  in  January  that 
put  independence  under  a  microscope, 
Chandler  ruled  that  certain  eBay  Inc. 
outside  directors  weren't  disinterested, 
because  they  held  huge  option  grants 
that  would  not  vest  unless  they  were  re- 
elected. That  effectively  undermined 
their  ability  to  decide  whether  to  pursue 
shareholder  claims  that  eBay's  invest- 
ment bank,  Goldman  Sachs  &  Co., 
bribed  company  insiders  with  hot  stock 
offerings.  Chandler  also  castigated  eBay 
officials  for  pocketing  the  initial  public 
offerings,  which  could  be  considered  a 
gratuity  that  belonged  to  the  company. 

"GIMLET-EYED  SKEPTICISM" 

WHY  ARE  DELAWARE  judges  putting 
boards  in  the  hot  seat?  In  part,  they're 
simply  reacting  to  the  corporate  crime 
wave.  Judges  insist  they're  not  reinter- 
preting the  law  but  reacting  to  new 
trends,  such  as  the  astronomical  sums 
now  lavished  on  CEOs.  "There  will  con- 
tinue to  be  gimlet-eyed  skepticism  by 
stockholders  of  compensation  unless 
boards  demonstrate  that  they're  taking 
a  businesslike  approach,"  says  Strine  in 
an  interview  with  BusinessWeek.  "And  if 
[stockholders]  can  show  that  there  is  no 
rational  business  reason  for  the  level  of 
pay,  under  traditional  standards  they 
have  a  claim." 

So  far,  the  shift  in  rulings  from  the 
bench  hasn't  deterred  companies  from 
flocking  to  Delaware.  While  other  states 
have  attempted  to  lure  corporations 
with  special  business  courts,  they  still 
lack  the  vast  body  of  legal  precedent 
that  exists  in  Delaware.  In  2003, 68%  of 
the  73  companies  that  went  public  in- 
corporated there,  say  state  officials. 

And  surely,  clubby  Delaware— where 
lawyers  and  judges  regularly  cross 
paths  lunching  at  Libby's,  a  Wilmington 
greasy  spoon— is  no  hotbed  of  reform. 
The  state's  dependence  on  the  corporate 
law  industry  is  likely  to  deter  radical 
moves.  Franchise  taxes  and  fees  gener- 
ate about  a  third  of  state  revenues.  But 
there's  no  mistaking  the  signals.  "The 
court  is  sending  a  message  that  it  wants 
boards  td  be  more  engaged,"  says  for- 
mer judge  William  T  Allen,  director  of 
New  York  University's  Center  for  Law  & 
Business.  That's  good  news  for  share- 
holders in  all  50  states.  ■ 

-By  Amy  Bonus  in  Wilmington,  Del. 


ONAMISSION 

Research  chie| 
Perlmutter 
aims  to  boost 
innovatior 


Amgen  Opens 
TheSecret  Curtain 

The  biotech  leader  will  host  analysts  and 
investors  to  drum  up  excitement  for  its 
pipeline— and  its  stock  Will  it  work? 


AMGEN  INC.  IS  USED  TO 
its  perch  at  the  pinnacle 
of  biotechnology.  Its  $8.4 
billion  in  sales  last  year 
dwarfed  those  of  its 
nearest  competitors.  Yet 
when  it  comes  to  innova- 
tion, Amgen  is  no  highflier.  Its  best-selling 
drug  is  its  first  one,  Epogen— an  anemia 
treatment  launched  in  1989.  So  when 
Roger  Perlmutter  joined  Amgen  as  head 
of  research  three  years  ago,  his  first  mis- 
sion was  to  recharge  its  innovation  en- 
gine. He  filled  its  labs  with  experts  in 
everything  from  cancer  to  brain  diseases. 
And  he  set  out  to  license  promising  mole- 
cules from  other  biotechs— something  Am- 
gen had  shied  away  from  before.  "This  is 


not  your  father's  Amgen,"  he  sweai 
Pern-nutter's  message  has  yet  to  reg 
ter  with  Amgen's  most  skeptical  co 
stituency:  Wall  Street.  The  Americ 
Stock  Exchange  Biotech  index  has  s 
rocketed  70%  in  the  past  12  months.  1 
Amgen's  stock  has  crept  up  just  13% 
that  time,  to  $63— despite  $2.4  billion 
profits  last  year  and  a  51%  jump  in  sal 
What's  keeping  investors  on  the  sidelir 
is  the  nagging  question  of  whether 
not  Amgen  has  enough  important  pre 
ucts  in  development  to  maintain  stro 
growth."We  need  to  see  that  the  resear 
pipeline  has  both  breadth  and  deptl 
says  Kris  H.  Jenner,  manager  of  T.  Ro1 
Price  Health  Sciences  fund. 
Analysts  may  be  surprised  to  lea 
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Autodesk      i 


Autodesk  Inventor  Series  is  the  only  mechanical  design  software 
with  integrated  2D  and  3D  functionality.  So  it's  the  most  flexible  way  for  you  to 
migrate  to  3D,  at  your  own  pace,  without  sacrificing  your  investment  in  2D. 
See  for  yourself.  Get  a  free  copy  of  the  new  Autodesk  Inventor  hands-on  test 
drive  CD  at  www.autodesk.com/inventortestdrive 


Science&Technolosv  Biotech 


just  how  broad  Amgen's  pipeline  really  is. 
Traditionally,  the  company  has  been  se- 
cretive about  its  research,  but  Perlmutter 
and  CEO  Kevin  W.  Sharer  have  decided 
that  if  s  time  to  lift  the  curtain.  On  Mar. 
23,  Amgen  will  stage  its  first-ever  "re- 
search and  development  day"  for  analysts 
and  investors,  who  hope  to  hear  some 
concrete  data  on  Amgen's  lesser-known 
experimental  drugs. 

TARGETING  PARKINSON'S 

ONE  FRONTIER  THE  company  has  ex- 
plored is  diseases  of  the  brain  and  nerv- 
ous system.  Its  most  promising  drug  is  a 
protein,  GDNF,  that  is  now  in  Phase  2  tri- 
als to  treat  Parkinson's  disease,  which  af- 
flicts roughly  1  million  Americans.  In  the 
trials,  GDNF  is  pumped  directly  into  the 
part  of  the  brain  where  the  disease  origi- 
nates. Neither  patients  nor  doctors  know 
who's  getting  the  drug,  vs.  a  placebo— but 
some  of  the  main  investigators  say  it's  al- 
ready obvious.  "One  of  my  patients  had 
severe  tremors  in  both  arms,  and  now 
he's  normal,"  says  Michael  Hutchinson, 
assistant  professor  of  neurology  at  New 
York  University,  one  of  the  test  sites.  "I 
don't  think  that's  a  placebo."  Although 
Amgen  won't  comment  on  future  plans, 
doctors  say  it  may  start  a  pivotal  Phase  3 
trial  by  yearend. 

In  pain  treatment,  as  in  Parkinson's 
disease,  Amgen  has  been  all  but  silent 
about  promising  developments.  Perlmut- 
ter, a  veteran  of  Merck  &  Co.,  says  Amgen 
may  soon  be  ready  to  start  clinical  trials 
for  a  drug  to  treat  neuropathic  pain, 
which  occurs  when  injured  nerves  send 
faulty  signals  to  the  brain.  For  some  pa- 
tients, even  the  lightest  touch  can  be  ex- 
cruciating. Such  pain  is  common  in  the 
elderly  and  in  people  with  diabetes- 
making  it  one  of  the  most  hotly  pursued 
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targets  in  the  pharma- 
ceutical industry. 

In  each  new  endeav- 
or, Amgen  will  be  rac- 
ing against  some  formi- 
dable rivals.  For 
example,  in  the  field  of 
inflammation,  both 
Amgen  and  its  biggest 
competitor,  Johnson  & 
Johnson,  are  targeting 
an  enzyme  called  p38. 
What  makes  this  mole- 
cule so  promising  is 
that  it  may  be  responsi- 
ble for  touching  off  sev- 
eral inflammatory  sig- 
nals. So  a  drug  that  can 
disarm  it  may  prove  more  effective  than 
current  products,  such  as  Amgen's  block- 
buster Enbrel,  used  to  treat  rheumatoid 
arthritis.  J&J  paid  $2.4  billion  last  year  to 
acquire  Scios  Inc.,  whose  first  p38  drug  is 
in  Phase  2  trials. 

J&j's  purchase  of  Scios  is  just  the  lat- 
est chapter  in  a  legendary  rivalry  be- 
tween the  pharma  giant  and  Amgen. 
Ever  since  1985,  when  Amgen  handed 
J&J  most  of  the  rights  to  its  flagship  ane- 
mia treatment,  the  two  have  been  en- 
gaged in  a  bitter  marketing  battle.  Late- 
ly, Amgen  has  been  gaining:  Sales  of  its 
new,  long-acting  version  of  the  drug, 
called  Aranesp,  more  than  doubled  in 
the  last  quarter  of  2003,  to  $500  million. 
Sales  of  J&j's  drug,  Procrit,  fell  12%  in 
the  same  period.  Still,  with  assets  such  as 
Scios  working  in  J&j's  favor,  Amgen  will 
have  to  fight  harder.  "J&J  has  gotten  bet- 
ter, faster,  and  more  determined,"  con- 
cedes CEO  Sharer. 

Small  successes  aren't  the  answer  to 
Amgen's  challenges.  Wall  Street  yawned 
when  the  company  won  Food  &  Drug  Ad- 


THE  MISSING  BUZZ 


Amgen  hasn't  gotten  the  word 
out  about  its  promising  drugs. 
As  a  result,  its  stock  has  trailed 
the  Amex  Biotech  index. 


PERCENT  CHANGE 
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Amgen's  Wider  R&D  Net 


As  its  core  drugs 
approach  their 
peak  sales 
potential,  Amgen 
is  rapidly 
broadening  its 
research  efforts. 
Here  are  a  few  of 
the  biotech 
bellwether's 
projects: 


INFLAMMATION  AND  IMMUNOLOGY  Amgen  is  researching  a 
molecule  that  suppresses  an  inflammation-causing  enzyme.  It  may 
provide  the  same  relief  as  the  company's  rheumatoid  arthritis  drug, 
Enbrel-or  possibly  exceed  it. 


ONCOLOGY  AND  HEMATOLOGY  Amgen  is  in  Phase  3  trials  for  a 
colon-cancer  drug  that  could  give  ImClone  Systems'  Erbitux  a  run 
for  its  money.  Analysts  are  also  excited  about  Amgen's  drug  for 
boosting  blood  platelets  to  stanch  uncontrollable  bleeding. 

DIABETES  AND  RELATED  DISEASES  Amgen  paid  $86.5  million  to 
license  a  drug  from  Swedish  biotech  Biovitrum.  The  molecule 
inhibits  an  enzyme,  which  in  turn  may  help  lower  blood-glucose 
levels  in  some  patients  with  diabetes. 

NEUROLOGY  Amgen's  most  promising  molecule  in  this  area  is 
GDNF,  which  has  reversed  the  symptoms  of  Parkinson's  disease  in 
early  trials  and  may  soon  be  in  Phase  3  clinical  trials. 


Data:  Amgen  Inc. 


ministration  approv 
on  Mar.  8  for  Sensipz 
a  drug  to  treat  a  rai 
thyroid  condition. 

What  Amgen  sore 
needs  is  to  build  up  i 
expertise  in  majc 
treatment  arenas  sue 
as  cancer.  The  compar 
shines  in  a  supportix 
role,  providing  anemi? 
and  infection-fightrn 
drugs  to  patients  ur 
dergoing  chemother; 
py.  Now  it's  working  o 
a  variety  of  molecule 
to  treat  the  disease  i 
self,  including  a  coloi 
cancer  treatment  that  Amgen  is  develoj 
ing  in  partnership  with  Abgenix  Inc.  Lil 
ImClone  Systems  Inc.'s  recently  at 
proved  Erbitux,  Amgen's  drug  is  an  ant 
body  that  inhibits  EGF,  a  protein  tha 
causes  some  cancers  to  grow.  The  diffe 
ence  is,  Amgen's  is  made  entirely  of  hv 
man  cells— unlike  Erbitux,  which  is  pa 
mouse— so  it  may  cause  fewer  allergic  n 
actions  than  ImClone's  product.  Amge 
began  enrolling  a  Phase  3  trial  in  Januar 
but  it  has  yet  to  reveal  the  study's  desig 
Analysts  hope  to  hear  more  details  at  tr 
March  meeting. 

A  cultural  change  will  also  help  An 
gen.  Under  Perlmutter,  the  company  h; 
scotched  its  not-invented-here  attituc 
and  scoured  lists  of  early-stage  drugs 
could  license  from  biotech  startups.  La 
year,  it  entered  into  a  $125  million  1 
censing  deal  with  Tularik  Inc.,  a  Sout 
San  Francisco  company  working  on  se 
eral  cancer  treatments.  CEO  David 
Goeddel  says  he  was  stunned  when  An 
gen's  Perlmutter  agreed  to  visit  the  con 
pany  in  person,  spending  a  day  gettin 
to  know  its  projects.  Then  he  quick 
cooked  up  the  deal— fending  off  a  larg 
pharma  company  that  was  also  interes 
ed  in  Tularik.  "Amgen  moved  extreme 
fast,"  Goeddel  says.  The  partners  ha\ 
already  discovered  two  potential  cance 
targets,  one  of  which  could  be  ready  ft 
preclinical  trials  in  2005. 

CEO  Sharer  fully  supports  Perlmutter 
mission  to  stoke  Amgen's  pipelin 
Sometimes  he  jets  off  at  a  moment's  n< 
tice  to  join  Perlmutter  in  courting  licen 
ing  partners.  "It's  very  important  th; 
Amgen  stay  nimble,"  he  says.  "We  have  i 
be  fast,  decisive,  and  flexible."  An 
there's  one  more  task:  convincing  u 
vestors  that  a  well-oiled  research  machir 
will  keep  Amgen  ahead  of  the  pack.  ■ 
-ByArlene  Weintraub  i 
Thousand  Oaks,  Cat 
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Sprint 


Get  information  in  25%  more  places  on  the  Sprint  high-speed  wireless  data  network. 


Your  employees  can  get  email  and  corporate  data  in  more 
places  nationwide  with  Sprint  than  with  AT&T  Wireless. 

The  Sprint  high-speed  wireless  data  network  covers  a  larger  area 
and  more  people  than  the  AT&T  Wireless  GPRS/EDGE  network. 
So  your  employees  can  be  more  productive  in  more  places. 

•  25%  larger  coverage  area 

•  25  million  more  people  covered 

All  this  and,  of  course,  clear  calls  on 
the  nation's  most  complete,  all-digital 
wireless  network  to  make  your 
business  more  effective. 

Get  the  facts  at  sprint.com/facts  or  call 
877-459-8144  for  a  Business  Representative. 


Sprint 


One  Sprint.  Many  Solutions"' 


Voice/Data 


PCS  Wireless 


Internet  Services  E-Business  Solutions  Managed  Services 


e  SDnnt  Nationwide  PCS  Network  reaches  over  245  million  people.  Coverage  not  available  everywhere.  Coverage  claims  based  on  the  Sprint  Nationwide  PCS  Network  and  tne  AT&T  Wireless  GPRS/EDGE 
*KS  simulated.  Copyright  ©Sprint  2004.  All  rights  reserved.  Sprint  and  the  diamond  logo  are  trademark*  of  Sonnt  Communications  Company  LP. 


Information  Technology  Software 


Microsoft:  First 
Europejhen...? 

EU  penalties  may  change  how  the  giant 
does  business  abroad— and  at  home 


FINALCALLEUreps 

are  likely  to  give 
Monti  authority  to 
rule  in  April 


UROPEAN  UNION  REGULA- 
tors  are  on  the  verge  of 
handing  down  a  ruling  in 
the  five-year-old  antitrust 
case  against  Microsoft 
Corp.,  and  it  looks  like  the 
software  giant  will  get  a 
slap  across  the  face  that  could  sting  for  a 
while.  Details  leaking  out  suggest  regula- 
tors will  require  Microsoft  to  pay  a  sub- 
stantial fine  and  disclose  details  about 
how  rivals'  server  software  can  work  bet- 
ter with  Windows  PCs. 

But  the  proposed  penalty  that  could  be 
most  vexing  is  a  requirement  to  produce 
two  versions  of  the  Windows  operating 
system  for  the  European  market,  one  that 
includes  digital  media  playback  software 
and  another  that  doesn't.  European  anti- 
trust watchdogs  argue  that  by  including 
Media  Player— software  that  plays  audio 
and  video  from  CDs  and  the  Internet— in 
Windows,  Microsoft  is  squeezing  out  ri- 
vals such  as  RealNetworks  Inc.  The  con- 
cern is  that  innovation  in  digital  media 
could  be  stilled  if  PC  makers,  content 
providers,  and  consumers  have  fewer 
choices  in  such  software.  Right  now,  64% 
of  Europeans  use  Media  Player,  vs.  22% 
for  RealNetworks'  RealPlayer  and  Real- 
One  offerings,  according  to  researcher 
Nielsen//NetRatings. 

Just  how  hard  Microsoft 
gets  slapped  is  likely  to  be 
decided  in  the  next  few 
weeks.  Regulators  from  the 
15  EU  states  will  meet  in 
Brussels  on  Mar.  15  and  22  to 
review  the  case.  Although  a 
settlement  is  still  possible,  le- 
gal analysts  believe  the  na- 
tional authorities  will  give 
EU  Competition  Commis- 
sioner Mario  Monti  a  green 
light,  clearing  the  way  for  a  fi- 


nal decision  in  April.  While  the  remedies 
likely  won't  have  much  short-term  impact 
on  Microsoft,  longer-term  they  help  level 
the  playing  field  and  could  set  a  precedent 
preventing  Microsoft  from  illegally  dom- 
inating emerging  software  markets. 

A  BLIGHT  ON  BUNDLING? 

ANY  TINKERING  with  Windows  code 
would  undoubtedly  prompt  CEO  Steve 
Ballmer  to  appeal.  Microsoft's  bedrock 
principle  is  to  fight  fiercely  against  any  at- 
tempts to  dictate  what  can  and  can't  be 
built  into  Windows.  Says  Microsoft  senior 
vice-president  Will  Poole,  "We've  been 
pretty  clear  on  our  views  in  that  area  for 
five-plus  years."  Legal  experts  in  Europe 
say  that  because  the  remedies  don't  cause 
Microsoft  near-term  harm,  if  s  likely  they 
would  go  into  effect  while  the  company's 
appeals  wend  through  the  courts. 

Microsoft  is  more  than  able  to  pay  any 
financial  penalty  the  EU  could  levy.  EU 
law  provides  for  fines  in  cases  like  this  of 
up  to  10%  of  a  company's  annual  rev- 
enues—which would  be  a  $3.2  billion  hit 
for  Microsoft.  But,  based  on  past  rulings, 
legal  experts  say  the  company  would  like- 
ly pay  much  less.  That  would  barely  put  a 
dent  in  its  $52  billion  cash  hoard. 

Far  more  nettlesome  for  Microsoft  is 
the  unbundling  remedy.  Its  Windows 
Media  Player  is  one  of  the 
world's  three  most  popular 
applications  for  viewing 
videos  and  listening  to  music 
on  PCs.  If  the  EU  requires 
Microsoft  to  ship  a  version  of 
Windows  without  the  soft- 
ware in  Europe,  and  at  a 
lower  price,  PC  makers 
would  be  able  to  replace  the 
application  with  alternatives 
from  RealNetworks  and 
Apple  Computer  Inc.,  which 


FIGHTER  Ballmer  &  Co. 
are  bound  to  appeal 
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are  available  for  free  on  the  Web.  While 
the  EU  mandate  would  cover  only 
Europe,  PC  makers  could  ask  for  Win- 
dows-lite elsewhere,  though  Microsoft 
wouldn't  have  to  comply. 

How  strong  demand  for  the  software 
would  be  depends  on  the  price.  PC  mak- 
ers typically  pay  about  $50  for  Windows 
now,  and  a  few  dollars  off  would  make  a 
big  difference  to  companies  with  razor- 
thin  margins.  "If  you  could  give  them  $5, 
they'd  take  it  in  a  second,"  says  analyst 
Roger  Kay  with  market  researcher  IDC. 
None  of  the  major  PC  makers  would  com- 
ment on  the  EU  matter. 


BUNDLING  CHILL 

IT'S  THE  LEGAL  precedent,  however,  that 
could  hurt  Microsoft  longer  term.  If  the  EU 
forces  it  to  sell  a  Media  Player-less  version 
of  Windows,  what's  next? 
Eleanor  M.  Fox,  professor  of 
law  at  New  York  University 
School  of  Law,  says  that 
would  have  implications  for 
other  applications  that 
Microsoft  might  want  to 
include  in  Windows  in  the 
future.  The  company  is  con- 
sidering adding  Internet 
search  in  the  next  update, 
code-name  Longhorn,  due 
in  2006.  Search  leader 
Google  Inc.  could  cite  the 
Media  Player  precedent 
and  seek  an  injunction  in 
Europe.  "It  would  chill 
Microsoft's  bundling,"  Fox 
says.  Google  declined 
comment. 

While  analysts  have  fo- 
cused on  Media  Player,  an- 
other part  of  the  proposed 
ruling  is  significant,  too. 
Brussels  legal  sources  con- 
firm that  the  EC  will  de- 
mand that  Microsoft  re-    i^HB^^H 
veal  detailed  information  about  how  its 
server  software  interacts  with  Windows. 
Right  now,  because  Microsoft  has  a  mo- 
nopoly in  desktop  software  and  a  leading 
share  of  server  operating  systems,  if  s  able 
to  fine-tune  the  interactions  between  the 
two  kinds  of  computers  so  users  get  more 
out  of  their  machines.  If  rivals  were  able 
to  do  the  same,  they  could  compete  with 
Microsoft  on  a  more  equal  footing.  "We 
just  want  to  be  able  to  compete  on  the 
merits  of  our  software,  not  a  secret  hand- 
shake," says  Lee  Patch,  vice-president  of 
legal  affairs  at  Sun  Microsystems  Inc. 

For  competitors,  the  EU  remedies 
would  be  an  improvement  on  the  consent 
decree  reached  between  the  U.S.  Justice 


Dept.  and  Microsoft  in  2002.  Microsoft 
agreed  to  disclose  secret  Windows  tech- 
nologies to  competitors  so  their  programs 
could  work  smoothly  with  Windows.  The 
deal  also  gave  computer  makers  more 
control  over  the  software  that  they  could 
include  in  PCs.  But  it  did  little  to  check 
Microsoft's  dominance  of  the  PC  software 
business  or  prevent  it  from  using  its  Win- 
dows monopoly  to  gain  advantage  in 
emerging  markets. 

Microsoft's  rivals  aren't  waiting 
around  for  regulators  to  protect  them. 
Instead,  they  focus  on  where  Goliath  is 
weak.  Microsoft  is  an  also-ran  in  areas 
such  as  TV  set-top  boxes,  mobile  phones, 
and  consumer  electronics.  Meanwhile, 
RealNetworks  has  cut  deals  to  put  its 
media  players  on  mobile  phones  made 
by  Nokia  and  Sony  Ericsson  Mobile 


More  Windows  Pain 


The  European 
Union's  staff  has 
proposed  that  its 
regulators  find 
Microsoft  Corp. 
guilty  of  antitrust 
violations.  While  the 
proposed  remedies 
won't  stop  the 
software  giant  in  its 
tracks,  they  could 
help  level  the 
playing  field  for 
competitors. 


THE  FINE  It  could  be  up  to  10% 
of  the  company's  worldwide 
revenues  of  $32  billion. 
Observers  believe  it  will  be 
much  lower. 

DISCLOSURE  Microsoft  would 
reveal  how  its  desktop  software 
interacts  with  its  server 
software.  That  could  give  rivals 
an  equal  shot  at  competing  in 
the  server  markets. 

NEW  VERSION  OF  WINDOWS  It 

would  require  Microsoft  to  offer 
a  version  of  Windows  without 
software  that  lets  users  play 
audio  and  video  files.  It's  unclear 
whether  PC  makers  would  opt  to 
sell  this  version,  but  the 
precedent  might  make  it  harder 
for  Microsoft  to  bundle  other 
applications  in  the  future. 


Communication.  And  Norway's  Opera 
Software  supplies  browsers  for  set-tops, 
handsets,  and  home  appliances.  "People 
in  the  mobile  business  and  other  areas 
we're  going  after  don't  depend  on  Mi- 
crosoft now,  and  they  don't  want  to  in 
the  future,"  says  Opera  Chief  Executive 
Jon  S.  von  Tetzchner. 

The  EU  ruling  alone  won't  change  the 
balance  of  power  in  the  computer  indus- 
try. Microsoft  remains  free  to  use  its  cash, 
its  clout,  and,  in  most  cases,  desktop  dom- 
inance to  muscle  into  new  markets.  Still,  if 
these  penalties  get  approved,  the  software 
giant  could  be  smarting  for  a  while.  II 

-By  Jay  Greene  in  Seattle  and  Andy 

Reinhardt  in  Paris,  with  bureau  reports 
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Information  Technology  Servers 


Servers:  More  Bells 
and  Whistles,  Please 

Tech  buyers  aren't  just  looking  for 
bargains  now-they  want  innovation 


OON  AFTER  JEFFREY 
Skolnick  took  over  as  head 
of  the  Center  of  Excel- 
lence in  Bioinformatics  at 
I  State  University  of  New 
York  at  Buffalo  in  2002,  he 
bought  2,000  low-end 
servers  from  Dell  Inc.  The  center  needed 
new  computers  for  the  massive  calcula- 
tions required  for  drug  discovery,  and 
Skolnick  was  thrilled  at  what  he  thought 
would  be  huge  savings.  "I  was  very  opti- 
mistic," he  recalls.  Turns  out,  it  wasn't 
that  simple.  The  servers  crashed  regular- 
ly, and  Dell's  techies  didn't  fix  the  prob- 
lem. A  Dell  spokesman  declined  to  com- 
ment on  Skolnick's  complaint  but  said 
other  customers  at  the  university  were 
happy  with  its  products. 

One  year  later,  Skolnick  ordered  new 
servers— and  this  time  he  looked  for  more 
sophisticated  technology  instead  of  low 
prices.  He  bought  an  IBM  system  com- 
prised of  500  "blade"  servers— complete 
servers  packed  onto  thin  cards  that  plug 
into  refrigerator-size  racks  like  books  on  a 
shelf.  While  pricey,  blade  servers  save  on 
space  and  electricity  costs.  Another  big  ad- 
vantage is  IBM's  software,  which  keeps  the 
blades  working  in  concert  so  none  sit  idle 
waiting  for  the  next  task.  Skolnick  expects 
the  gear  to  cut  his  operating  costs  by  70%. 
The  moral  of  the  story:  Innovation  is 
making  a  comeback  in  server  land.  Dur- 
ing the  tech  downturn,  corporate  buyers 


Innovation 
Ain't  Dead 

Bigger  budgets  for  corporate 
buyers  are  spurring  demand  for 
more  sophisticated  servers 
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"BLADE"  SERVERS 

IBM's  gizmos  save 
on  space  and  juice 


scooped  up  bare-bones 
servers  and  made  lean- 
and-mean  Dell  the 
fastest-growing  server 
supplier.  The  $46  billion  server  industry 
looked  on  course  to  follow  PCs,  moving 
inexorably  toward  commoditization.  But 
that  vision  turned  out  to  be  simplistic. 
True,  Dell  continues  to  thrive  and  servers 
are  built  increasingly  on  top  of  standards 
such  as  Windows,  Linux,  and  Intel  chips. 
But  just  as  hiring  a  slew  of  composers 
won't  get  you  a  Mozart  symphony,  there's 
still  a  need  for  engineering  ingenuity  to 
accomplish  complex  jobs.  "Standards  are 
good,"  IBM  CEO  Samuel  J.  Palmisano 
said  in  a  recent  speech.  "But  there's  in- 
credible room  for  innovation." 

That's  having  a  major  impact  on  com- 
puter makers— especially  Big  Blue.  A 
Feb.  27  report  from  researcher  IDC  shows 


IBM,  which  spends  more  than  $1  bill* 
on  server  research  and  development  el 
year,  is  thriving  in  most  segments  of  4 
market.  It  dominates  the  blade  markl 
the  fastest-growing  server  sector,  wit* 
35%  share.  It  boosted  its  share  of  the  ml 
tier  Unix  market  by  four  points  in  2oA 
to  26.4%,  largely  because  of  a  cuttiit 
edge  server  based  on  IBM's  own  Powel 
processor.  Most  surprising,  IBM  is  grcf 
ing  faster  than  Dell  in  key  segments  of 
low-end  server  market.  According  to 
IDC  report,  Big  Blue  had  the  fastest  p 
centage  growth  for  the  past  eight  quart 
in  the  market  for  Intel  servers,  which  c 
$1,000  to  $25,000.  One  key  reason:  II 
sells  servers  with  8  to  L6  Intel  chips,  wl 
Dell  has  stopped  selling  those  more  co 
plex  systems.  IBM  is  using 
knowhow  in  16-chip  servers  to 
liver    other    innovations:    C 
tomers  can  rent  supercomput 
power  from  Intel  clusters  in  IB] 
new  hosting  centers. 

Not  that  it's  time  to  pass  the  1 
for  Dell.  Its  strategy  of  hypere 
ciency,  including  spare  inve 
ments  in  technology,  helped  E 
boost  its  share  of  the  server  mar 
last  year  to  9.1%  from  8.2%.  IB 
meantime,  increased  its  lead 
31.6%  from  29.3%.  In  fact,  Dell  a 
IBM  act  like  pincers  in  the  sen 
market,  with  IBM  squeezing  fr 
the  top  and  Dell  from  the  botu 
Sun  Microsystems  Inc.,  in  parti 
lar,  has  lost  share. 
Now,  Sun  and  Hewlett-Packard  Co. 
making  their  own  bets  on  innovatic 
This  summer,  HP  will  start  selling  a  hij 
end  server  that  has  128  processors, 
from  64  chips.  Meanwhile,  Sun  has  bx 
investing  heavily  in  what  it  calls  "throuj 
put"  computing.  These  are  servers  wit 
chip  that  can  run  two  programs  at  one 
leading  to  an  80%  improvement  over  p 
cessing  one  job  at  a  time.  The  company 
pects  to  introduce  the  first  through] 
server  this  summer. 

No  question,  cost  is  a  critical  factoi 
the  server  market.  But  buyers  such 
Skolnick  are  showing  that  once  again, 
novation  is  important,  too.  ■ 

-By  Spencer  E.  Ante  in  New  Y 


LOW  END  For  the  past  eight 
quarters,  IBM  has  outpaced 
even  Dell  in  this  market. 
Reason:  Some  complex  jobs, 
such  as  weather  simulation, 
require  IBM's  sophisticated 
software  and  chips  that  boost 
the  power  of  server  clusters. 


MIDDLE  TIER  Pundits  have 
long  predicted  the  market  for 
powerful  Unix  machines  would 
shrivel  with  the  rise  of  cheaper 
Windows  and  Linux  models. 
But  Unix  sales  grew  in  the 
fourth  quarter  and  still 
represent  39%  of  the  market. 


HIGH  END  These  dinosaurs 
won't  die.  Rather  than  manag 
batches  of  cheapo  boxes, 
many  customers  are  opting  f< 
mainframes— either  by  buyin 
them  or  renting  capacity  on 
machines  run  by  IBM  or  HP  a 
hosting  centers. 


When  forest  products 
are  your  business, 


planting  1 .7  million  trees  every  day  is  a 
smart  investment. 


The  Sustainable  Forestry  Initiative®  program  is  dedicated  to  the  future  of  the 

nation's  forests,  as  well  as  the  challenge  of  preserving  rare  and  endangered 

forests  around  the  world.  Respect  for  nature  and  sound  business  practices  are 

integrated  to  the  benefit  of  the  environment,  landowners,  shareholders,  customers 

and  the  people  they  serve.  And  that  allows  us  to  meet  the  demand  for  wood  and 

paper  products,  while  helping  to  ensure  our  forests  will  be  around  forever. 


^^  SM 


SUSTAINABLE  FORESTRY  INITIATIVE( 

Growing  tomorrow's  forests  today. ' 

www.aboutsfi.org 
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Walled  Off 
From  Justice? 

Arbitration  is  the  only  route 
for  investor  grievances 
—and  if s  full  of  potholes 


ICK  TRIPI  IS  A  BLUE-COL- 
lar  worker  who  lives  in  a 
suburb  of  New  York  City 
and,  like  many  small  in- 
vestors, he  had  high  hopes 
of  cashing  in  on  the  1990s 
^bull  market.  What  hap- 
pened next  followed  a  typical  scenario. 
His  tech-rich  portfolio  plummeted  as  the 
decade  ended,  and  Tripi  blamed  his  bro- 
ker for  churning  his  nest  egg  into  dust 
through     unauthorized     trading.     He 
brought  a  claim  against  Prudential  Secu- 
rities Inc.  before  an  arbitration  panel  ad- 
ministered by  the  NASD,  the  forum  in- 
vestors are  required  to  use  in   such 
disputes.  The  panel  found  Prudential  li- 
able but,  without  explanation,  awarded 
just  $25,000,  or  3%  of  his  $800,000  loss. 
Says  Tripi's  lawyer  Neal  Brickman:  "I 
thought  they  accidentally  left  off  a  zero." 
Brickman  asked  the  arbitrators  for  an 
explanation.  They  refused.  An  appeal  to 
the  U.S.  District  Court  in  Manhattan  fol- 
lowed, and  what  happened  next  deviated 
sharply  from  the  usual  pat- 
tern, in  which  arbitration 
awards    are   rarely   over- 
turned. Instead  of  swiftly 
upholding  the  panel's  ver- 
dict,    Judge      Shira     A. 
Scheindlin   demanded   to 
know  the  reasoning.  Not- 
ing the  "strong  evidence" 
of  Prudential's  liability,  the 
judge  ordered  the  panel  to 


justify  its  ' 
which,  she 
out  if  it 
Scheindlin 
shocks  the 
Prudential 


"Arbitration 
panels  don't 
care  what 

the  law  is," 
says  one  critic 


incomprehensible"  decision, 
said,  she  would  have  tossed 
were    a  jury  verdict.    Said 
"Such    a    meager    award 
conscience  of  this  court."  (A 
spokesman  declined  com- 
ment on  the  case,  which  is 
still       pending       before 
Scheindlin.) 

The  judge's  blistering 
opinion,  which  has  sent 
Shockwaves  through  the  se- 
curities bar  since  it  was 
handed  down  last  Septem- 
ber, is  but  one  example  of 
mounting  doubts  about  the 
fairness  of  securities  arbi- 


tration. The  grievances?  Arbitrary,  un 
plained  decisions.  Biased  arbitrators  e 
pro-investor  panelists  unfairly  kicked 
the  NASD  roster.  Stonewalling  of  do 
ment  requests.  Proceedings  that  drag 
through  many  hearings  held  weeks  ap; 

Is  the  arbitration  system  meting 
justice  to  investors?  It  is  an  issue  tha 
likely  to  receive  increasing  attention 
the  months  ahead,  as  claims  against  t 
kers  set  all-time  highs.  In  2003,  invest 
filed  a  record  8,945  arbitration  cases  v» 
the  NASD— 14%  more  than  in  2002. 

In  theory,  Americans  have  a  const 
tional  right  to  demand  a  jury  trial  for 
dispute  involving  $20  or  more.  But  st 
dard  brokerage-account  agreements 
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|uire  investors  to  bring  any  dispute  with 
wokers  to  arbitration  panels,  most  of 
vhich  are  administered  by  the  NASD, 
vhich  regulates  brokerages.  (A  far  smaller 
lumber  of  arbitrations  are  handled  by  the 
•Jew  York  Stock  Exchange.) 

SOLD  COMFORT 

)VER  THE  YEARS,  the  arbitration  system 
las  been  applauded  by  the  securities  in- 
lustry  as  a  cheap,  quick  way  to  adjudicate 
lisputes.  Securities  industry  lawyers  note 
hat  the  system  is  particularly  efficient  in 
(uickly  disposing  of  meritless  cases,  in 
l/hich  brokers  are  unfairly  blamed  by  cus- 
amers  for  their  market  losses.  And  in 
ome  high-visibility  cases— such  as 
laims  by  some  A.G.  Edwards  &  Sons  Inc. 
lients— investors  have  eventually  gotten 
Ustice  (page  94).  But  claimant  lawyers 
omplain  bitterly  that  despite  reforms  in 
ecent  years,  the  deck  is  still  stacked 
gainst  investors  in  the  vast  bulk  of  cases. 
There's  an  overwhelming  industry 
ias,"  says  Michael  F.  Bachner,  a  New 
brk  attorney  who  represents  brokers  and 
Tvestors  alike. 


ni  The  NASD  statistics  offer  cold  comfort 
ai>r  investors.  The  regulator  says  arbitra- 
|  )rs  make  at  least  some  monetary  award  in 
k4%  of  cases.  But  claimant  lawyers  scoff  at 
;iat  figure,  noting  that  cases  awarding 
,i^en  a  fraction  of  an  investor's  losses  are 
taunted  as  wins— and  the  NASD  doesn't 
ai  ublish  data  on  the  dollar  value  of  awards 
a  s  a  percentage  of  the  amounts  claimed. 
b  Indeed,  one  chronic  beef  raised  by  in- 
jiistor  lawyers  is  that  arbitrators  rarely 
a  ivard  the  full  amount  even  when  the  proof 
f  damage  is  overwhelming.  Barry  D.  Es- 
n  U,  a  Kansas  securities  lawyer,  says:  "Ar- 
;  itration  panels  don't  care  what  the  law  is. 
$  here's  an  'NASD  common  law5— your 
;  ient  never  gets  over  half  his  money  back, 


even  in  the  worst  of  cas- 
es." Linda  D.  Fienberg, 
president  of  the  NASD 
Dispute  Resolution,  re- 
jects such  complaints 
and  maintains  that  in- 
vestors are  fairly  treated. 

Wall  Street  has  seen 
the  arbitration  system 
work  to  its  advantage  in 
cases  arising  from  the 
analyst  scandals.  As  re- 
cently as  a  year  ago, 
lawyers  and  the  NASD 
officials  predicted  that 
as  many  as  4,000  addi- 
tional cases  would  be 
filed  in  2003  alone  as  a 
result  of  the  scandals. 
But  brokerages  fought 
the  initial  cases  vigor- 
ously, declining  to  settle 
as  had  been  widely  an- 
ticipated, and  won  the 
first  cases  that  went  to 
arbitration— thus  dis- 
couraging further 
claims.  "Wall  Street's 
not  going  to  roll  over 
and  play  dead,"  says 
Charles  W.  Austin  Jr.,  a 
Richmond  (Va.)  securi- 
ties lawyer  and  presi- 
dent of  Public  Investors 
Arbitration  Bar  Assn.,  an 
organization  of  in- 
vestors' lawyers. 

The  analyst  cases  to 
date,  like  most  arbitrator 
rulings,  have  resulted  in 
terse  decisions  that  give 


A  Flawed 


The  NASD's  system  of 
mandatory  arbitration  in 
disputes  between  brokers 
and  their  customers 
is  overloaded  and  replete 
with  shortcomings, 
according  to  critics. 
The  main  complaints: 

ARBITRARY  DECISIONS 

Awards  often  fail  to 
compensate  investors 
sufficiently  for  their 
losses,  even  in  clear-cut 
cases  of  broker  liability 

INADEQUATE  EXPLANATIONS 

Arbitrators  fail  to  explain 
in  their  rulings  why  they 
decided  as  they  did, 
hampering  investor 
appeals 

STONEWALLING 

Lawyers  say  brokerages 
routinely  thwart  requests 
for  documentation, 
increasing  the  burden 
on  litigants 

PROTRACTED  PROCEEDINGS 

Some  arbitrators  set 
many  hearings  over 
weeks  or  months, 
wearing  down  claimants 
and  jacking  up  costs 

Data:  BusinessWeek 


little  clue  to  the  reason-  ^^^^^^^^ 
ing  behind  them.  No  wonder:  The  courts 
have  long  held  that  arbitrators  need  not 
explain  their  decisions,  which  are  subject 
to  reversal  only  if  they  make  gross  legal 
errors— "manifest  disregard"  of  the  law. 
Lawyers  say  the  ruling  in  the  Tripi  case,  if 
upheld  on  appeal,  could  give  lawyers  new 
grounds  to  force  arbitrators  to  justify 
their  rulings  and  open  the  door  to  legal 
challenges  of  awards  if  they  cover  only  a 
portion  of  proven  losses. 

ACCUSATIONS  OF  BIAS 

ANY  CHANGE  THAT  encourages  appeals 
is  anathema  to  defenders  of  securities  ar- 
bitration, who  favor  its  informality  and 
low  cost.  However,  critics  note  that  such 
traits  have  already  been  eroded  by  de- 
fense-lawyer tactics.  In  theory,  claimants 
benefit  from  an  absence  of  legal  techni- 
calities. But  Austin  and  other  investor 
lawyers  complain  that  brokerage  lawyers 


frequently  file  pre-hear- 
ing  motions  that  are  not 
authorized  by  the  rules, 
driving  up  investors'  le- 
gal bills. 

The  NASD's  Fienberg 
acknowledges  that  abuses 
occur  and  says  the  NASD 
is  working  to  put  a  stop  to 
them.  But  she  vigorously 
denies  defense-lawyer  ac- 
cusations of  unfairness 
and  maintains  that  partic- 
ipants in  arbitrations  are 
generally  satisfied  with 
the  process. 

One  common  com- 
plaint of  attorneys  for  in- 
vestors, concedes  Fien- 
berg, is  that  brokerages 
frequently  stonewall  in- 
vestors in  their  requests 
for  documents  that  they 
need  to  pursue  their  cas- 
es. Fienberg,  however, 
says  the  matter  is  well  in 
hand.  She  notes  that  on 
Jan.  12,  the  NASD  issued  a 
public  notice  reminding 
arbitrators  that  they  can 
impose  sanctions  for  fail- 
ure to  comply  with  the 
NASD  discovery  rules. 
Austin  says  it's  too  early 
to  say  if  the  notice  will 
have  any  effect.  Investor 
lawyers  say  sanctions  are 
only  rarely  imposed— 
and  brokerage  attorneys 
know  it. 

Also  vexing  to  investor 
^^™  lawyers  are  arbitration 

hearings  that  drag  out  over  a  large  num- 
ber of  separate  sessions,  sometimes 
weeks  or  months  apart.  That  can  have  the 
effect  of  wearing  down  investors  and 
ratcheting  up  their  legal  bills,  as  well  as 
the  $400-per-session  fees  for  each  arbi- 
trator—defeating the  supposed  speed 
and  low  cost  of  arbitration.  Fienberg, 
however,  maintains  that  adjournments 
can  be  required  for  legitimate  reasons, 
and  she  does  not  believe  excessive  num- 
bers of  sessions  are  a  serious  problem. 

The  NASD  is  also  seeking  Securities  & 
Exchange  Commission  approval  for 
rules  addressing  another  investor-lawyer 
beef.  Motions  to  dismiss  claims  are  fre- 
quently sought  by  brokerage  firms  as  a 
way  of  short-circuiting  the  arbitration 
process  completely.  These  motions  are 
not  specifically  addressed  in  the  current 
rules.  The  new  rules  would  allow  them 
under  rare  circumstances.  But  some  in- 
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vestor  lawyers  say  the  NASD  should  ban 
such  motions. 

A  new  and  troublesome  entry  to  the 
litany  of  complaints  about  the  system 
goes  to  the  heart  of  how  arbitrators  are 
hired- and  fired.  A  handful  of  the  7,000 
NASD  arbitrators  have  publicly  com- 
plained that  they  have  been  stricken 
from  the  rolls  of  potential  panelists  be- 
cause they  have  a  pro-investor  bias  or 
otherwise  have  antagonized  the  NASD. 
The  claims  were  first  reported  in  the 
newsletter  Securities  Week,  which,  like 
BusinessWeek,  is  published  by  The  Mc- 
Graw-Hill Companies. 

WHO  GETS  TO  BE  A  PANELIST? 

ONE  EX-ARBITRATOR,  Florida  in- 
vestor attorney  Allan  J.  Fedor,  says  that 
he  was  removed  from  the  NASD  arbi- 
tration roster  without  explanation  after 
he  sat  on  a  panel  that  criticized  the 
NASD  for  not  complying  with  a  sub- 
poena. Other  arbitrators  have  publicly 
complained  about  being  arbitrarily 
yanked  from  the  rolls,  with  one  saying 

My  Broker 

Done  Me  Wrong 

Investors  filed  a  record  8,945 
complaints  against  their  brokers  with 
NASD  last  year.  The  top  categories: 


Breach  of  fiduciary  duty 

5,565 

Negligence 

3,500 

Misrepresentation 

3,280 

Firm  failed  to  supervise  broker 

V30 

Unsuitable  investments 

3498 

*Each  case  can  contain  up  to  four  types  of  complaints 

Data:  '^ASD 


he  was  pulled  from  the  roster  after  he 
complained  about  the  pro-industry 
bias  of  another  arbitrator.  Fienberg 
says  she  cannot  comment  on  any  spe- 
cific arbitrator's  removal  but  adds  that 
the  NASD  "reviews  arbitrator  rolls  con- 
stantly" and  weeds  out  arbitrators  only 
for  just  cause— such  as  rudeness  or  be- 
ing chronically  late  to  hearings. 

Where  does  the  truth  he  in  the  war  of 
words  between  the  Wall  Street  arbitra- 
tion system  and  its  critics?  Perhaps,  as  is 
so  often  the  case  in  arbitration  deci- 
sions, somewhere  in  between.  But  if 
even  half  of  the  accusations  against  the 
arbitration  system  are  correct,  Wall 
Street's  preferred  system  of  justice  is  in 
pretty  sorry  shape  .  ■ 

-By  Gary  Weiss,  with  David 
Serchuk,  in  New  York 
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COMMENTARY 


BY  GARY  WEISS 


Give  Investors 
Their  Day  in  Court 

Arbitration  is  stacked  in  the  brokers'  favor 


WALL  STREET  loves 
arbitration.  And 
no  wonder:  For 
decades,  securi- 
ties firms  have 
benefited  from  a  system  that  is  fre- 
quently criticized  for  being  arbi- 
trary and  unjust  to  investors.  Cus- 
tomers put  up  with  it  because 

they  have  no  choice  if  they  want  a  bro- 
kerage account.  Regulators  have  left  the 
system's  flaws  largely  uncorrected. 
With  investor  claims  hitting  records, 
however,  the  time  has  come  for  funda- 
mental changes  in  the  way  investor  dis- 
putes are  handled. 

It's  not  just  a  question  of  fairness.  If  s 
also  an  issue  that  goes  to  the  heart  of  the 
relationship  between  Wall  Street  and  the 
public.  At  a  minimum,  regulators  such 
as  the  NASD,  which  administers  the 
most  widely  used  arbitration  system, 
need  to  enforce  their  rules  evenhanded- 
ly  and  stringently.  They  must  crack 
down  on  improper  conduct  by  attorneys 
for  brokerage  firms— and  scour  deci- 
sions for  evidence  of  bias 
that  favors  the  Street. 

But  instead  regulators 
meet  accusations  of  impro- 
prieties with  a  shrug.  A 
good  example  is  the 
NASD's  laissez-faire  atti- 
tude toward  brokerage 
lawyers  who  complicate 
cases  by  filing  frivolous 
pretrial  motions.  Linda  D. 
Fienberg,  president  of  the 
NASD  Dispute  Resolution, 
concedes  that  "right  now, 
the  arbitration  code  does 
not  explicitly  provide"  for 
prehearing  motions  by 
parties  to  arbitrations.  So 
why   doesn't   the    NASD 


How  about 
a  right  of 
appjeal— but 
for  investors 
only? 


stop  them?  Parties  who  engage  in 
tactics  should  be  consistently  and  i 
verely  sanctioned. 

Since  the  arbitration  process  den 
investors  their  right  to  a  hearing  b> 
jury  of  their  peers,  the  pool  of  arbitrate 
needs  to  be  greatly  expanded  to  inclu 
men  and  women  from  a  wide  cross-s 
tion  of  the  general  population's  den 
graphic  and  occupational  backgroui 
Charles  W  Austin  Jr.,  a  Richmond  (V 
securities  lawyer  and  president  of 
Public  Investors  Arbitration  Bar  Ass 
says  he  believes  that  the  three-pers 
panels  should  be  opened  up  to  blue-c 
far  workers.  Asks  Austin :  "Why  can't 
Everyman  become  an  arbitrator?" 

The  godlike  powers  of  arbitrati 
panels  need  to  be  curbed.  It's 
enough  simply  to  require  arbitrators 
set  forth  the  reasons  for  their  decisio 
That  will  make  them  more  prone  to  < 
peal,  which  could  hurt  investors  sir 
brokerages  could  then  tie  up  arbitrat 
awards  in  court.  The  solution  is  to  all' 
a  right  of  appeal— but  only  for  investc 
Would  that  be  unfair  to  brokers 
firms?  Only  if  you  disregard  the  fact  tl 
arbitration  is  imposed 
investors.  If  the  Str< 
doesn't  want  to  fix 
system,  it  should  st 
shoving  arbitration  do1 
investors'  throats. 

Years  ago,  arbitrati 
was  optional,  and  investi 
could  bring  claims 
court.  It  may  well  be  ti 
to  give  investors  back  th 
right  to  sue  brokers- 
they  wish.  The  court  syst 
is  surely  flawed,  but  at  le 
it  is  accountable  to 
public.  Securities  arbit 
tion,  with  its  opaque  a 
nonappealable  rulings, 
accountable  to  nobody. 


■M 


iNSTinet 

THE  INSTITUTIONAL  BROKER 


pissing  market  opportunities  is  never  a  good  thing.  Instinet's  ProActive  SmartRouter  takes  routing 
to  the  next  level  by  simultaneously  representing  your  order  on  Instinet  CBXSM.  our  new  Continuous  Block 
it  rossingSM  facility,  and  multiple  external  liquidity  pools,  such  as  IN6T,  Arca€X,  NASDAQ.  SuperMontage 
\(nd  NYS€  DOT.  Unlike  regular  routers,  the  ProActive  SmartRouter  not  only  seeks  liquidity  within  your  limit 
(rice,  but  also  lets  you  post  your  non-marketable  orders  on  several  external  marketplaces  at  the  same  time. 
njhe  result?  Price  improvement  opportunities  galore.  It  truly  pays  to  be  pro-active. 
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Finance  Arbitration 


A  Rare  Win  for 
Wounded  Investors 

A.G.  Edwards  is  settling  with  a  group  of 
P&G  retirees  featured  in  a  BW  report 


OR  MANY  INVESTORS  WHO 
lost  their  shirts  after  the  tech 
bubble  burst  in  2000,  the 
past  few  years  have  been 
spent  in  a  special  kind  of  hell 
called  arbitration.  Last  year, 
BusinessWeek  chronicled  the 
plight  of  one  group  seeking  justice:  the 
roughly  90  former  workers  at  a  Procter  & 
Gamble  Co.  detergent  factory  in  Augusta, 
Ga.  (BW— Feb.  24,  2003).  They  said  they 
were  lured  into  the  stock  market  by 
William  F.  Gibbs  Sr.,  a  charismatic  broker 
who  was  the  local  branch  manager  for 
AG.  Edwards  &  Sons  Inc. 

Gibbs's  pitch  was  simple,  but  seduc- 
tive: If  the  workers— most  of  them  in 
their  late  50s  or  60s— quit  their  jobs  and 
handed  him  control  of  their  generous 
P&G-funded  retirement  accounts,  he 
would  earn  them  20%  annual  returns  by 
investing  in  undervalued  blue-chip 
stocks.  But  after  Gibbs  shifted  into  risky 
tech  and  Internet  stocks  a  few  months  be- 
fore the  bust,  many  workers  lost  big 
chunks  of  their  life  savings.  Initially,  Ed- 
wards pointed  to  the  big  drop  in  the  mar- 
ket and  said  Gibbs's  clients  understood 
the  risks  they  were  taking. 

Now  the  saga  is  drawing  to  a  surpris- 
ing close.  Since  January,  St.  Louis-based 
Edwards  has  agreed  to  settle  with  more 
than  100  of  Gibbs's  former  clients,  in- 
cluding dozens  of  ex-P&G  workers,  and  so 
far  has  paid  out  more  than  $23  million. 
The  payments  roughly  match  what  the 
workers  lost  but  don't  cover  foregone  pay 
or  the  35%  contingency  fees  they  owe 
their  lawyers.  Also,  Edwards  is  negotiat- 
ing a  separate  settlement  with  Georgia 
Secretary  of  State  Cathy  Cox  in  which  the 
firm,  without  admitting  any  guilt,  will  pay 
a  $500,000  fine  and  open  its  broker-train- 
ing and  compliance  programs  to  outside 
review  for  as  long  as  two  years. 


Making  Them  Whole 

Last  year  BusinessWeek  reported  on  the 
plight  of  former  Procter  &  Gamble  workers 
who  lost  retirement  savings  in  accounts 
managed  by  an  A.G.  Edwards  broker  in 
Augusta,  Ga.  (Feb.  24,  2003).  Now,  the 
firm  has  settled  many  of  the  cases.  Here's 
how  six  of  the  workers  fared: 


BENNIE 
HOLMES 

TRADING  LOSSES 

$300,000 

SETTLEMENT 

$253,455 

MATTIE 
LUCHEY 

TRADING  LOSSES 

$600,000* 

SETTLEMENT 

$357,247 


ANDREW 
GREEN 

TRADING  LOSSES 

$600,000 

SETTLEMENT 

$752,584 


•Figure  includes  claim  for  lost  wages  and  otter  items 

Data:  Georgia  Secretary  of  State.  Gard  Smley  Bishop  &  Down  LLP 


■ 

The  move  toward  a  broad  settlemB 
started  in  July  when  arbitrators  hearS 
the  first  P&G  case  handed  down  a  rulfl 
that  hit  Edwards  hard  and  got  Cox's  I 
tention.  The  panel  awarded  $950,00cB 
Wendell  A.  Gresham,  compensating  hi 
not  only  for  $265,000  in  stock  losses  ■ 
also  giving  him  $240,000  for  legal  ffl 
and  $400,000  in  punitive  damages.  ( k 
urged  Edwards  to  settle  the  other  caM 
But  frustrated  by  what  she  saw  as  i 
firm's    foot-dragging,    Cox    says     k 
warned  Edwards  last  fall  that  she  wo  A 
"use  all  our  guns"— including  the  righA 
revoke  its  license  in  Georgia— if  the  fit 
didn't  quickly  resolve  all  the  clairl 
"That  was  huge,"  says  Edward  J.  Do\l 
an  Adanta  attorney  who  represent 
many  of  Gibbs's  ex-clientsji 
An  Edwards  spokesworrl 
says  the  firm  felt  "it  [was]  il 
portant  that  we  resolve  th« 
matters,"  and  notes  that  t 
problems  "were  isolated 
one  branch   and   a  limii 
number  of  financial  consi 
ants."    Through    his    w 
Gibbs,  who  retired  in  Januf 
2002,  for  health  reasons,  < 
clined  to  comment. 

The  former  Procter 
Gamble  workers  say  the  p; 
ments  have  helped  them 
their  lives  back  together. " 
given  me  the  peace  of  m. 
that  I'll  have  enough  for 
rest  of  my  retirement,"  s^ 
Mattie  Luchey,  68.  All 
same,  many  former  work 
still  feel  cheated  that  ti 
never  got  a  chance  to  go  to 
bitration— and  potentially 
cover  legal  fees  and  punit 
damages  as  Gresham  did. 
But  the  law  firm  defendi 
Edwards  had  taken  a  go-sl 
approach,  agreeing  to  nan 
only  11  cases  a  year.  For  sor 
that  would  have  meant  we 
of  as  many  as  eight  years 
prospect  that  left  a  settlemi 
as  the  only  practical  opti' 
"It  seems  the  system  prote 
the  [brokerage  firms], 
lawyers,  and  the  arbitrator 
complains  Ronnie  Robins 
one  of  Gibbs's  former  clier 
"Edwards  should  have  p 
my  lawyers'  fees."  Maybe 
but  at  least  Robinson  wc 
have  to  spend  his  golc 
years  going  to  arbitrat 
hearings.  ■ 

—By  Dean  Foust  in  Atlai 


RONNIE 
ROBINSON 

TRADING  LOSSES 

$202,247 

SETTLEMENT 

$215,872 

TERRY 
SHELL 

TRADING  LOSSES 

$1,000,0001 

SETTLEMENT 

$686,758 

WILBUR 
OWENS 

TRADING  LOSSES 

$298,000 

SETTLEMENT 

$290,188 
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Finance  Governance 


Can  Michael  Eisner 
Hold  the  Fort? 

Having  fired  the  first  volley,  Disney 
stockholders  are  in  no  mood  to  back  off 


embattled 
Michael  D 


OMETIMES  LIFE  REALLY 
does  imitate  art.  Walt  Dis- 
ney Co.  is  preparing  to  re- 
lease a  much-delayed 
movie  about  the  Alamo 
massacre.  Just  like  Jim 
Bowie  and  Davy  Crockett, 
Disney  Chief  Executive 
Eisner  and  new  Chairman 
George  Mitchell  are  facing  more  than  a 
few  hostiles.  Some  folks  are  betting 
they'll  be  on  the  losing  end,  too. 

Institutional  investors,  who  tasted  first 
blood  with  their  43%  no-confidence  vote 
in  Eisner  on  Mar.  3,  are  in  no  mood  to 
break  off  the  attack.  "This  isn't  over  be- 
cause Disney  changed  some  titles,"  says 
Cynthia  Richson,  corporate-governance 
officer  at  the  $59  bil- 
lion Ohio  Public  Em-    ON  THE  ATTACK 
ployees      Retirement    Disney  and  Gold 
System,  which  with-    are  still  gunning 
held   its   4.7  million    hard  to  unseat 
votes  from  both  Eisner    -  sner 
and  Mitchell.  ^^^^™" 

Richson  is  finding  plenty  of  support. 
She  is  forming  a  shareholder  committee 
to  make  sure  that  Mitchell  stays  as  inde- 
pendent from  Eisner  as  the  new  chair- 
man promised.  Ideally,  though,  Richson 
believes  that  the  board  should  replace 
Mitchell,  a  former  U.S.  senator  who  has 
been  a  board  member  for  nine  years. 
Meanwhile,  staffers  at  the  $116  billion 
California  State  Teachers  Retirement  Sys- 
tem, which  owns  nearly  8  million  Disney 
shares,  are  forming  their  own  sharehold- 
er committee  to  review  Disney's  next 
steps.  Says  board  member  and  California 
State  Controller  Steve  Westly:  "Major 
shareholders  intend  to  keep  pressure  on 
Disney's  audit  committee,  its  compensa- 
tion committee,  and  the  management." 

Eisner's  leading  critics,  former  board 
members  Roy  Disney  and  Stanley  Gold, 
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continue  to  drum  up  allies  in  a  push  to 
oust  Eisner.  For  instance,  according  to 
knowledgeable  sources,  Gold  has  talked 
with  influential  media  investor  Gordon 
Crawford,  a  senior  vice-president  of 
Capital  Group.  Crawford  withheld  Capi- 
tal's 7  million  votes  from  Eisner.  A  Capi- 
tal spokesman  would  not  confirm  any 


The  Siege  of  Disney 

The  board  may  have  stripped  CEO  Eisner 

of  the  chairmanship,  but  his  critics  aren't  putting 

away  their  battering  rams 


CalSTERS,  the  giant  California  teachers'  retirement 
fund,  is  planning  to  create  a  committee  of  large 
shareholders  to  push  for  more  governance  reforms  and 
monitor  new  Chairman  George  Mitchell's  actions 


FORMER  DIRECTORS  Stanley  Gold  and  Roy  Disney  are 
suing  in  the  Delaware  Chancery  Court  to  obtain 
information  on  how  Disney's  board  decided  on  Eisner's 
2002  and  2003  compensation 


GOLD  AND  DISNEY  also  are  pressing  the  company  to 
turn  over  shareholder  proxies,  so  that  they  can  conduct 
their  own  recount  of  the  votes  withheld  from  Eisner  in 
the  board  elections 


talks  with  Gold.  Disney  officials  also  i 
clined  to  comment. 

Getting  Eisner  out  could  be  a  lengt 
affair.  He  has  said  he  won't  leave  befc 
his  contract  expires  in  2006.  Moreov 
the  board  is  reluctant  to  shake  up  ma 
agement  with  another  bid  for  the  comp 
ny  likely  from  cable  operator  Coma 
Corp.  Critics  are  looking  for  at  least  a  f< 
mal  succession  plan— or  a  timetable  1 
Eisner's  retirement— when  the  boa 
meets  in  late  April. 

SIGNS  OF  STIRRING? 

GOLD  AND  DISNEY  HAVE  contempl; 
ed— but  rejected  for  now  as  too  expe 
sive— a  "consent  solicitation"  of  Disne 
3  million  shareholders  to  run  their  o\ 
slate.  Or  they  could  wait  until  next  yea 
annual  meeting  to  run  a  minority  sla 
This  will  be  allowed  if  the  Securities  &  I 
change  Commission  rules  this  sumn 
that  investors  can  place  their  own  cane 
dates  on  the  official  ballot  at  companj 
where  35%  of  shareholders  withht 
votes  for  a  director  the  previous  year. 
Eisner  vote  is  Exhibit  A  in  why  tl 
rule  is  needed,"  sa 
North  Carolina  Treasut 
Richard  H.  Moore. 

Eisner's  best  defen 
may  be  that  Disney 
showing  signs  of  stirrii 
Operating  earnings  mc 
than  doubled  in  the  quar 
ended  Dec.  31,  fueled 
DVD  sales  of  Finding  Ner 
and  Pirates  of 
Caribbean.  Earnings  tl 
quarter  won't  be  as  robi 
but  Merrill  Lynch  &  Co.  i 
alyst  Jessica  Reif  Cohen  i 
pects  better  theme-park 
tendance  to  offset  far  lo\ 
studio  earnings  and  ht 
boost  operating  profits 
15%.  Disney  still  fac 
some  bumps,  such  as 
Mar.  31  deadline  for 
structuring  the  bank  dt 
at  its  wobbly  Disneyla 
Resort  Paris  and  a  couple 
risky  $100  million  flic 
Disney  isn't  sure  how  7 
Alamo  will  do.  Or  its  a; 
mated  film,  Home  on 
Range.  But  at  least 
changed  the  title  frc 
Sweating  Bullets,  which 
what  some  Disney  ex< 
are  doing  right  now. 

-By  Ronald  Graver 
Los  Angeles,  with  Ai 
Borrus  in  Washingi 


Data:f. :         ■'•  — 


May  25  -  27,  2004 

Javits  Center 

New  York  City 


I 


Technology 
decisions 

CAN  BE 
PUZZLING. 


^50  Companies. 
—  250  Experts. 

One  Enterprise  Event. 
Solutions  that  Fit. 


the  leading  Information  &  Communications  Technology  (ICT)  event  for 
insight,  information  and  answers  to  all  of  your  enterprise  technology  n« 


floor  admission.  Log  on  to:  www.cebit-america.com  and  input 
Priority  Code  B4AAR  to  take  advantage  of  this  Special  Offer! 


ium  Media  S|n 

IE  WALL  STREET  JOHN 


BusinessWeek      BUdc/ 


Marketing  Luxury  Goods 


The  Vuitton  Machine 

Inside  the  world's  biggest,  most  profitable  luxury  brand 


i 


THUNK.  THUNK.  THUNK. 
Behind  a  locked  door  in 
the  basement  of  Louis 
Vuitton's  elegant  Paris 
headquarters,  a  mechani- 
cal arm  hoists  a  brown- 
and-tan  handbag  a  half- 
meter  off  the  floor— then  drops  it.  The 
bag,  loaded  with  an  8-pound  weight,  will 
be  lifted  and  dropped,  over  and  over 
again,  for  four  days.  This  is  Vuitton's  test 
laboratory,  a  high-tech  torture  chamber 
for  its  fabled  luxury  goods.  Another  piece 
of  lab  equipment  bombards  handbags 
with  ultraviolet  rays  to  test  resistance  to 
fading.  Still  another  tests  zippers  by  tug- 
ging them  open  and  shutting  them  5,000 
times.  There's  even  a  mechanized  man- 
nequin hand,  with  a  Vuitton  charm 
bracelet  around  its  wrist,  being  shaken 
vigorously  to  make  sure  none  of  the 
charms  falls  off. 

Think  Louis  Vuitton,  and  what  comes 
to  mind?  Certainly  not  some  robot  that 
batters  bags  all  day.  Most  likely,  it's  those 
glossy  ads— the  ones  with  supermodels 
draping  their  lithe  frames  over  Vuitton 
luggage  against  a  gold-and-turquoise 
desert  landscape.  Or  the  crowd  of  Holly- 
wood celebs,  fashionistas,  and  even  Rudy 
Giuliani,  partying  at  a  champagne- 
soaked  150th  birthday  party  for  Vuitton  in 
a  tent  next  to  Lincoln  Center  in  New  York 


Benchmarking  Vuitton 
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J-LO  IN  DENMARK 

Vuitton  boosted  ad 
spending  by  20% 
last  year  while  othe 
houses  cut  back 


BRAND 

2003  SALES 
BILLIONS 

PERCENT 
CHANGE' 

OPERATING 
MARGIN 

Louis  Vuitton 

$3.80 

+16% 

45.0% 

Prada 

1.95 

0.0 

13.0 

Gucci" 

1.85 

-LO 

27.0 

Hermes 

1.57 

+77 

25.4 

Coach 

1.20 

+34.0 

29.9 

:f  Gucci  Group    Data:  Company  repc 


last  month.  Or  the  sleek  new  Vuitton  re- 
tail temples,  from  Fifth  Avenue  to  Tokyo's 
chic  Omotesando  district,  where  shop- 
pers plunk  down  $1,000  and  up  for  a 
handbag  in  the  new  Murakami  line. 

Vuitton  trades  brilliantly  in  the  stuff  of 
desire  and  ego.  Yet  creating  a  buzz  is  the 
stock  in  trade  of  every  fashion  and  luxury 
house.  Flip  through  Vogue,  Vanity  Fair,  or 
Elle,  and  you'll  find  pages  and  pages  of 
half-naked  models,  legs  splayed,  dangling 
handbags  from  Vuitton  and  rivals  Gucci, 
Prada,  and  Hermes.  In  the  glam  depart- 
ment, Vuitton  is  great  but  not  alone. 
You  have  to  peek  behind  the  glittery  fa- 
cade to  see  what  makes 
Vuitton  unique— what 
makes  it,  in  fact,  the  most 
profitable  luxury  brand  on 
the  planet.  There's  the  re- 
lendess  focus  on  quality. 
(That  robot  makes  sure 
Vuitton  rarely  has  to  make 
good  on  its  lifetime  repair 
guarantee.)  There's  the 
rigidly  controlled  distribu- 
tion network.  (No  Vuitton 
bag  is  ever  marked  down, 
ever.)  Above  all,  there's  the 
efficiency  of  a  finely  tuned 
machine,  fueled  by  ever-in- 
creasing productivity  in  de- 


sign and  manufacti 
ing— and,  as  Vuitti 
grows  bigger, 
ability  to  step  up  a 
vertising  and  glob 
expansion  witho 
denting  the  botto 
line.  "Their  operari 
metrics  are  second 
none,"  says 
Frankfort,  chief  exe 
utive  of  U.S.  handbl 
maker  Coach,  who  wants  to  surpass  Vu 
ton's  success  someday. 

Good  luck,  Lew.  The  Vuitton  machine 
irmning  mighty  smoothly  right  now.  W 
$3.8  billion  in  annual  sales,  it's  about  tw? 
the  size  of  runners-up  Prada  and  Gu 
Group's  Gucci  division.  Vuitton  has  mai 
tained  double-digit  sales  growth  and  t 
industry's  fattest  operating  margins  as 
vals  have  staggered  through  a  glol 
downturn  the  past  two  years.  That  pow 
was  underscored  anew  on  Mar.  3,  wh 
parent  LVMH  Moet  Hennessy  Louis  Vu 
ton  reported  a  30%  earnings  increase 
2003,  fueled  by  a  record-high  45%  oper 
ing  margin  at  Vuitton.  The  average  m 
in  the  luxury  accessories  business  is  25 
"The  sky's  the  limit,"  says  Yves  Carcel 
the  charismatic  former  textile  executi 
who  has  run  Vuitton  since  1990  and 
widely  credited  with  masterminding  it 
rurbocharged  growth. 

LEVITATING  ACT 

LVMH  CHAIRMAN  Bernard  Ar- 
nault says  the  brand  will  keep 
roaring  ahead,  even  though  it 
has  already  quintupled  sales 
and  increased  margins  sixfold 
since  he  bought  the  company 
in  1989:  "Of  all  the  luxury 
brands,  Vuitton  has  the  great- 


a 
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est  potential  for  growth."  Although 
LVMH  doesn't  disclose  sales  for  Vuitton 
alone,  analysts  reckon  they  grew  at  least 
16%  worldwide  last  year  and  are  likely  to 
repeat  that  feat  in  2004.  Thanks  to  Vuit- 
ton's  levitating  act,  LVMH's  Paris-traded 
shares  have  almost  doubled  in  the  past  12 
months,  to  more  than  $75. 

Compare  that  with  Gucci,  which  posted 
disappointing  sales  and  cut  ad  spending 
last  year— and  was  rocked  by  the  an- 
nounced departure  of  de- 
signer Tom  Ford.  And 
whereas  Ford  had  reshaped 
Gucci  in  his  own  rock-star- 
inspired  image,  the  power  of 
Vuitton  extends  beyond  the 
persona  of  chief  designer 
Marc  Jacobs. 

Does        Vuitton— which 
started  as  a  maker  of  steamer 
trunks  during  the  reign  of 
Napoleon  III— have  its  best 
days  ahead  of  it?  It  needs  to 
wean  itself  from  Japanese 
customers,  who  account  for  an  estimated 
55%  of  revenues.  Vuitton  must  build 
sales  in  the  U.S.  while  tapping  into  rising 
affluence  in  China  and  India.  It  also 
needs  to  fight  increasingly  sophisticat- 
ed global  counterfeiting  rings.  Most  of 
all,  because  Vuitton  markets  itself  as 
an  arbiter  of  style,  it  needs  to  keep 
convincing  customers  that  they're 
members  of  an  exclusive  club. 

Carcelle  dismisses  the  idea  that 
Vuitton  has  limited  growth  potential. 
Yet  if  s  a  crucial  question  for  LVMH, 
which  draws  an  estimated  80%  of  its 
profits  from  Vuitton,  thus  propping 
up  less-successful  units,  from  the  DFS 
duty-free  retail  chain  to  couturiers 
Christian  Lacroix  and  Givenchy.  "If 
LVMH  didn't  have  Vuitton,  it  would 
be  a  disaster,"  says  Armando  Bran- 
chini  of  InterCorporate,  a  Milan 
luxury    consulting    group.    The 
touchiness  of  this  issue  was  under- 
scored recently  when  LVMH  won  a 
ruling  in  France  that  a  Morgan 


Lookout, 
rivals: 

Vuitton  may 
have  its  best 
days  still 
ahead  of  it 


Stanley  analyst,  who  had  cited  Vuitton's 
"maturity,"  had  downgraded  LVMH's 
shares  unfairly.  Morgan  Stanley  is  appeal- 
ing the  decision,  which  awarded  LVMH  at 
least  $39  million  in  damages. 

These  are  serious  concerns.  But  Vuit- 
ton has  some  serious  strengths.  One  is  the 
loyalty  of  its  clients,  shoppers  who  think 
one  Vuitton  bag  in  the  closet  just  looks 
too  lonely.  "I  save  up  for  a  while,  and  then 
I  spend  a  lot  on  one  item,"  says  Elizabeth 
Hanny,  an  Indonesian  civil 
servant  leaving  Vuitton's 
boutique  on  Paris'  Avenue 
Montaigne  with  a  cylinder- 
shaped  Papillon  mono- 
grammed  toile  bag  that  she 
just  bought  for  $665.  Han- 
ny, 35,  has  shopped  at  Vuit- 
ton since  she  was  20.  Vuit- 
ton strategy  is  to  move  such 
shoppers  up  from  the  clas- 
sic tan-and-brown  mono- 
grammed  bags  to  newer 
lines  such  as  Murakami, 
which  starts  at  around  $1,000,  and 
Suhali,  a  line  of  goatskin  bags  that  aver- 
age more  than  $2,000. 

Women  aren't  the  only  Vuitton  addicts. 
Meet  Jean-Francois  Bardonnet,  51,  a 
Frenchman  who's  a  sucker  for  Vuitton 
briefcases,  wallets,  even  eyeglass  cases. 
"You  buy  into  the  dream  of  Louis  Vuit- 
ton," he  says.  "We're  part  of  a  sect,  and 
the  more  they  put  their  prices  up,  the 
more  we  come  back.  They  pull  the  wool 
over  our  eyes,  but  we  love  it." 

Vuitton  was  already  the  world's 
biggest  luxury  brand  when  Arnault  ac- 
quired it  in  1989.  But  the  previous  owner, 
France's  Racamier  family,  had  focused 
mainly  on  building  a  Japanese  clientele 
that  accounted  for  75%  of  sales.  Then  in 
the  late  1990s,  luxury  accessories  became 
red-hot,  with  long  waiting  lists  for  bags 
such  as  the  Kate  Spade  tote  and  the  Fen- 
di  "baguette."  Vuitton's  classic  brown 
bags,  still  renowned  for  their  quality, 
looked  dumpy  by  comparison. 

Enter  Jacobs,  a  streetwise  New  York 
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designer  associated  with  the  grunge  look. 
He  seemed  a  risky  choice  when  Arnault 
hired  him  in  1998.  But  Jacobs'  fresh,  un- 
fussy  aesthetic  was  a  perfect  fit,  and  the 
ready-to-wear  and  shoe  lines  that  he  has 
introduced— though  they  account  for  less 
than  15%  ofVuitton  sales— draw  younger 
customers  in  the  door.  Last  spring  Jacobs 
teamed  up  with  Japanese  artist  Takashi 
Murakami  on  a  multicolored  line  of  bags, 
incorporating  images  like  cherry  blos- 
soms and  eyes  into  the  traditional  LV 
monogram  and  adding  shiny  metal  trim. 
Vuitton  sold  more  than  $300  million  of 
them  last  year.  "Vuitton  is  a  status  sym- 
bol, always  has  been,"  Jacobs  says.  "But 
now  it's  sexier,  bolder."  While  the  Jacobs 
touch  has  attracted  younger  buyers,  Vuit- 
ton continues  to  attract  older  clients  with 
its  quality  and  lifetime  free  repairs. 

Vuitton  owes  much  to  Jacobs.  But  it 
owes  just  as  much  to  executives  such  as 
Emmanuel  Mathieu,  a  former  factory 
manager  at  food  and  beverage  giant 
Danone,  who  has  headed  Vuitton's  indus- 
trial operations  since  2000.  On  Mathieu's 
watch,  Vuitton  has  boosted  manufactur- 
ing productivity  5%  a  year,  with  improve- 
ments ranging  from  more  efficient 
leather-cutting  equipment  to  a  new 
teamwork  model.  Five  years  ago,  Mathieu 
says,  it  took  12  months  from  the  time 
Vuitton  decided  to  launch  a  new  product 
until  the  item  hit  stores.  Now  it  takes 
about  six  months.  "We're  always  looking 


ARNAULT  He 

"Bought  Vuitton  in 
1989,  and  it  has 
grown  fast 


for  ways  to  improve,"  Mathieu  observes. 
Managers  such  as  Mathieu  have 
helped  transform  Vuitton  from  an  over- 
grown cottage  industry  into  a  21st-centu- 
ry business.  Vuitton's  manufacturing  is 
still  labor-intensive,  with  a  team  of  24 
workers  producing  about  120  handbags  a 
day.  But,  says  Andrew  Gowen,  a  London 
analyst  who  until  recently  covered  LVMH 
for  Lehman  Brothers  Inc.,  "they've 
achieved  pretty  close  to  the  perfect  bal- 
ance between  mechanization  and  hand- 
made."  Gowen,  who  has  visited  the 


Attention  to  DetaiL.And  Cost 


ZIPPER 

Laboratory  equipment 
randomly  tests  zippers 
by  opening  and  clos- 
ing them  5,000  times. 


LEATHER  TRIM 

Vuitton  uses  hides 
from  Northern 
European  cattle,  which 
have  relatively  few 
blemishes  from  insect 
bites. 


PRODUCTION 

Manufacturing 
methods  adopted 
from  auto  makers  and 
other  industries  are 
boosting  productivity 


HANDLE  METAL  RING 

To  cut  costs,  Vuitton 
pressured  supplier  of 
metal  rings  to  improve 
production  efficiency. 


PRICE  TAG 

Forget  bargains: 
Vuitton  never  holds 
sales,  and  prices  rose 
10%  to  12%  in  U.S. 
and  Japan  last  year  as 
the  euro  strengthened. 
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factories  ofVuitton  and  Hermes,  says  tl 
are  "worlds  apart  At  Hermes,  it  looks  1 
you  stepped  into  the  14th  century,  j' 
rows  and  rows  of  people  stitching." 

To  see  how  the  Vuitton  macbj 
works,  consider  the  Boulogne  Multico] 
a  shoulder  bag  that  went  on  sale  t 
month  in  Vuitton  stores  worldwide 
about  $1,500.  With  the  success  of  the  ]\ 
rakami  line  last  year,  Vuitton  market 
execs  quickly  began  looking  for  a  wa\ 
capitalize  on  it.  Canvassing  store  m; 
agers,  they  learned  that  customers  w 
asking  for  a  Murakami  shoulder  bag.  I 
workshop  attached  to  the  marketing 
partment,  technicians  took  a  classic  b 
the  Boulogne,  reworked  it  in  multicoloi 
toile,  added  metal  studs  and  other  toui 
es,  and  dubbed  it  the  Boulogne  Mu 
color.  "We  wanted  to  have  some  e 
ments  that  were  striking,  wf 
retaining  the  history,"  marketing  ch 
Pascale  Le  Poivre  says.  The  prototype  w« 
directly  from  the  marketing  departmen" 
top  execs,  who  approved  the  bag  with* 
any  involvement  by  Jacobs'  design  te^ 
Moving  to  production  was  easy:  Factoi 
could  use  existing  templates. 

TEAMWORK  PAYS  OFF 

BY  JUNE,  THE  PROTOTYPE  was  on 
way  to  Vuitton's  factory  in  Ducey,  an  a 
glass-sheathed  building  near  the  N 
mandy  coast.  As  at  all  Vuitton  factor 
employees  at  Ducey  work  in  teams  of 
to  30.  Each  team  works  on  one  produc 
a  time,  and  team  members  are  not  o 
encouraged  to  suggest  improvements 
manufacturing  but  also  briefed  on  det 
about  the  product,  such  as  its  retail  pr 
and  how  well  it  is  selling,  says  Steph; 
Fallon,  a  former  manager  for  Miche 
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EVOLUTION 


[ANOTHER    REASON    PSEG    HAS    WALL    STREET'S   ATTENTION] 


In  the  beginning,  transportation  was  one  of  our  primary  businesses. 


But  later  it  became  apparent  to  us  that  energy  was  the  industry  of  the 


future.  And  so  it  goes.  Over  the  past  100  years,  we  have  continued  to 


thoughtfully  evolve  our  business  to  meet  changes  in  the  marketplace 


as  well  as  the  needs  of  our  shareholders  and  the  communities  we 


serve.  Today,  our  focus  is  to  provide  investors  with  an  attractive  total 


return  through  a  combination  of  steady  income  and  long-term  growth. 


So  they  can  better  reach  their  future  goals. 


PSEG 

We  make  things  work  for  you. 


www.pseg.com 
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NEW  YORK  No 

more  reliance 
on  Japanese 
tourists 


who  runs  Ducey.  "Our  goal 
is  to  make  everyone  as  mul- 
tiskilled  and  autonomous 
as  possible,"  says  team 
leader  Thierry  Nogues. 

The  teamwork  pays  off. 
When  the  Boulogne  Multi- 
color prototype  arrived  at 
Ducey  last  summer,  work- 
ers who  were  asked  to 
make  a  test  run  discovered 
that  decorative  studs  were 
causing  the  zipper  to  bunch 
up.  The  team  alerted  man- 
agers, and  within  a  day  or 
two,  technicians  had 
moved  the  studs  a  few  mil- 
limeters away  from  the  zip- 
per. Problem  solved. 

Such  efficiency  helps 
compensate  Vuitton  for  its  decision  to 
keep  most  manufacturing  in  France,  one 
of  the  world's  most  expensive  labor  mar- 
kets. Of  the  13  factories  that  make  Vuitton 
bags,  11  are  in  France.  Why  not  manufac- 
ture someplace  cheaper?  "The  question 
gets  raised  all  the  time,  but  we  feel  more 
confident  of  quality  control  in  France," 
says  Mathieu. 

Productivity  alone  won't  sustain 
growth.  So  while  most  luxury  groups  cut 
their  ad  budgets  last  year,  Vuitton  boosted 
spending  an  estimated  20%,  including  a 
global  campaign  featuring  Jennifer 
Lopez.  This  year's  campaign  features  su- 
permodels including  Naomi  Campbell 
and  Kate  Moss.  "We  used  to  be  modest, 
too  modest,"  Carcelle  says  of  Vuitton's 
advertising  strategy.  "Now  we've  taken  it 
to  a  new  level."  Even  so,  Vuitton  is  so  big 
that  analysts  reckon  it  spends  only  about 
5%  of  revenues  on  advertising,  half  the 
industry  average. 

Other  companies  are  trying  hard  to 
emulate  Vuitton's  success.  Coach  has 
repositioned  its  once-utilitarian  bag  as  a 
snazzy  accessory,  widening  margins  to 
29%.  Venerable  Hermes  is  expanding  its 
retail  network  and  recently  hired  design- 
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er  Jean  Paul  Gaultier  to 
freshen  its  image.  Vuitton 
will  try  to  outpace  these  ri- 
vals as  it  carefully  opens 
boutiques  around  the 
world.  Arnault  is  especially 
pleased  that  the  U.S.  stores, 
which  once  posted  75%  of 
their  sales  to  Japanese 
tourists,  now  are  thronged 
with  local  shoppers,  who 
account  for  85%  of  sales.  That's  helping 
Vuitton  reduce  its  risky  dependence  on 
Japanese  customers.  Vuitton's  sales  in 
Japan  grew  12%  last  year— respectable, 
but  lower  than  companywide  sales 
growth.  "Almost  every  grown-up  Japa- 
nese woman  already  owns  at  least  one 
Vuitton  item,"  says  Akira  Miura,  chief  ed- 
itor of  wwd  Japan,  a  fashion  paper. 

As  Vuitton  expands,  other  hazards  ap- 
pear. Counterfeiting  has  risen  sharply  in 
the  past  five  years,  largely  because  of 
China.  Interestingly,  Chinese  spurn  the 
fake  bags,  which  are  mainly  exported  to 
Europe  and  the  U.S.  or  sold  to  tourists. 
Pressed  by  Vuitton,  authorities  closed 
one  huge  factory  last  July  in  Guangzhou. 
"It's  a  menace  we  take  very  seriously," 


Vuitton  is 
trying  to 
halt  a  plague 
of  Chinese 
knockoffs 
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says  Bertrand  Stalla  Bo 
dillon,  director  of  intell 
tual  property. 

Another  menace  wo   | 
be  the  departure  of  key  p 
sonnel.    Early    this    y 
there  was  speculation  t:  ft  8t 
Jacobs  might  leave  unl 
LVMH  gave  more  back 
to  his  clothing  line.  But 
contract  runs  until  20 
and  Arnault  recently  has  been  singl 
out  Jacobs'  label  as  a  rising  star 
LVMH's  portfolio. 

For  Vuitton,  the  biggest  challenge  r 
be  to  keep  this  powerful  machine  un 
control.  The  company  opened  18  stc 
last  year,  about  twice  the  rate  of  openii 
a  decade  ago.  "The  temptation  with 
of  brands  is  to  immediately  find  new  o 
lets,  new  sources  of  distribution, 
price  points,"  says  Marc  Gobe,  a  N 
York-based  principal  at  brand  consulta 
Desgrippes  Gobe  Group.  Not  Vuitt 
"They  are  extremely  disciplined,"  G< 
says.  Arnault  promises  that  Vuitton 
never  lose  its  discipline— or  its  focus  Wme 
quality.  "That's  what  differentiates  Lo 
Vuitton,"  he  says. 

The  message  seems  to  be  gett 
across.  Just  ask  Ariella  Cohen,  a  24-ye  |y  ot 
old  Manhattan  legal  assistant  who  ov 
a  Vuitton  messenger  bag  and  several 
cessories  and  covets  high-heeled  Vuit 
sandals— even  though  she'll  have  to 
on  a  waiting  list.  "Louis  Vuitton  ne 
goes  out  of  style,"  she  says  as  she  lea 
the  Fifth  Avenue  store.  With  luck, 
Louis  Vuitton  machine  will  never  i 
out  of  steam.  ■ 

-By  Carol  Matlock,  with  Rachel  Tij. 
dy  in  Paris,  Diane  Brady  in  New  Yt 
Robert  Berner  in  Chicago,  and  Hir 
Tashiro  in  To 
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Important  Correction  of  Information  about 
Pravachol®  (pravastatin  sodium)  tablets 


iJristol-Myers  Squibb  Company,  maker  of  Pravachol,  ran  ads  for  Pravachol  that  the 
DA  determined  were  misleading. The  statement  they  determined  misleading  was 
Pravachol  is  the  only  cholesterol  lowering  drug  proven  to  help  prevent  first  and 
econd  heart  attack  and  stroke  in  people  with  high  cholesterol  or  heart  disease." 

This  statement  suggested  that  Pravachol  has  been  proven  to  help  prevent  stroke 

n  people  without  heart  disease. 

'lease  note,  Pravachol  has  not  been  proven  to  help  prevent  stroke  in  people 
yithout  heart  disease.  Pravachol  is  proven  to  help  prevent  stroke  only  in  people 
i/ith  coronary  heart  disease  (CHD). 

Vavachol  is  no  longer  the  only  cholesterol  lowering  drug  approved  to  help 
prevent  first  and  second  heart  attack.  In  April  2003,  another  drug  was  approved 
d  reduce  the  risk  of  heart  attacks  and  stroke  in  patients  with  CHD,  or  without  CHD 
>ut  at  high  risk  of  coronary  events  because  of  diabetes,  peripheral  vessel  disease, 
r  history  of  stroke  or  other  cerebrovascular  disease. 

ravachol,  with  diet,  when  diet  and  exercise  are  not  enough,  is  approved  to: 
effectively  lower  cholesterol  in  people  with  high  cholesterol 
help  prevent  heart  attacks  in  people  with  high  cholesterol  or  heart  disease 
help  prevent  stroke  in  people  with  heart  disease 

your  doctor  prescribed  Pravachol,  you  should  continue  to  take  Pravachol  in 
ccordance  with  his  or  her  directions.  If  you  have  any  questions  about 
'ravachol,  ask  your  doctor  or  healthcare  professional. 

nportant  Considerations:  Pravachol,  a  prescription  drug,  is  not  for  everyone,  including 


i/omen  who  are  pregnant  or  nursing  or  may  become  pregnant,  or  people  with  liver 
roblems.  And  because  serious  side  effects  can  result,  tell  your  doctor  about  any 
nexplained  muscle  pain  or  weakness  you  experience  while  on  Pravachol,  and  about 
ny  other  medications  you  are  taking.  Your  doctor  may  do  blood  tests  to  check  for  liver 
roblems.  Some  mild  side  effects,  such  as  slight  rash  or  stomach  upset,  occur  in  2-4% 
iff  patients. 


lease  see  product  information  following  this  advertisement. 


H  Bristol-Myers  Squibb  Company 

!004  Bristol-Myers  Squibb  Company,  Princeton,  NJ  08543 
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PRAVACHOL 

(pravastatin  sodium)  Tablets 


Rx  only 


Please  read  this  summary  carefully  and  then  ask  your  doctor  about  PRAVACHOL® 
(pravastatin  sodium)  Tablets.  There  may  be  new  information.  This  advertisement  does 
not  take  the  place  of  talking  to  your  doctor  about  your  medical  condition  or  your 
treatment.  Only  your  doctor  has  the  training  to  weigh  the  risks  and  benefits  of  a 
prescription  drug  for  you.  


What  are  the  uses  of  PRAVACHOL?  (INDICATIONS) 

PRAVACHOL  is  a  prescription  medicine  that  is  added  to  diet,  when  diet  and  exercise  are 
not  enough.  PRAVACHOL  helps  lower  cholesterol  in  the  blood.  It  lowers  LDL  "bad" 
cholesterol  and  raises  HDL  "good"  cholesterol.  In  addition,  in  patients  with  high 
cholesterol  who  do  not  have  heart  disease,  PRAVACHOL  is  proven  to  help  prevent  heart 
attack,  reduce  the  risk  of  dying  from  a  heart  attack,  and  reduce  the  risk  of  undergoing 
heart  bypass  surgery  or  angioplasty  (a  procedure  used  to  open  a  narrowing  in  the 
coronary  artery  without  surgery).  In  patients  with  heart  disease,  PRAVACHOL  is  proven 
to  help  prevent  heart  attack  and  stroke,  reduce  the  nsk  of  dying  from  a  heart  attack, 
reduce  the  risk  of  undergoing  heart  bypass  surgery  and  angioplasty,  and  slow  the 
progression  of  hardening  of  the  arteries. 

Who  should  not  take  PRAVACHOL?  (CONTRAINDICATIONS) 

Some  people  should  not  take  PRAVACHOL: 

Patients  with  liver  problems:  PRAVACHOL  should  not  be  used  by  patients  with  active 
liver  disease  or  who  have  repeated  blood  tests  indicating  possible  liver  problems.  (See 
What  else  should  I  know  about  PRAVACHOL?  -  WARNINGS.) 

Women  who  are  or  may  become  pregnant  Pregnant  women  should  not  take 
PRAVACHOL  because  it  may  harm  the  fetus.  Women  of  childbearing  age  should  not 
take  PRAVACHOL  unless  it  is  highly  unlikely  that  they  will  become  pregnant  If  a 

woman  becomes  pregnant  while  on  PRAVACHOL,  she  should  immediately  stop  taking 
the  drug  and  talk  to  her  doctor. 

Women  who  are  breast-feeding  should  not  take  PRAVACHOL 

Patients  who  are  allergic  to  any  of  its  ingredients:  The  active  ingredient  in 
PRAVACHOL  is  pravastatin  sodium.  The  inactive  ingredients  are  croscarmellose  sodium, 
lactose,  magnesium  oxide,  magnesium  stearate,  microcrystalline  cellulose,  and 
povidone.  The  10  mg  tablets  also  have  Red  Feme  Oxide;  the  20  mg  tablets  and  the 
80  mg  tablets  also  have  Yellow  Feme  Oxide;  the  40  mg  tablets  also  have  Green  Lake 
Blend  (D&C  Yellow  No.  10-Aluminum  Lake  and  FD&C  Blue  No.  1 -Aluminum  Lake). 

What  else  should  I  know  about  PRAVACHOL? 

WARNINGS 

•  Muscle:  Tell  your  doctor  right  away  if  you  experience  any  unexplained  muscle 
pain,  tenderness,  or  weakness  at  any  time  during  treatment  with  PRAVACHOL  so 
your  doctor  can  decide  if  PRAVACHOL  should  be  stopped.  Some  patients  may  have 
muscle  ache  or  weakness  while  taking  PRAVACHOL.  Rarely,  patients  taking 
PRAVACHOL  have  experienced  serious  muscle  breakdown  resulting  in  kidney 
damage.  The  following  can  be  signs  of  serious  muscle  breakdown:  muscle  pain, 
weakness  or  tenderness,  fever,  feeling  more  tired  than  usual,  and  passing  brown  or 
discolored  urine.  The  risk  of  muscle  damage  is  increased  in  patients  taking  certain 
other  drugs  (for  example,  erythromycin,  cyclosporine,  niacin  or  fibrates)  along  with 
another  lipid-lowering  drug  that  works  similarly  to  PRAVACHOL.  Using  PRAVACHOL 
along  with  fibrates,  like  gemfibrozil,  should  be  avoided  unless  your  doctor  determines 
that  the  benefits  of  combined  use  of  PRAVACHOL  and  fibrates  likely  outweighs  the 
increased  risk  of  muscle  problems. 

•  Liver  Rare  cases  of  liver  function  abnormalities  have  been  reported  with  lipid- 
lowering  drugs  similar  to  PRAVACHOL.  Your  doctor  may  do  blood  tests  to  check 
your  liver  before  you  start  taking  PRAVACHOL,  and  while  you  take  it.  If  your  liver 
enzyme  levels  increase,  your  doctor  should  order  more  frequent  tests.  If  your  liver 
enzyme  levels  remain  unusually  high,  your  doctor  should  discontinue  your 
medication.  Tell  your  doctor  about  any  liver  disease  you  may  have  had  in  the  past 
and  about  how  much  alcohol  you  consume.  Patients  who  consume  large  amounts 
of  alcohol  should  use  PRAVACHOL  with  caution. 

PRECAUTIONS 

•  Homozygous  Familial  Hypercholesterolemia:  PRAVACHOL  has  not  been  studied 
in  this  group  of  patients.  Other  lipid-lowering  drugs  similar  to  PRAVACHOL  lower 
cholesterol  less  effectively  in  these  patients. 

•  Renal  Insufficiency:  Patients  with  renal  impairment  who  are  taking  PRAVACHOL 
should  be  monitored  closely  by  their  doctors. 

•  Drug  Interactions  and  Endocrine  Function:  Because  of  possible  serious  drug 
interactions,  it  is  important  for  patients  to  tell  their  doctors  what  other  drugs  they  are 
taking,  including  those  obtained  without  a  prescription.  They  should  also  tell  other 
doctors  who  are  prescribing  a  new  medicine  for  them  that  they  are  taking 
PRAVACHOL.  (See  What  else  should  I  know  about  PRAVACHOL?  -  WARNINGS: 
'Muscle.)  Caution  should  be  exercised  if  a  lipid-lowering  drug  is  administered  to 
patients  also  receiving  other  drugs  that  may  diminish  the  levels  or  activity  of  steroid 
hormones. 

•  Central  Nervous  System  Toxicity;  Cancer,  Mutagenesis,  Impairment  of  Fertility: 

Like  most  prescription  drugs,  PRAVACHOL  was  required  to  be  tested  in  animals 
before  it  was  approved  for  human  use.  Often  these  tests  were  designed  to  give 
animals  higher  dosages  of  PRAVACHOL  than  is  recommended  for  humans.  In  some 
tests,  the  animals  had  damage  to  their  central  nervous  systems.  In  studies  of  rats 
and  mice  with  high  doses  of  PRAVACHOL,  the  likelihood  of  certain  types  of  cancer 
increased.  No  evidence  of  mutations  of  or  damage  to  genetic  material  was  seen.  In 
one  study  with  rats,  PRAVACHOL  did  not  decrease  fertility  or  general  reproductive 


performance.  However,  in  studies  with  lipid-lowering  drugs  similar  to  PRAVACH| 
there  was  decreased  fertility  in  male  animals. 

•  Pregnancy:  The  safety  of  using  PRAVACHOL  during  pregnancy  has  not 
established.  If  a  woman  becomes  pregnant  while  taking  PRAVACHOL  (pravastl 
sodium),  she  should  immediately  stop  taking  the  drug  and  talk  to  her  doctor  at  or[ 
(See  Who  should  not  take  PRAVACHOL?  -  CONTRAINDICATIONS.) 

•  Nursing  Mothers:  Drugs  taken  by  nursing  mothers  may  be  present  in  t| 
breast  milk.  Because  of  the  potential  for  serious  adverse  reactions  in  nur 
infants,  a  woman  taking  PRAVACHOL  should  not  breast-feed. 

•  Pediatric   Use:   The   safety   and   effectiveness   of  PRAVACHOL  in   children 
adolescents  from  8-18  years  of  age  have  been  established  in  clinical  trials.  Child] 
and   adolescent   females   of  childbearing   potential   should   be   counseled 
appropriate  contraceptive  methods  while  on  PRAVACHOL  PRAVACHOL  has 
been  studied  in  children  younger  than  8  years  of  age. 

•  Geriatric  Use:  The  safety  and  effectiveness  of  PRAVACHOL  in  patients  al 
65  and  older  have  been  established  in  clinical  trials.  Side  effects  in  the  elderly  v.| 
similar  to  the  overall  population.  There  have  been  no  age-related  differenc 
efficacy  and  safety  reported  among  patients  taking  PRAVACHOL 

What  are  the  possible  side  effects  of  PRAVACHOL?  (SIDE  EFFECTS) 

PRAVACHOL  is  generally  well  tolerated.  Side  effects  have  usually  been  mild  and  i 
lived.  However,  some  have  been  serious.  In  4-month  long  placebo-controlled  trials,  1 
of  PRAVACHOL- treated  patients  and  1.2%  of  placebo-treated  patients  discontinj 
therapy  because  of  side  effects.  The  following  list  of  side  effects  may  not  be  compij 
Be  sure  to  ask  your  doctor  about  side  effects  before  taking  PRAVACHOL  and  to  dis 
any  side  effects  that  may  occur  while  taking  PRAVACHOL. 

•  Short-  and  Long-Term  Placebo-Controlled  Clinical  Trials:  Side  effects  that 
been  reported  in  more  than  2%  of  PRAVACHOL-treated  patients  from  short- 
trials,  and  in  at  least  1%  of  PRAVACHOL-treated  patients  in  long-term  trials 
heart  chest  pain,  rash,  nausea,  vomiting,  diarrhea,  abdominal  pain,  constipation, 
upset  stomach,  heartburn,  fatigue,  chest  pain,  flu,  muscle/joint  pain  or  weakn^ 
muscle  cramp,  localized  pain,  headache,  dizziness,  sleep  disturbance,  depre 
anxiety/nervousness,  urinary  problems,  common  cold,  runny  nose,  cough,  she 
of  breath,  upper  respiratory  infection,  and  vision  disturbances.  In  addition, 
following  side  effects  have  been  reported  in  less  than  1%  of  PRAVACHOL-t 
patients  in  long-term  trials:  certain  skin  problems  such  as  itching,  rash,  hi^ 
dryness,  and  hair  loss,  loss  of  sexual  function  or  drive,  decreased  appetite,  fe 
flushing,  allergies,  swelling  of  the  head  and  neck,  muscle  weakness,  problems  of  | 
nervous   system    including   abnormal   sensations   such   as  tingling,   dizzinef 
sleeplessness,  memory  impairment,  and  shaking,  nerve  damage  including  Ic 
muscle  tissue,  progression  of  cataracts,  and  taste  disturbance. 

•  Postmarketing  Experience:  In  addition  to  the  events  reported  above,  as 
other  lipid-lowering  drugs  similar  to  PRAVACHOL,  the  following  side  effects  have  I 
reported   rarely  during   post-marketing   experience:   muscle  weakness,   mu9 
breakdown,   dysfunction  of  certain   brain   nerves  (including  alteration  of  taj 
impairment  of  eye  movement,  facial  paralysis),  damage  to  nerves  causing  weakrl 
and/or  abnormal  sensation,  severe  allergic  reaction  (anaphylaxis),  lupus-like  syndro  J 
severe  pain  and  stiffness  of  muscles,  muscle  weakness  with  muscle  loss,  inflamma  I 
of  the  blood  vessels,  skin  bruising,  low  iron,  abnormal  blood  tests,  arthritis,  joint  p  ] 
weakness,  sensitivity  to  light,  chills,  fatigue,  severe  skin  disorders  that  vary  from  i 
to  serious  burn-like  shedding  of  skin  all  over  the  body  including  mucous  membral 
(such  as  the  lining  of  the  mouth),  inflammation  of  the  pancreas,  inflammation  of  f 
liver,  jaundice,  fatty  change  in  liver,  severe  liver  damage  and  failure,  liver  cancel 
variety  of  skin  changes  (e.g.,  nodules,  discoloration,  dryness  of  mucous  membrarj 
changes  to  hair/nails),  breast  enlargement,  liver  test  abnormalities  including  eleva 
alkaline  phosphatase  and  bilirubin,  and  thyroid  function  abnormalities. 

•  Laboratory  Test  Abnormalities:  Increases  in  certain  liver  enzymes  have  b 
observed  (see  WARNINGS,  Liver).  Temporary  increases  in  certain  white  blood  c 
have  been  reported.  These  increases  were  generally  not  associated  with  symptc 
and  usually  returned  to  normal  despite  continued  therapy.  Low  red  blood  cell, 
blood  cell  and  platelet  counts  have  been  reported  with  lipid-lowering  drugs  simila 
PRAVACHOL. 

How  should  I  take  PRAVACHOL?  (DOSAGE,  ADMINISTRATION  AND 
OVERDOSAGE) 

Patients  should  take  PRAVACHOL  exactly  as  their  doctors  prescribe  it.  The  usual  d 
of  PRAVACHOL  is  1  tablet  once  a  day.  PRAVACHOL  comes  in  different  dosage  strenc 
and  the  patient's  doctor  will  prescribe  the  dose  that  is  right  for  the  patient.  The  doc    \gf  fli 
may  adjust  the  dose.  A  patient  taking  PRAVACHOL  should  not  change  the  dose  with 
talking  to  their  doctor.  PRAVACHOL  may  be  taken  with  or  without  food. 

If  a  patient  misses  a  dose  of  PRAVACHOL,  the  dose  should  be  taken  as  soon  as 
patient  remembers.  Patients  must  not  take  2  doses  in  the  same  day.  If  a  patient  ta 
too  much  PRAVACHOL,  the  patient  should  call  their  doctor  or  Poison  Control  Cei   kj 
right  away. 

The  lowest  dose  of  PRAVACHOL  is  recommended  in  patients  with  a  history    j, 
significant  kidney  or  liver  problems  and  in  patients  taking  immunosuppressive  dr 
such  as  cyclosporine. 

NOTE:  This  summary  provides  important  information  about  PRAVACHOL.  If  you  wc 
like  more  information,  ask  your  doctor  or  pharmacist  to  let  you  read  the  informa 
about  PRAVACHOL  that  is  written  for  health  professionals  and  then  discuss  it  \ 
them. 
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DEMS  CALLING 

Borrowing  a  page 
from  labor's  book 
with  home  visits 


Coming  Together 
(ACT),  hopes  to 
raise  $95  million 
to  build  an  elab- 
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nside  the  Dems' 
Shadow  Party 

jlow  they're  using  soft  money  and  private 
roups  to  combat  the  GOP  money  machine 


IN  2002,  AS  CAMPAIGN-FINANCE 
reform  was  about  to  become  law,  a 
few  savvy  Democratic  activists  saw 
the  future— and  it  was  potentially 
devastating.  The  problem:  While 
the  Democratic  Party  raised  $520 
million  in  the  2000  election  cycle, 
|arly  half  of  it  came  in  big-buck  "soft- 
3ney"  donations  that  the  McCain-Fein- 
id  Act  would  all  but  eliminate.  In  the 
coming    Presidential    election,    the 
;fms  would  be  even  more  badly  out- 
nned  by  the  GOP,  which  in  2000 
lied  in  $712  million— but  only  $246 
llion  of  it  in  soft  money. 
To  make  an  end  run  around  the  new 
mpaign  law,  these  behind-the-scenes 
I  lyers  rushed  to  set  up  political  commit- 
»:s  that  can  legally  collect  soft  money, 
y  for  issue  ads,  and  encourage  voter 
■nout.  The  downside:  They  cannot  give 
candidates  or  be  directly  connected  to  a 
( litical  party.  Known  as  527s  after  a  pro- 


vision of  the  federal  code  that  grants 
them  tax-exempt  status,  the  committees 
have  been  spectacularly  successful  since 
they  got  under  way  last  year,  having 
already  raised  almost  $100  million  in  soft 
money.  More  important 
than  the  dollars,  though,  is 
the  highly  sophisticated 
political  machine  under 
construction— a  web  of  in- 
terlocking, like-minded  or- 
ganizations that  could  at 
once  save  and  partly  sup- 
plant the  Democratic  Party. 
And  if  the  527s  don't  give 
presumptive  nominee  Sena- 
tor John  Kerry  an  edge 
against  George  W.  Bush, 
they  will  at  least  help  level 
the  playing  field. 

This  strategy  is  largely  the  brainchild 
of  Steve  Rosenthal,  former  political  direc- 
tor of  the  AFL-CIO.  His  group,  America 


"We're  a 
lot  like  a 
campaign, 
but  without 
a  candidate," 
says Ickes 


orate  operation 
that  wiH  spur  Democratic  voters  to  the 
polls  in  17  battleground  states.  ACT  is 
working  closely  with  the  Media  Fund,  set 
up  by  former  Clinton  aide  Harold  Ickes, 
which  hopes  to  raise  an  additional  $50 
million  to  target  the  same  voters  with 
issue  ads. 

These  two  big  committees  are  coordi- 
nating with  smaller  527s,  as  well  as  with 
more  than  two  dozen  left-leaning  organ- 
izations such  as  the  Sierra  Club  and 
Planned  Parenthood  (table,  page  106). 
The  two  groups  even  have  jointly  hired 
their  own  pollsters,  opposition  research, 
and  public-relations  team.  "We're  a  lot 
like  a  campaign,  but  without  a  candi- 
date," says  Ickes. 

DIFFERENT  AGENDAS? 

THE  $300  MILLION  or  so  that  ACT  and 
the  other  527s  intend  to  raise  from  the 
likes  of  financier  George  Soros  could  sur- 
pass the  hard  money  raised  by  the  party, 
experts  say.  But  even  if  Democratic  Na- 
tional Committee  Chairman  Terry  McAu- 
liffe  ultimately  drums  up  more  cash,  many 
decisions  that  will  be  key  to  victory,  such  as 
which  message  to  push  and  where,  will  be 
made  by  527s,  which  under  McCain-Fein- 
gold  are  not  allowed  to  communicate  with 
the  DNC.  In  essence,  Rosenthal,  Ickes  & 
Co.  are  building  something  that  could— 
and  in  fact  legally  must— be  an  alternative 
Democratic  Party.  "It's  possible  once  the 
campaign  gets  started  that  there  may  be 
different  agendas  between  these  groups; 
the  jury's  still  out,"  says  New  Mexico  Gov- 
ernor Bill  Richardson,  a  Democrat  who 
heads  America  Moving  Forward,  a  527 
aimed  at  Hispanics. 

The  heart  of  Rosenthal's  plan  is  to  con- 
nect with  core  Democratic 
voters  such  as  minorities, 
industrial  workers,  and  the 
working  poor,  much  as  he 
did  with  union  members 
when  he  ran  the  AFL-ClO's 
political  operation  from 
1996  to  2002.  In  1992,  labor 
households  constituted  19% 
of  the  national  electorate, 
according  to  exit  polls.  By 
2002,  they  had  jumped  to 
26%— an  astonishing  fig- 
ure, given  that  unions  repre- 
sent 13%  of  the  workforce. 

How  did  Rosenthal  do  it?  By  coordi- 
nating thousands  of  labor  activists  and  lo- 
cal officials  who  reached  out— in  per- 
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son— to  their  union  brothers  and  sisters. 
Today,  dozens  of  unions  turn  out  volun- 
teers and  paid  staff  to  visit  colleagues  at 
home  and  work.  Then  they  follow  up  with 
phone  calls,  e-mails,  and  leaflets.  "We 
want  to  apply  the  lessons  we  learned  with 
union  members,"  says  Rosenthal.  "Talk 
to  people  as  close  to  them  as  you  can  get, 
and  talk  to  them  a  lot." 

PAID  FOOT  SOLDIERS 

TO  MAKE  THAT  HAPPEN,  ACT  is  hiring 
several  thousand  foot  soldiers  in  17  swing 
states,  including  Florida  and  Ohio.  Guid- 
ed by  seasoned  campaign  officials  and 
armed  with  handheld  organizers  loaded 
with  voter  lists  of  households  likely  to 
lean  Democratic,  the  canvassers  have 
started  knocking  on  doors.  They  offer  to 
register  anyone  who's  not  already  signed 
up.  Without  mentioning  parties  or  even 
individual  candidates,  they  also  try  to  en- 
gage voters  on  key  Democratic  issues  like 
jobs,  health  coverage,  and  education. 

Canvassers  then  build  a  profile  of  each 
person  willing  to  listen,  entering  their  po- 
sitions and  other  informa- 
tion onto  the  handhelds  to 
construct  a  database.  Over 
the  next  eight  months, 
ACT  and  its  sister  527s, 
most  of  which  are  pursu- 
ing the  same  approach, 
plan  to  contact  each  recep- 
tive voter  5  to  10  times. 

ACT  and  the  Media 
Fund,  whose  offices  are 
two  floors  apart  in  a 
building  across  the  street 
from  AFL-CIO  headquar- 
ters in  Washington,  will 
coordinate  troops  and  ads 
to  maximize  their  impact. 
Like  the  canvassers,  Ickes' 
air  war— which  was  set  to 
begin  a  15-state,  $5.2  mil- 
lion ad  campaign  on  Mar. 
10— will  attempt  to  steer 
clear  of  McCain-Feingold 
by  avoiding  open  parti- 
sanship. But  like  so  many 
of  the  issue  ads  that  have 
become  commonplace  on 
both  sides  these  days,  the 
Media  Fund's  views  will 
be  clear,  Ickes  says.  ACT 
canvassers  can  even  play 
ad  snippets  on  their 
handhelds  during  their 
home  visits. 

As  slick  as  all  this 
sounds,  it's  by  no  means 
clear  that  Rosenthal  can 
replicate  his  labor  success- 
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es.  When  union  activists 
call  or  visit  a  fellow 
member,  they  often 
know  each  other.  Even  if 
they're  total  strangers, 
members  often  will  at 
least  hear  out  what  their 
union  has  to  say. 

By  contrast,  ACT  and 
the  other  Democratic 
527s  are  using  low-wage 
canvassers  hired  off  the 
street  to  make  cold  calls 
to  people  who  have  nev- 
er heard  of  them  or  their 
group.  Alvin  Anderson, 
a  48-year-old  former 
Winn-Dixie  supermar- 
ket worker,  was  on  long- 
term  disability  after  his  arm  was  crushed 
by  a  forklift  in  1991.  Then  last  December, 
a  friend  introduced  him  to  Voices  for 
Working  Families,  a  527  set  up  by  unions 
to  register  minorities.  Today,  Anderson 
guides  about  40  mostly  minority  can- 
vassers as  they  go  house  to  house  in  pri- 


ROSENTHAL 

The  527  strategy 
is  largely 
his  brainchild 


The  Big  Guns  of  the 
Shadow  Party 

Backed  by  soft-money  donations,  new 
Democratic  nonprofits— called  527s— are  working 


together  and  performing  many  party  functions, 
such  as  getting  voters  to  the  polls  and  influencing 
them  with  ads: 

GROUP 

FOCUS 

BUDGET 

MILLIONS 

COMING  TOGETHER 

Hiring  thousands  of 
canvassers  to  sign  up 
voters  in  17  swing  states 

$95 

THE  MEDIA  FUND 

Running  issue  ads  in 
same  states 

50 

VOICES  FOR 

WORKING  FAMILIES 

Registering  minorities 
in  seven  states 

20 

PARTNERSHIP  FOR 
AMERICAS  FAMILIES 

Turning  out  minority 
vote  in  several  states 

3 

AMERICA  VOTES 

Coordinating  these 
groups  and  dozens  of 
others,  such  as  Sierra 
Club  and  Planned 
Parenthood 

3 

GRASSROOTS 
DEMOCRATS 

Helping  state 
Democratic  parties 

3 

MOVING  AMERICA 
FORWARD 

Registering  Hispanics  in 
Ariz.,  Fla.,N.M.,andNev. 

2 

Data:  : 

marily  black  and  I- 
panic  Miami  neighb 
hoods.  While  Anden    m 
says  his  canvassers 
largely  locals  who  kn 
the  community,  if  s 
hard  work.  They  earn 
an  hour  and  go  ou! 
pairs  for  two  four-h« 
shifts  a  day,  with  e; 
canvasser    taking 
side  of  a  street. 

Nonetheless,  Voi 
Executive  Director  Si 
Ballantyne  says  the  group  aire? 
has  talked  to  16,600  people  i 
registered  7,000  of  them  sinc< 
started  in  Miami  last  fall.  Says  t 
derson:  "We're  saving  them  a 
downtown  to  register,  so  you'd  be  s 
prised  at  the  positive  response  we  get. 
Even  if  these  new  groups  can't  bo 
turnout  as  much  as  labor,  a  systematic 
fort  will  go  way  beyond  what  either  pa 
has  ever  managed.  The  GOP  has  an  air 
tious  goal  to  register  3  million  new  vot 
by  November.  But  neither  it  nor  the  De 
ocrats  traditionally  have  built  long-te: 
personal  relations  with  voters. 

Rosenthal's  plan  pushes  the  envelf 
in  another  way,  too.  Under  the  bannei 
America  Votes,  he  and  other  Democrr 
heavyweights  such  as  Richardson  h 
created  a  sort  of  supercouncil  that  o* 
sees  the  political  committees  of  traditi 
al  organizations  such  as  labor  unions ; 
the  Sierra  Club.  Their  political  direct 
meet  every  two  weeks  to  plot  strategy ; 
avoid  duplication.  "The  Democratic  Pe 
might  be  more  worried  because  they  h 
less  control  now,  but  we've  never  1 
such  close  coordination,"  says  Sie 
Club  political  director  Margaret  Com* 
There  are  still  plenty  of  questi< 
about  the  new  527s  that  go  beyond  li- 
ability to  turn  out  voters.  ACT  and  the  P 
dia  Fund  have  a  joint  fund-raising  ope 
tion,  which  has  pulled  in  a  total  of  ab 
$75  million  so  far,  say  Ickes  and  Ros 
thai.  But  $57  million  of  that  has  gont 
ACT,  and  it's  not  clear  if  Ickes  can  re: 
raise  as  much  as  he  hopes.  In  additi 
the  Federal  Election  Commission  is  lii 
to  issue  new  rules  governing  527s  in  N 
which  could  rein  them  in. 

McCain-Feingold's  primary  goal  wa 
curb  checkbook  politics,  and  Rosent 
argues  that  527s  do  that  by  breaking 
direct  link  between  fat-cat  donors 
politicians.  That  may  be  true,  but  me 
while,  Democrats  seem  determined  no 
be  outspent  in  November.  ■ 

-  By  Aaron  Bernstein,  Paula  Dw 
and  Lorraine  Woellertin  Washing 
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more  marriages  per  match 
than  any  online  dating  service. 


Cindy  and  John 

married:  February  28,  2004 
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There's  a  reason  why  singles  who  meet  on  eHarmony.com  are  falling  in  love  and  getting  married. 
At  eHarmony.com  our  Compatibility  Matching  System™  is  proven  to  create  deeper,  more  meaningful 
relationships  -  designed  to  last  a  lifetime.  If  you're  looking  for  the  love  of  your  life,  visit  the  fastest 
growing  relationship  site  on  the  web.  Log  on  to  eHarmony.com  today  and  get  your  $40.00 
Personality  Profile  FREE!  eHarmony.com.   Who  knew  science  and  love  were  so  compatible. 
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The  Best 
Mutual  Fund 
Managers  200 

Here  are  the  winners  of  the  second  annual  Standard  &  Poofs/BusinessWeek 
Excellence  in  Fund  Management  Awards.  BY  LAUREN  YOUNG 
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THE  TRADING  SCANDAL  cast  a  long  shadow  over  mutual  funds. 
But  you'll  find  bright  spots  here— the  2004  Standard 
&  Poor's/ BusinessWeek  Excellence  in  Fund  Management 
Awards.  (Both  S&P  and  BusinessWeek  are  units  of  The  Mc- 
Graw-Hill Companies.)  These  awards  don't  have  a  long  histo- 
ry, but  the  first  year's  recipients  deserve  a  standing  ovation.  The 
seven  equity  funds  beat  the  Standard  &  Poor's  500-stock  index 
by  5  to  45  percentage  points  (table).  Two  out  of  three  bond 
funds  beat  the  Lehman  Bros.  Aggregate  Bond  Index.  Their 
overall  showings  were  so  good  that  five  of  2003's  finalists  are 


This  Year's  Winners 

FUND/SYMBOL 

CATEGORY 

PORTFOLIO  MANAGER 

Julius  Baer  International  Equity  BJ8IX 

Foreign 

Rudolph-Riad  Younes 

Calamos  Growth  &  Income  CVTRX 

Convertibles 

John  Calamos  Sr./Nick  Calamos 

Calvert  Social  Investment  Equity  CSIEX 

Large-cap  Blend 

Daniel  Boone  III 

'  Dodge  &  Cox  Balanced  DODBX 

Domestic  Hybrid 

Team  Managed 

GrowthFund  of  America  AGTHX 

Large-cap  Growth  Team  Managed 

Legg  Mason  Value  Trust  LMVTX 

Large-cap  Blend 

Bill  Miller/  Nancy  Dennin 

Managers  Bond  MGFIX 

Intermed.  Bond 

Dan  Fuss 

TCW  Galileo  Total  Return  Bond  TGLMX 

Intermed.  Govt. 

Barach,  Gundlach,  Horton 

ThornburgValueATVAFX 

Large-cap  Blend 

William  Fries 

back  this  year.  But  finding  other 
was  a  challenge.  The  recent  spate  of  fift..: 
closings  made  it  impossible  to  find  a  sm  Inafc 
cap  fund  that  passed  muster,  so  we  o  ; 
have  nine  finalists  instead  of  10.  Then  th  t 
are  the  fund  scandals.  We  dropped  Har 
Bond,  managed  by  PIMCO  bond  chief 
Gross.  On  Feb.  17,  the  New  Jersey  atton 
general  charged  PIMCO  and  three  rela 
companies  with  securities  fraud.  The  cc  rs*! 
plaint  said  PIMCO  had  a  market-tim 
agreement  with  a  hedge  fund,  wh 
Gross  acknowledges.  But  he  says  PIM 
did  not  allow  more  trading  than  was  p 
mitted  in  the  prospectus. 

Indeed,  our  honorees  must  clear  h 
hurdles.  We  start  with  BusinessWeek's . 
nual  Mutual  Fund  Scoreboard  (BW— J 
26  and  Feb.  2),  looking  for  funds  with 
A  rating  in  their  categories.  That's  our 
award  for  having  the  best  risk-adjus 
total  returns  over  the  past  five  years, 
told,  we  turned  up  170  equity  funds  £ 
95  bond  funds.  Two  of  last  year's  winn« 
Tweedy  Browne  Global  Value  and  Ro 
Low-Priced  Stock,  fell  off  the  2004  list 
cause  their  overall  BW  rating  droppe 
notch,  to  B+. 

That's  just  the  first  cut.  Funds  m 
have  at  least  $100  million  in  assets, 
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Visiting  Kerala,  the  Venice 
of  India 


inimum  investment  must  be  less  than 
4 26,000,  and  the  fund  manager  must 
we  been  at  the  helm  of  the  portfolio 
r  five  years.  In  addition,  all  funds  must 
;  open  to  new  investors.  This  require- 
ent  knocked  two  of  last  year's  win- 
.TS— Dodge  &  Cox  Stock  and  Bjurman, 
irry  Micro-Cap  Growth— out  of  the 
inning  because  they  recently  closed 
lieir  doors.  "We  want  funds  that  are  re- 
ly accessible,"  says  Phil  Edwards, 
fcP's  managing  director  for  global-fund 
search.  These  criteria  winnowed 
own  the  list  to  117  finalists. 

NE-T00THC0MB 

XXfS  WHEN  S&P'S  analysts  jump  into 
gh  gear,  evaluating  how  each  fund 
acked  up  against  its  peer  groups.  They 
ly  careful  attention  to  the  consistency 
performance  over  one-,  three-,  and 
re-year  periods.  Expenses,  turnover, 
id  the  type  of  stocks  used  in  the  port- 
lio  also  go  under  the  microscope. 
Next,  the  analysts  conduct  one-on-one 
terviews  with  managers,  delving  into 
lportant  issues  of  investment  philoso- 
ry  and  style.  Is  the  manager  more  likely 
take  on  more  risk  in  an  up  market  and 
m  it  in  a  down  market?  Does  he  or  she 
an  to  shut  a  fund  when  money  can  no 
nger  be  put  to  work  without  compro- 
ising  the  manager's  investment  style? 
Analysts  also  dissect  the  fund's  hold- 
gs  and  evaluate  its  research  staff.  "We 
eked  around  strengths  and  weakness- 
of  all  of  these  funds,"  Edwards  says. 
iiV's  editors  then  vet  S&P's  nominees- 
id  some  don't  make  the  cut. 
The  result?  A  list  of  nine  fund  man- 
ors who  stand  out.  ■ 


he  Class  of  '03 

0/SYMBOL  TOTAL  RETURN* 

rman  Micro-Cap  Growth  BMCFX  86.4% 

ce  Low-Priced  Stock  RYLPX  75.7 

us  Baer  International  Equity  BJBIX  56.5 

ig  Mason  Value  Trust  LMVTX  55.8 

*lge&  Cox  Stock  DODGX  53.3 

edy  Browne  Global  Value  TBGVX  52.6 


i  wth  Fund  of  America  AGTHX 


46.5 


imos  Growth  &  Income  CVTRX  34.9 

borBondHABDX  5.5 

V  Galileo  Total  Return  Bond  TGLMX       4.5 


ndard  &  Poor's  500 


41.2 


4. 2003-Mar  5. 2004.  Appreciation  plus  revmvestment  of  dividends 
~"  I  gains  before  taxes 


Data:  Standard  &  Poor's 


1 1  QIFootnotes:  An  HDTV  deal, 
XXOIlRA  distributions 


Barker:  Insider  sales  at 
St.  Jude  Medical 


An  Adventurer's 
Daring  Pays  Off 

Daniel  Boone  Ill's  socially  responsible  equity  fund 
leaves  the  S&P's  five-year  returns  in  the  dust 


DANIEL  BOONE  III  HAS 
pioneering  in  his 
blood— he  is  a  descen- 
dant of  Daniel  Boone, 
the  legendary  Ameri- 
can frontiersman  of  the 
early  18th  century.  "I 
like  to  think  of  myself  as  an  adventurer," 
says  Boone,  whose  $900  million  Calvert 
Social  Investment  Equity  fund  is  a  win- 
ner in  the  large-cap  blend  category. 

Boone,  59,  began  his  journey  as  a  so- 
cially responsible  investor  in  the  1980s, 
when  he  managed  money  for  his  church. 
Boone  "agonized"  over  his  decision  to 
sell  the  stocks  of  companies  that  were 
doing  business  in  South  Africa.  Boone 
believes  such  protest  sales  helped  elimi- 


CALVERT 
SOCIAL 
INVESTMENT 
EQUITY  FUND 


nate  that  country's 
apartheid  practices. 
"In  the  end,  the 
pressure  worked,"  he 
says.  That's  one  rea- 
son Calvert  Group 
hired  Boone's  firm, 
Atlanta  Capital 
Management,  to  run 
its  social  investment 
equity  fund. 

Many  naysayers 
have  argued  that 
mixing  a  social  agenda  with  investing 
doesn't  work.  Boone's  track  record 
squashes  that.  The  fund's  strong  perform- 
ance—it has  gained  an  annualized  7.6% 
for  the  past  five  years,  through  Dec.  31, 
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CATEGORY 

Large-cap  Blend 

PORTFOLIO 
MANAGER 

Daniel  Boone  III 

AVERAGE  ANNUAL 
TOTAL  RETURN* 

7.6% 

•1999-2003 
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2003,  vs.  a  -0.4%  loss  for  the  Standard  & 
Poors  500-stock  index— shows  that  you 
can  do  very  well  by  doing  good. 

SOCIAL  CRITERIA 

THE  STOCKS  THAT  MAKE  it  into  the 
fund's  concentrated  50-stock  portfolio  are 
culled  from  a  list  of  companies  that  pass 
minimum  social  criteria  in  seven  areas- 
product  safety,  the  environment,  work- 
place practices,  corporate  governance, 
treatment  of  indigenous  peoples,  global 


human  rights,  and  community  relations. 
Companies  that  clear  those  hurdles  tend 
to  be  better  corporate  citizens,  he  says. 

Boone  uses  more  traditional  screens, 
too,  of  course.  Companies  must  have  a 
strong  10-year  financial  track  record. 
They  also  need  to  be  industry  leaders,  and 
while  dividends  are  not  a  requirement  for 
this  fund,  most  of  the  stocks  in  its  portfo- 
lio pay  them. 

Boone  also  analyzes  macro  trends.  For 
example,  he  believes  U.S.  companies  will 


continue  to  spend  on  technology.  So 
overweighted  in  tech  holdings  suchl 
Microsoft,  Dell,  Intel,  and  Cisco  Systei 
In  addition  to  his  socially  responsi] 
investing,    Boone    practices    what 
preaches:  He's  on  the  board  of  the  Ada 
chapter  of  Habitat  for  Humanity, 
builds  homes  for  low-income  famill 
He's  also  an  avid  fly  fisherman.  "That| 
gene  I  inherited— I  like  to  be  outside,r 
says.  Thaf  s  fine— as  long  he  keeps  nett| 
winning  stocks,  too.  ■ 


Making  a  Habit 
OfPerformance 

How  Dan  Fuss  plans  to  maintain  his  fund's  returns 
despite  the  weak  dollar  and  possible  higher  rates 


BOND  FUND  MANAGER 
Daniel  Fuss  wakes  up  for 
work  at  exactly  4:28 
a.m.— without  an  alarm. 
Every  day,  he  eats 
Wheaties  for  breakfast. 
His  daytime  snack  is  al- 
ways an  apple,  followed  by  a  banana,  fol- 
lowed by  another  apple.  It's  safe  to  say 
Fuss  is  a  creature  of  habit. 

Fuss  is  also  a  consistendy  successful 
investor.  Managers  Bond  Fund,  which  he 
has  run  since  1984,  has  been  one  of  the 
best-performing  funds  in  its  peer  group. 
During  the  past  five  years,  the  fund,  now 
with  $190  million  in  assets,  earned  an 
annualized  8.9%  return.  Fuss  has  worked 
at  Boston  money  manager  Loomis  Sayles 
for  27  years,  where  he  has  also  been  run- 
ning the  firm's  $2.6  billion  Loomis  Sayles 
Bond  Fund  for  13  of  those  years. 

SIZE  ADVANTAGE 

THE  MANAGERS  FUND  is  the  more  con- 
servative of  the  two,  shunning  the  higher- 
yielding  jemerging-market  debt  that  the 
larger  fund  buys.  Still,  Fuss  says  the 
smaller  size  can  be  an  advantage.  "You 
can  do  things  with  a  fund  of  this  size  that 
wouldn't  make  a  hill  of  beans  of  differ- 
ence in  the  Loomis  Sayles  Bond  Fund," 
he  says.  For  example,  Fuss  has  invested  in 
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community  loans  used  to  finance  local 
projects.  The  asset-backed  securities  car- 
ry an  AAA  rating,  but  most  bond  pros 
overlook  them  because  they're  issued  in 
tiny  amounts  and  are  tough  to  trade. 

The  fund  can  hold  up  to  10%  in  inter- 
national debt,  often  issued  in  foreign  cur- 
rencies. Lately  it  has  been  op- 
erating at  full  throttle  with 
holdings  such  as  Norwegian 
sovereign  debt  as  well  as 
World  Bank  debt  issued  in 
New  Zealand  dollars,  provid- 
ing a  nice  cushion  against  the 
U.S.  dollar's  fall.  "Internation- 
al bonds  can  be  real  dampen- 
ers  on  volatility,"  Fuss  says. 

Expecting  higher  interest 
rates,  Fuss  has  cut  the  fund's 
sensitivity  by  shifting  from 
long-term  debt  to  intermediate 
bonds  with  an  average  maturity  of  9.1 
years.  "I  personally  don't  think  we  will 
see  a  rise  in  short  rates  for  the  balance  of 
the  year,"  Fuss  says.  Long-term  rates  and 
inflation  should  jump  soon,  he  says. 

At  a  time  when  his  peers  are  retired 
and  spending  their  days  on  golf  courses, 
Fuss,  70,  is  working  as  hard  as  ever.  He 
plans  to  continue.  Coming  from  the  king 
of  consistency,  that's  a  promise  you  can 
bank  on.  ■ 
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PLANS  TO  INVEST  IN  A  NEW  PRODUCT  LINE. 
PLANS  TO  FINISH  THE  IRONMAN. 


I 

We  all  have  aspirations.  The  challenge  is  being  able  to  fulfill  them.  For  that,  you  need  a  partner  with  a 
proven  record  of  success.  Friedman  Billings  Ramsey  ranked  as  the  #3  underwriter  of  IPOs  in  2003.' 
In  addition,  FBR  ranks  #1  among  all  major  investment  banks  for  the  1,  3  and  5  year  periods  ending  12/31/03 
for  the  aftermarket  performance  of  our  lead-managed  equity  underwrites:  So  dream  big.  Whatever 
your  vision  may  be,  we'll  be  with  you  every  step  of  the  way.  For  more  information,  please  visit  fbr.com. 


FBR 

Friedman  Billings  Ramsey 

CAPITAL  FOR 
YOUR  CONQUEST 


Source  ,s  Dealoeic  -Relates  to  total  $  amount  w/over-allotment,  of  US  IPOs  priced  between  1/1/03  and  12/31/03,  with  lull  credrt  to  all  bookrunners.  excluding  Amencan  Deposrtory  Receipts  and  closed-end  funds,  t  Relates  to 

^^^^I^^W^^^^^^-  e***8  d05ed-end  ,unds)  and  a"  induS,neS  Transacfons  and  ■**"»"«  P"ced  *™  l22llOX  Non.We,gh.ed  average  aftermarKe,  performance. 

Ranked  among  lead  marjng  underwaters  of  more  than  10  transacts  for  the  1  year  penod.  and  more  than  30  transactions  fo,  the  3  and  5  year  periods.  Past  results  are  no  guarantee  of  future  performance. 


Investing 


No  Stars, 

Stellar 

Work 

Dodge  &  Cox  funds  rely 
on  picks  by  committee 


STRONG  PERFORMANCE 
drew  so  much  cash  to  the 
Dodge  &  Cox  Stock  Fund, 
one  of  our  2003  award  win- 
ners, that  it  closed  to  new 
investors  in  January. 
Would-be  investors  aren't 
completely  shut  out:  They  can  still  buy 
shares  in  the  $13.2  billion  Dodge  &  Cox 
Balanced  Fund. 

More  than  60%  of  the  balanced  fund 
is  invested  in  out-of-favor  blue  chips 
with  good  long-term  earnings 
prospects.  And  those  stocks  are  chosen 
by  the  same  value-minded  stockpick- 
ing  team  that  runs 
the  closed  fund. 
Both  portfolios  hold 
virtually  the  same 
stocks,  including 
AT&T,  Dow  Chem- 
ical and  News 
Corp.,  although  the 
weightings  are 
slighdy  different. 

The  firm's  bond 
managers  oversee 
the  rest  of  the  port- 
folio. Their  goal  is  to 
preserve  capital  by  focusing  on  high- 
quality  bonds  with  maturities  of  at  least 
three  years. 

Since  committees  choose  both  stocks 
and  bonds,  the  San  Francisco  firm  has 
no  "stars."  But  the  managers  do  have 
longevity.  The  average  tenure  is  23 
years,  more  than  four  times  that  of  the 
typical  fund  manager.  Other  reasons  to 
like  the  fund:  Turnover  is  low,  and  ex- 
penses are  rock-bottom.  There  is  no  ad- 
vertising to  speak  of.  Word-of-mouth  is 
the  only  marketing.  ■ 


DODGE &COX 

BALANCED 

FUND 


CATEGORY 

Domestic  Hybrid 

PORTFOLIO 
MANAGERS 

Team  Managed 

AVERAGE  ANNUAL 
TOTAL  RETURN* 

11.4% 

•1999-2003 
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A  Bargain  Hunter 
With  a  Wide  Scop 

Bill  Fries  weaves  many  investing  disciplines 
together  at  the  Thornburg  Value  Fund 


AS  A  BOY  GROWING  UP 
in  rural  New  Jersey, 
William  Fries,  now  65, 
spent  plenty  of  time 
around  farm  equip- 
ment. He  could  even 
identify  a  John  Deere 
tractor     by     its     humming     sound. 

Now  the  Deere  shares  in 
his  Thornburg  Value  Fund 
are  humming.  The  company 
remained  out  of  favor  with 
investors  last  summer  as  the 
brutal  heat  wave  in  Europe 
hurt  its  business  there.  Fries 
added  the  stock  to  his  portfo- 
lio in  late  August  while  the 
Continent  baked  after  recog- 
nizing a  gradual  shift  in  the 
company's  culture,  with  a 
new  focus  on  earning  higher 


THORNBURG 
VALUE  FUND 


CATEGORY 

Large-cap  Blend 

PORTFOLIO 
MANAGER 

William  Fries 

AVERAGE  ANNUAL 
TOTAL  RETURN* 

5.9% 

•1999-2003 


returns  on  capital.  The  investment  I 
gained  40%— that's  nearly  double  I 
return  of  the  Standard  &  Poor's  5(1 
stock  index.  Overall,  the  $2.1  bill} 
fund,  a  winner  in  the  large-cap-bit 
category,  has  trounced  its  peers 
the  past  five  years,  with  an  average  I 
nual  total  return  of  5.9%  through  D| 
31,  2003. 

Before  he  moved  to  Sa  | 
Fe,  N.M.,  in  1995  to  j- 
Thornburg,  Fries  worked 
20  years  at  USAA  Investm  I 
Management  in  San  Antoi 
where  he  managed  intei 
tional,  growth,  and  incol 
portfolios.  He  brings  allf 
that  expertise  to  Thornbi 
Value.  It's  a  highly  focu.| 
fund,  with  fewer  than 
large-company  stocks. 
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TO  BE  YOUR  BEST 

No  other  ED  treatment  is  proven  to  work 
better  the  first  time*  than  LEVITRA 


LEVITRA  is  a  treatment  for  erectile  dysfunction 
(ED)  that  consistently  improves  erection  quality 
for  most  men: 

•  LEVITRA  works  the  first  time,  time  and  again 
Some  men  may  require  additional  attempts 

•  LEVITRA  works  to  improve  the  quality  of 
erectile  function 

LEVITRA  improves  duration,  hardness,  and 
the  ability  to  attain  an  erection 

LEVITRA  works  fast 


matter  if  the  challent 
'  best.  For  ED.  I  found  some  tin 

-  Mike  Ditka,  NFL  Hail  of  Fame  player  and  coach 


'  Among  orally  administered  ED  treatments. 
'  Individual  results  may  vary. 

Please  see  adjacent  Patient  Information  for  more  about 
LEVITRA  (2.5  mg.  5  mg,  10  mg,  and  20  mg)  tablets. 


i  EVITRA  is  a  medicine  that  may  be  used  up  to  once  a  day  to  treat 
Erectile  dysfunction  (ED).  LEVITRA  is  for  use  by  prescription  only. 
Men  taking  nitrate  drugs,  often  used  to  control  chest  pain  (also 
Known  as  angina),  should  not  take  LEVITRA.  Men  who  use 
Wpha-blockers,  sometimes  prescribed  for  high  blood  pressure  or 
Jbrostate  problems,  also  should  not  take  LEVITRA.  Such 
iombinations  could  cause  blood  pressure  to  drop  to  an  unsafe 
Ibvel.  The  most  commonly  reported  side  effects  are  headache, 
flushing,  and  stuffy  or  runny  nose.  Men  who  experience  an 
I  rection  for  more  than  four  hours  should  seek  immediate 
1  ledical  attention.  You  should  not  take  LEVITRA  if  your  doctor 
I  determines  that  sexual  activity  poses  a  health  risk  for  you. 
I  EVITRA  does  not  protect  against  sexually  transmitted  diseases. 
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Baser  HealthCarc 
Pharmaceuticals 

2003  Bayer  Pharmaceuticals  Corporation 
rights  reserved.  PD1011303  12/03 


GlaxoSmithKline 


Printed  in  the  USA.  LEV403R0 

LEVITRA  is  a  registered  trademark  of  Bayer  Aktiengesellschaf. 

and  is  used  under  license  by  GlaxoSmithKline. 


Ask  your  doctor  if  a  free  sample 
of  LEVITRA  is  right  for  you. 


LEVITRA 

(VARDENAFIL  HCI) 

STAY  IN  THE  GAM 


1.866. LEVITRA 
www.LEVITRA.com 
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Patient  Information 

LEVITRA®  (Luh-VEE-Trah) 
(vardenafil  HCI)  Tablets 


08669034IP 


8/03 


Read  the  Patient  Information  about  LEVITRA  before  you  start  taking  it 
and  again  each  time  you  get  a  refill.  There  may  be  new  information. 
You  may  also  find  it  helpful  to  share  this  information  with  your  partner. 
This  leaflet  does  not  take  the  place  of  talking  with  your  doctor  You 
and  your  doctor  should  talk  about  LEVITRA  when  you  start  taking  it 
and  at  regular  checkups.  If  you  do  not  understand  the  information,  or 
have  questions,  talk  with  your  doctor  or  pharmacist. 

WHAT  IMPORTANT  INFORMATION  SHOULD  YOU  KNOW  ABOUT 

LEVITRA? 

LEVITRA  can  cause  your  blood  pressure  to  drop  suddenly  to  an 

unsafe  level  if  it  is  taken  with  certain  other  medicines.  With  a  sudden 

drop  in  blood  pressure,  you  could  get  dizzy,  faint,  or  have  a  heart 

attack  or  stroke 

Do  not  take  LEVITRA  if  you: 

•  take  any  medicines  called  "nitrates 

•  use  recreational  drugs  called  "poppers"  like  amyl  nitrate  and 
butyl  nitrate. 

•  take  medicines  called  alpha-blockers. 
(See  "Who  Should  Not  Take  LEVITRA?") 

Tell  all  your  healthcare  providers  that  you  take  LEVITRA.  If  you 
need  emergency  medical  care  for  a  heart  problem,  it  will  be  important 
for  your  healthcare  provider  to  know  when  you  last  took  LEVITRA. 

WHAT  IS  LEVITRA? 

LEVITRA  is  a  prescription  medicine  taken  by  mouth  for  the  treatment 

of  erectile  dysfunction  (ED)  in  men. 

ED  is  a  condition  where  the  penis  does  not  harden  and  expand  when 

a  man  is  sexually  excited,  or  when  he  cannot  keep  an  erection.  A  man 

who  has  trouble  getting  or  keeping  an  erection  should  see  his  doctor 

for  help  if  the  condition  bothers  him.  LEVITRA  may  help  a  man  with 

ED  get  and  keep  an  erection  when  he  is  sexually  excited. 

LEVITRA  does  not: 

•  cure  ED 

•  increase  a  man's  sexual  desire 

•  protect  a  man  or  his  partner  from  sexually  transmitted  diseases, 
including  HIV.  Speak  to  your  doctor  about  ways  to  guard  against 
sexually  transmitted  diseases. 

•  serve  as  a  male  form  of  birth  control 

LEVITRA  is  only  for  men  with  ED.  LEVITRA  is  not  for  women  or 
children.  LEVITRA  must  be  used  only  under  a  doctor's  care. 

HOW  DOES  LEVITRA  WORK? 

When  a  man  is  sexually  stimulated,  his  body's  normal  physical 
response  is  to  increase  blood  flow  to  his  penis.  This  results  in  an 
erection  LEVITRA  helps  increase  blood  flow  to  the  penis  and  may 
help  men  with  ED  get  and  keep  an  erection  satisfactory  for  sexual 
activity.  Once  a  man  has  completed  sexual  activity,  blood  flow  to  his 
penis  decreases,  and  his  erection  goes  away. 

WHO  CAN  TAKE  LEVITRA? 

Talk  to  your  doctor  to  decide  if  LEVITRA  is  right  for  you 
LEVITRA  has  been  shown  to  be  effective  in  men  over  the  age  of  18 
years  who  have  erectile  dysfunction,  including  men  with  diabetes  or 
who  have  undergone  prostatectomy. 

WHO  SHOULD  NOT  TAKE  LEVITRA? 
Do  not  take  LEVITRA  if  you: 

•  take  any  medicines  called  "nitrates  (See  "What  important  infor- 
mation should  you  know  about  LEVITRA?").  Nitrates  are 
commonly  used  to  treat  angina.  Angina  is  a  symptom  of  heart  dis- 
ease and  can  cause  pain  in  your  chest,  jaw.  or  down  your  arm. 
Medicines  called  nitrates  include  nitroglycerin  that  is  found  in 
tablets,  sprays,  ointments,  pastes,  or  patches.  Nitrates  can  also  be 
found  in  other  medicines  such  as  isosorbide  dinitrate  or  isosorbide 
mononitrate.  Some  recreational  drugs  called  "poppers"  also  contain 
nitrates,  such  as  amyl  nitrate  and  butyl  nitrate.  Do  not  use  LEVITRA 
if  you  are  using  these  drugs.  Ask  your  doctor  or  pharmacist  if  you 
are  not  sure  if  any  of  your  medicines  are  nitrates. 

•take  medicines  called  "alpha-blockers."  Alpha-blockers  are  some- 
times prescribed  for  prostate  problems  or  high  blood  pressure.  If 
LEVITRA  is  taken  with  alpha-blockers.  your  blood  pressure  could 
suddenly  drop  to  an  unsafe  level.  You  could  get  dizzy  and  faint. 

•  you  have  been  told  by  your  healthcare  provider  to  not  have  sexual 
activity  because  of  health  problems.  Sexual  activity  can  put  an 
extra  strain  on  your  heart,  especially  it  your  heart  is  already  weak 
from  a  heart  attack  or-heart  disease. 

•  are  allergic  to  LEVITRA  or  any  ol  its  ingredients.  The  active  ingre- 
dient in  LEVITRA  is  called  vardenafil.  See  the  end  of  this  leaflet  for  a 
complete  list  of  ingredients. 

WHAT  SHOULD  YOU  DISCUSS  WITH  YOUR  DOCTOR  BEFORE 
TAKING  LEVrTRA? 

Before  taking  LEVITRA,  tell  your  doctor  about  all  your  medical 
problems,  including  it  you: 

•  have  heart  problems  such  as  angina,  heart  failure,  irregular  heart- 
beats, or  have  had  a  heart  attack.  Ask  your  doctor  it  it  is  safe  for  you 
to  have  sexual  activity. 

•  have  low  blood  pressure  or  have  high  blood  pressure  that  is  not 
controlled 

•  have  had  a  stroke 

•  or  any  tamily  members  have  a  rare  heart  condition  known  as 
prolongation  of  the  QT  interval  (long  QT  syndrome) 

•  have  liver  problems 

•  have  kidney  problems  and  require  dialysis 

•  have  retinitis  pigmentosa,  a  rare  genetic  (runs  in  families)  eye  disease 

•  have  stomach  ulcers 

•  have  a  bleeding  problem 

•  have  a  deformed  penis  shape  or  Peyronie's  disease 

•  have  had  an  erection  that  lasted  more  than  4  hours 

•have  blood  cell  problems  such  as  sickle  cell  anemia,  multiple 
ma,  or  leukemia 

CAN  OTHER  MEDICATIONS  AFFECT  LEVITRA? 

Tell  your  doctor  about  all  the  medicines  you  take  including  prescription 
and  non-prescnptran  medicines,  vitamins,  and  herbal  supplements. 
LEVITRA  and  other  medicines  may  affect  each  other.  Always  check 
with  your  doctor  before  starting  or  stopping  any  medicines. 
Especially  tell  your  doctor  if  you  take  any  of  the  following: 


•  medicines  called  nitrates  (See  "What  important  information  should 
you  know  about  LEVITRA?") 

•  medicines  called  alpha-blockers  These  include  Hytrin®  (terazosin 
HCI),  Flomax®  (tamsulosin  HCI).  Cardura3  (doxazosin  mesylate). 
Minipress*  (prazosin  HCI)  or  Uroxatral®  (alfuzosin  HCI). 

•  medicines  that  treat  abnormal  heartbeat  These  include  quinidine, 
procainamide,  amiodarone  and  sotalol.  \ 

•  ritonavir  (Norvir*)  or  indinavir  sulfate  (Crixivarr*) 

•  ketoconazole  or  itraconazole  (such  as  Nizoral*  or  Sporanox*) 

•  erythromycin 

•  other  medicines  or  treatments  for  ED 

HOW  SHOULD  YOU  TAKE  LEVITRA? 

Take  LEVITRA  exactly  as  your  doctor  prescribes.  LEVITRA  comes  in 
different  doses  (2.5  mg.  5  mg.  10  mg.  and  20  mgV  For  most  men, 
the  recommended  starting  dose  is  10  mg  Take  LEVITRA  no  more 
than  once  a  day.  Doses  should  be  taken  at  least  24  hours  apart. 
Some  men  can  only  take  a  low  dose  of  LEVITRA  because  of  medical 
conditions  or  medicines  they  take.  Your  doctor  will  prescribe  the 
dose  that  is  right  for  you. 

•  If  you  are  older  than  65  or  have  liver  problems,  your  doctor  may 
start  you  on  a  lower  dose  of  LEVITRA 

•  If  you  are  taking  certain  other  medicines  your  doctor  may  prescribe 
a  lower  starting  dose  and  limit  you  to  one  dose  of  LEVITRA  in  a 
72-hour  (3  days)  period. 

Take  1  LEVITRA  tablet  about  1  hour  (60  minutes)  before  sexual  activity. 
Some  form  of  sexual  stimulation  is  needed  for  an  erection  to  happen 
with  LEVITRA.  LEVITRA  may  be  taken  with  or  without  meals. 
Do  not  change  your  dose  of  LEVITRA  without  talking  to  your  doctor. 
Your  doctor  may  lower  your  dose  or  raise  your  dose,  depending  on 
how  your  body  reacts  to  LEVITRA 

If  you  take  too  much  LEVITRA,  call  your  doctor  or  emergency  room 
right  away. 

WHAT  ARE  THE  POSSIBLE  SIDE  EFFECTS  OF  LEVITRA? 

The  most  common  side  effects  with  LEVITRA  are  headache,  flushing, 
stuffy  or  runny  nose,  indigestion,  upset  stomach,  or  dizziness.  These 
side  effects  usually  go  away  after  a  few  hours.  Call  your  doctor  if  you 
get  a  side  effect  that  bothers  you  or  one  that  will  not  go  away. 

LEVITRA  may  uncommonly  cause: 

•  an  erection  that  won't  go  away  (priapism).  If  you  get  an  erection 
that  lasts  more  than  4  hours,  get  medical  help  right  away.  Priapism 
must  be  treated  as  soon  as  possible  or  lasting  damage  can  happen 
to  your  penis  including  the  inability  to  have  erections. 

•  vision  changes,  such  as  seeing  a  blue  tinge  to  objects  or  having 
difficulty  telling  the  difference  between  the  colors  blue  and  green. 

These  are  not  all  the  side  effects  of  LEVITRA.  For  more  information, 
ask  your  doctor  or  pharmacist. 

HOW  SHOULD  LEVITRA  BE  STORED? 

•  Store  LEVITRA  at  room  temperature  between  59°  and  86°  F 
(15°  to  30°  C). 

•  Keep  LEVITRA  and  all  medicines  out  ol  the  reach  of  children. 

GENERAL  INFORMATION  ABOUT  LEVITRA. 

Medicines  are  sometimes  prescribed  for  conditions  other  than  those 

described  in  patient  information  leaflets.  Do  not  use  LEVITRA  for  a 

condition  for  which  it  was  not  prescribed.  Do  not  give  LEVITRA  to 

other  people,  even  if  they  have  the  same  symptoms  that  you  have.  It 

may  harm  them 

This  leaflet  summarizes  the  most  important  information  about  LEVITRA. 

If  you  would  like  more  information,  talk  with  your  healthcare 

provider.  You  can  ask  your  doctor  or  pharmacist  for  information 

about  LEVITRA  that  is  written  for  health  professionals. 

For  more  information  you  can  also  visit  www.LEVITRA.com,  or  call 

1-866-LEVITRA 

WHAT  ARE  THE  INGREDIENTS  OF  LEVITRA? 

Active  Ingredient:  vardenafil  hydrochloride 

Inactive  Ingredients:  microcrystalline  cellulose,  crospovklone.  colloidal 

silicon  dioxide,  magnesium  stearate,  hypromellose.  polyethylene 

glycol,  titanium  dioxide,  yellow  ferric  oxide,  and  red  ferric  oxide. 

Norvir  (ritonavir)  is  a  trademark  of  Abbott  Laboratories 
Cnxivan  (indinavir  sulfate)  is  a  trademark  of  Merck  &  Co.,  Inc. 
Nizoral  (ketoconazole)  is  a  trademark  of  Johnson  &  Johnson 
Sporanox  (itraconazole)  is  a  trademark  of  Johnson  &  Johnson 
Hytrin  (terazosin  HCI)  is  a  trademark  of  Abbott  Laboratories 
Romax  (tamsulosin  HCI)  is  a  trademark  of  Yamanouchi 
Pharmaceutical  Co..  Ltd. 

Cardura  (doxazosin  mesylate)  is  a  trademark  of  Pfizer  Inc. 
Minipress  (prazosin  HCI)  is  a  trademark  of  Pfizer  Inc. 
Uroxatral  (alfuzosin  HCI)  is  a  trademark  of  Sanofi-Synthelabo 
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wanted  to  create  a  fund  that's  good 
all  seasons,"  Fries  explains. 

Fries  takes  a  three-pronged  approa  "ri 
to  picking  stocks.  Deere  falls  into  what  r 
calls  the  "basic  value"  category.  So  do 
Marathon  Oil.  These  stocks  are  che 
based  on  traditional  valuation  yardstic 
such  as  the  ratio  of  a  company's  sto 
price  to  its  sales  and  book  value. 

The  second  group  is  what  Fries  ca 
"consistent  earners"— high-quality,  blu 
chip  companies  such  as  drugmaker  Pfc  l6S 
and  financial- services  giant  Citigroi  \A> 
that  deliver  a  steady  flow  of  earnings. 

UNEXPECTED  CHOICES 

ROUNDING  OUT  THE  mix  are  rapic 
growing  companies.  This  group 
emerging  franchises  includes  onli 
broker  E*Trade,  consumer  Web  site  o1 
erator  InterActiveCorp,  and  softwa 
maker  Electronic  Arts.  You  don't  s 
these  kinds 
growth  compani 
in  the  typical  val 
portfolio.  Li 
Legg  Mason's  BBwi 
Miller,  Fries  h  -- 
an  unusual  sen  *■'' 
of  where  to  fb  >isu 
bargains.  "We  t  rotkt 
to  avoid  artifie  **« 
barriers,"  sa  <ffi  M 
Fries  in  his  grav(  'in 2 
ly  voice.  "We  doi  i  year 
have  anything  sy  '-' 
thetic  that  says:  'You  can't  go  there.' "    noabj 

Through  February,  2,347  compani  P 
that  Fries  tracks  reported  a  weighted-a  i  are 
erage  earnings  gain  of  almost  25%  ye  - 
over  year— 1.3  percentage  points  high 
than  Wall  Street  analysts'  estimates.  /  I 
though  the  market  has  climbed  signi  kDel 
candy  in  the  past  year,  Fries  expec  -- 
growing  corporate  profits  to  drive 
higher.  "We've  had  a  return-of-con 
dence  rally  in  stocks,  but  we  haven't  h; 
the  movement  that  will  come  as  ear  I 
ings  continue  to  be  reported  at  high 
levels,"  he  says. 

Even  so,  Fries  doesn't  think  stocks  a 
bargains  right  now.  "Valuations  are  not 
compelling  as  they  were  in  the  summer 
2002,"  he  laments. 

Fries  also  gets  brownie  points 
keeping  his  shareholders  informed.  U 
like  many  other  fund  managers  who  ke« 
their  holdings  close  to  the  vest,  Fri 
typically  posts  a  note  on  the  Thornbu 
Web  site  after  he  establishes  a  new  po: 
tion  in  the  portfolio.  In  an  era  when  fun 
are  under  intense  scrutiny,  it's  refreshu 
to  find  a  fund  manager  who's  practicii  I 
better  disclosure.  ■ 


Fries  gets 

points  for 

offering 

investors 

fuller 

disclosure 
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Hie  View  from  the 
dinner's  Circle 

lere's  where  the  repeat  all-star  fund  managers 
re  staking  their  money  in  2004 


IVE  MUTUAL  FUNDS  ARE 
taking  top  honors  again  in 
the  Standard  &  Poor's/ 
BusinessWeek  Excellence 
Fund    Management 


in 


p 

■  Awards,  and  for  good  rea 

^L-.  son.  They're  a  remarkable 

nch.  They  were  selected  for  the  award  a 
ar  ago  in  part  because  they  got  their  in- 
stors  through  the  bear  market  with  few 
ises.  The  Standard  &  Poor's  500-stock 
dex  is  up  about  41%  since,  and  they've 
own  they  can  run  with  the  bulls  as  well. 
What  are  they  saying  about  2004? 
Legg  Mason  Value  Trust's  Bill  Miller, 
10  in  2003  beat  the  S&P  500  for  the 
th  year  in  a  row,  remains  bullish  on 
e  market.  He  believes  many  stocks  are 
isonably  priced  and  some,  such  as 
nazon.com,  one  of  his  largest  hold- 
5s,  are  bargains.  "People  worry  that 
nazon  is  cutting  prices,  but  in  fact 
iy're  gaining  market  share,"  he  says, 
lat  is  essentially  the  approach  that 
ide  Dell  one  of  the  superstocks  of  the 
90s,  he  adds. 

So  will  Miller,  who  took  his  first  vaca- 
>n  in  years  last  summer— a  week-long 
p  to  Greece  and  Turkey— be  able  to 
tend  his  streak  to 
?  So  far  the  S&P,  up 

through  Mar.  5, 
s  a  three-percent- 
e-point  edge,  but 
;'re  reluctant  to  bet 
ainst  Miller  and 
-manager  Nancy 
^nnin,  who  joined 
(m  in  2000. 
Growth  Fund  of  Amer- 

another   winner 

kt  year,  is  back  as  the 

st  large-cap  growth 

[  id.  The  team-man- 

i  ed,  broker-sold  $71 

lion  fund,  offered 


by  American  Funds,  has  a  stellar  reputa- 
tion and  market-beating  performance, 
gaining  nearly  47%. 

A  review  of  the  fund's  portfolio  shows 
heavy  bets  on  semiconductor  companies, 
such  as  Taiwan  Semiconductor  Manufac- 
turing, as  well  as  a  focus  on  such  media 
giants  as  Time  Warner  and  Fox  Enter- 
tainment Group.  The  Los  Angeles  firm  is 
notoriously  press-shy  and  won't  talk 
about  the  fund,  so  we  couldn't  find  out 
why  the  cash  stake  is  hovering  above 
10%.  But  it's  a  safe  guess  that  big  in- 
flows—$750  million  dur- 
ing 2003— had  a  hand  in  it. 

Stock  markets  overseas 
also  rallied,  which  made 
the  last  year  a  winning 
one  for  foreign  funds.  The 
Julius  Baer  International  Eq- 
uity Fund,  one  of  last  year's 
honorees,  is  making  big 
bucks  by  including 
emerging-market  stocks 
in  its  mix.  Portfolio  man- 
ager Rudolph  Riad- 
Younes  has  stashed  more 
than  20%  of  the  fund  in 
fledgling  economies  such 


as  Poland,  Hungary,  and  the  Czech  Re- 
public. "Stocks  in  these  countries  are 
still  undervalued  relative  to  the  devel- 
oped world,"  he  says. 

Convertible  securities  are  moving  in 
sync  with  the  equity  markets,  giving  a 
boost  to  Calamos  Growth  &  Income, 
formerly  known  as  Calamos  Convertible 
Growth  &  Income,  which  is  on  our  list 
again.  Co-managers  John  Calamos  Sr. 
and  nephew  Nick  Calamos  are  stocking 
the  fund  with  technology  issues,  such  as 
Cisco  Systems,  as  one  way  to  play  the 
recovery.  "We  like  companies  that  make 
other  companies  more  efficient,"  says 
John  Sr. 

Returns  aren't  expected  to  be  nearly 
as  exciting  for  more  plain-vanilla  fixed- 
income  offerings.  At  the  $204  million 
TCW  Galileo  Total  Return  Bond,  lead  man- 
ager Jeffrey  Gundlach,  another  repeat 
winner,  shifted  one-third  of  the  portfolio 
into  adjustable-rate  mortgages.  Al- 
though the  coupons  typically  reset  in  five 
years,  he  isn't  too  worried  about  climb- 
ing interest  rates.  "Everyone  talks  about 
rates  going  up,  but  they  seem  to  be  stuck 
at  this  level,"  Gundlach  says.  Making 
bold  bets— and  getting  them  right- 
should  keep  these  funds  ahead  of  the 
pack  in  2004.  ■ 


BOLD  BETS 

John  Sr.  and 
Nick  Calamos 
(right)  and  Bill 
Miller  and 
Nancy  Dennin 
(below) 
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The  Lush 
Charm  of  Kerala 

The  southwestern  state  has  become  one  of 
India's  top  lures,  by  manjeet  kripalani 
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FISHING  BOATS  GLIDE 
silently  over  the  velvety 
dark  water  as  wiry  men 
push  their  oars  or  draw  in 
nets.  Little  canoes,  called 
kettuvellums,  carry  women 
home  after  a  day  of  selling 
flowers  at  the  market.  Long  houseboats 
resembling  floating  bamboo  huts  that 
used  to  transport  rice  but  now  ferry 
tourists  also  pass  by.  Along  the  river- 
banks,  village  life  is  in  full  swing  as 
women  wash  clothes  or  pump  water  near 
their  neat  brick  houses,  children  climb 
trees,  and  young  men  play  volleyball. 

These  are  the  famous  "backwaters"  of 
Kerala.  This  network  of  waterways 
branches  out  from  Vembanad  Lake  near 
the  sleepy  town  of  Alleppey,  an  hour  south 
of  Cochin,  the  commercial  hub  of  the  Indi- 
an state  of  Kerala.  A  lush  strip  on  the  coun- 
try's southwestern  coast,  Kerala,  meaning 
"land  of  coconuts,"  has  become  one  of  In- 
dia's most  desired  tourist  destinations. 

Touring  in  India  can  be  trying,  but  Ker- 
ala is  easier.  Its  coastal  location  gives  it  a 
year-round  freshness  that  doesn't  wilt  un- 
der the  100F  heat.  Divided  almost  equal- 
ly between  Hindus,  Muslims,  and  Chris- 
tians, Kerala  (population  31.8  million)  is 
a  religiously  harmonious  society.  Thirty- 
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five  years  of  Communist 
rule  between  1957  and 
2001  stifled  industry  but 
also  spared  the  region 
from  pollution  and  pro- 
duced a  97%  literacy  rate. 
India's  largest  publishing 
group,  Malayalam  Mano- 
rama,  is  based  in  Kerala, 
and  the  state  has  a  tradi- 
tion of  poets,  performing 
artists,  and  writers,  in- 
cluding Arundhati  Roy, 
who  won  the  Booker  Prize 
in  1997  for  The  God  of  Small  Things.  The 
lack  of  industry  has  sent  many  Keratites 
to  seek  work  overseas,  largely  in  the  Per- 
sian Gulf  states  as  nurses,  technicians, 
and  manual  laborers.  The  money  they 
send  home  has  given  Kerala  an  annual 
per  capita  gross  domestic  product  of 
$1,000— twice  the  Indian  average— and 
little  poverty. 

COSMOPOLITAN  AIR 

FOR  THE  FIRST-TIME  visitor  to  India, 
Kerala  is  a  natural  gateway.  It  has  a  cos- 
mopolitan air,  thanks  to  the  multitude  of 
nationalities,  including  Greeks,  Egyp- 
tians, Persians,  Romans,  and  Chinese, 
that  began  passing  through  as  early  as 
300  A.D.  to  trade  for  spices 
with  the  early  Hindu  rulers. 
There's  something  for 
everyone  in  Kerala.  (For  an 
overview,  visit  the  Web  site 
of  tour  operator  Sundale  Va- 
cations at  sundale.com.) 
Beach  bums  can  hit  Ko- 
valam,  a  former  hippie 
hangout  a  five-hour  drive 
south  of  Cochin  that  has 
many  beachfront  hotels,  in- 
cluding a  new  Meridiem 
Trekkers  can  take  to  the  Car- 


damom  Hills  in  the  west,  which  dei  s 

their  name  from  one  of  the  spices  gro  4,.: 

on  the  many  plantations,  fragrant  a  ;  ^ 

with   pepper   and   cinnamon.   Nat  r... 

lovers  will  gladly  endure  the  five-he  ^ 

uphill  drive  from  Cochin  to  the  Pen  _ 

Wildlife  Sanctuary  to  see  antelope,  I  L, 

phants,  and  bison  that  five  around  a  ,. 

square-mile  lake.  Lg 

The  best  place  to  start  is  right  ,c 

Cochin,  a  1-hour,  45-minute  flight  fr  ,« 

Bombay.  Here,  travelers  can  soak  up  ^ 

heterogenous  culture.  The  best  hotels  6  ^ 

the  Taj  Malabar,  the  Brunton  Boatya  LL 

and  the  Malabar  House,  for  $100  to  $^  L 

a  night,  but  Cochin  also  provides  easy  ^ 
cess  to  the  homes  of  old  families  for 


—■*•-- 


t^s  - 


BACKWATERS 

Traveling 
around  Alleppey 


v  W 


kj   '* 


• 
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The  state 

has  a 

tradition 

ofpoets 

and 

writers 


$100    to    $225 

light,  including 

als.  And  every- 

-  tre  you  go,  you 
partake  of  Ker- 

'  s  exquisite  cui- 

■e— known  for 
food  and  other 
icacies  cooked 
h  coconut  and 

^k  pepper— and 

Herience  its  fa- 
ns ayurvedic  oil 

aissages,  based  on  the  ancient  Indian 

4*nce  of  herbs  and  plants. 

:  Dochin  is  built  on  a  cluster  of  three  is- 

3 Ids,  where  many  of  the  world's  major 
gions  are  in  evidence.  Walk  or  drive 
und  the  island  of  Fort  Cochin  and  en- 
nter  the  daily  activities  of  the  many 
ldu  temples,  the  muezzin's  call  to 
yer  from  the  mosques,  and  the  servic- 
it  the  500-year-old  Roman  Catholic  St. 
ncis  Church,  where  Portuguese  ex- 
rer  Vasco  da  Gama  was  first  buried  in 
4  before  being  disinterred  and  sent 
k  to  Portugal.  A  charming  16th  centu- 
lynagogue  still  serves  Cochin's  20  re- 
ining Jews,  descendants  of  those  who 
what  is  now  Israel  nearly  2,000  years 
.  The  museum  adjacent  to  the  home  of 


Cochin's  Catholic  bishop  displays  the 
grandeur  of  the  Christian  faith,  with  its 
gold  and  silver  chalices,  processional 
crosses,  and  altar  pieces. 

In  the  evenings,  visitors  can  take  in 
performances  of  mohiniyattam,  the  dance 
for  temple  deities,  and  kathakali,  the  dra- 
matic dance  form  that  specializes  in  the 
expression  of  emotions  from  love  to  valor 
to  derision.  They  can  also  go  to  one  of  the 
state-run  schools,  where  local  youth 
practice  an  ancient,  rigorous  martial  art 
called  kalaripayattu. 

When  you've  had  enough  of  the  city, 
head  to  Alleppey.  Some  250  "rice 
boats"— some  air-conditioned— provide 
comfortable  cruises  and  onboard  meals. 
Prices  range  from  $35  for  a  six-hour  ride 
to  $350  for  two-night  sojourns.  The  most 
luxurious  is  the  Oberoi  Hotels'  M.V.  Vrin- 
da,  a  106-foot-long  catamaran,  with  eight 
elegant  bedrooms.  Two  nights  in  Oberoi's 
Trident  hotel  and  two  aboard  the  M.V. 
Vrinda  cost  $1,250  for  two,  including 
meals.  The  best  resorts  on  the  banks  of  the 
backwaters  are  around  the  village  of  Ku- 
marakom.  Among  them:  Coconut  Lagoon 
($160  to  $200  per  night  for  a  villa  with 
meals),  The  Taj  Garden  Retreat,  ($145  to 
$350),  and  Kumarakom  Lake  Resort 
($175  to  $500,  with  meals). 


CULTURAL  MELANGE 

A  performer  preparing 
for  a  kathakali  dance 
(above)  and  the  Jewish 
quarter  in  Cochin 

For  those  eager  to  ex- 
perience the  life  of  locals, 
book  any  of  the  dozen 
or  so  "homestays"  that 
stretch  from  Cochin  to 
Periyar  to  Calicut.  In  the 
luxurious  Ayesha  Manzil 
in  Tellicherry,  north  of 
Cochin,  with  its  polished 
high  beds  and  brocade 
upholstery,  the  family  of 
Faiza  and  C.P.  Moosa 
serve  moppilla  cuisine,  featuring  such 
delicacies  as  patri,  a  flaky  pastry,  and  co- 
conut-based meat  stews. 

RUSTIC  ISLAND 

MANKOTTA  ISLAND,  OWNED  by  former 
navy  captain  Jai  Chacko  and  his  wife 
Laila,  exudes  a  more  rustic  charm. 
Rooms  in  this  former  granary— set  on 
the  Pamba  River  that  flows  into  Vem- 
banad  Lake— are  simple  and  clean.  Laila 
Chacko,  neatly  dressed  in  the  Indian  tu- 
nic and  pants  and  always  with  pearls 
around  her  neck,  is  the  perfect  hostess 
and  cook.  Her  breakfast  speciality  is 
eggs  on  appams—a.  local  sourdough 
crepe.  Her  husband,  a  jazz  clarinetist, 
likes  to  entertain  his  guests  over 
evening  cocktails. 

Before  leaving  Kerala,  don't  forget  to 
have  an  ayurvedic  massage.  Besides  reju- 
venation, beauty,  and  relaxation  mas- 
sages, you  can  indulge  in  therapeutic 
treatments  for  everything  from  simple 
muscle  and  joint  pains  to  insomnia  and 
arthritis.  The  Kerala  specialty,  however,  is 
the  ayurvedic  kalari  synchronized  mas- 
sage, administered  by  two  masseurs  si- 
multaneously. The  ayurvedic  oils  they  use 
are  pungent,  but  you'll  emerge  feeling 
positively  rejuvenated.  ■ 
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CONSUMER  ELECTRONICS 

HDTV  For  Less 

IF  HIGH  PRICES  HAVE  SCARED  YOU  away  from  high-definition  television,  here  by  far  is 
the  cheapest  way  to  get  started.  Satellite-TV  provider  DISH  Network  will  set  you  up 
with  HDTV  for  under  a  grand  (www.dishnetwork.com,  800  333-3474).  Yes,  there's  a 
catch:  You  have  to  agree  to  subscribe  to  a  year's  worth  of  programming  that  starts  at 
a  minimum  of  about  $40  per  month. 

For  $999,  DISH  will  deliver  a  set-top  box  that  receives  and  decodes  HDTV  signals 
and  either  a  34-inch  tube-type  widescreen  TV  or  a  40-inch  projection  TV.  If  you're 
not  already  a  DISH  subscriber,  the  company  will  install  a  satellite  antenna  for  free  as 
well.  DISH  offers  eight  channels  of  high-def  programming,  including  ESPN, 
Discovery,  HBO,  and  Showtime.  If  your  local  stations  are  broadcasting  in  HD,  you 
can  plug  a  regular  TV  antenna  into  the  dish  box  to  get  local  programs  over  the  air. 

Still  wavering?  The  same  sets  sell  under  the  RCA  brand  for  $1,200  to  $1,500  at 
such  retailers  as  Wal-Mart  and  Amazon.com.  And  you  would  still  need  to  buy  a  $400 
HD  tuner  to  get  HD  broadcasts.  -Larry Armstrong 


RESTAURANTS 

HOLD  THE  LOBSTER.  One  Of 

the  hottest  night  spots  in 
Boston  is  all  about  slabs  of 
beef,  pigs  hanging  from  their 
feet,  and  necklaces  of  $3 
sausages.  More  than  a  meat 
lockerj he  Butcher  Shop  at 
552TremontSt.(617423- 
4800)  is  also  a  wine  bar, 
cafe,  and  charcuterie.  You 
can  sip  a  sangiovese  and  nibble  on  mixed  grill  ($20)  at  one 
end,  or  buy  a  grass-fed  steak  to  take  home  from  the  cooler  at 
the  other.  The  butcher  shop  is  open  till  8  p.m.,  the  wine  bar/cafe 
till  midnight.  Both  close  earlier  on  Sunday.  -Faith  Amer 


RETIREMENT 

DON'T  FORGET 
TO  EAT  A  BITE 
OF  THAT  IRA 

IF  YOU'RE  RETIRED,  YOU  HAVE  to  take  a 
annual  required  minimum  distribution 

(RMD)  from  your  individual  retireme 

account  at  age  70^.  Don't  forget. 

Beginning  this  year,  IRA  custodians 

must  report  to  the  Internal  Revenue 

Service  which  account  holders  have 

required  distribution, 

though  not  the  amount. 

You'll  get  a 

reminder,  too.  So 

it's  less  likely  the 

IRA  will  waive 

the  50%  penalty 

on  the  missed 

distribution  if 

you  forget. 

INVESTING 

ANNUITIES, 
BURNING  BRIGI 


AFTER  SLIDING  17.5%  in  2001  from  the   S  :: 
all-time  high  of  $137.3  billion  in  200(  Wi.; 
sales  of  variable  annuities  have  been 
making  a  strong  recovery.  Last  year, 
despite  the  stiff  fees,  investors  poured 
$126.4  billion  into  these  retirement-savi 
products  that  combine  various  tax- 
deferred  investment  portfolios  with  a 
insurance  feature.  Add  in  stock  mark 
gains,  and  the  $985.3  billion  in  asset  pi 
the  end  of  2003  beat  the  1999  peak  o: 
$973.5  billion. 

Can  the  good  times  last?  The  new 
15%  tax  on 
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dividends 
makes  tax- 
deferral  less 
attractive.  A 
regulators  a 
looking  intc 
the  high  fee 
and  the 
possibility  t 
market-time 
have  been 
using  annu: 
as  well. 
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BY  ROBERT  BARKER 


St.  Jude:  An  Insider 
Sign  To  Investors? 


:.  Jude,  the  patron  saint  of  lost  causes, 
jely  has  needed  to  look  out  for  his 
imesake,  St.  Jude  Medical.  Since  its 
rth  in  1976,  this  maker  of  artificial 
^art  valves,  defibrillators,  catheters,  and 
mdry  other  cardiac  devices  has  led  a 
essed  life.  It's  in  excellent  health  today. 
)  why  are  insiders  dumping  the  stock? 

During  the  year's  first  two  months,  10  St.  Jude  insiders 
d  nearly  637,000  shares.  That  contrasts  sharply  with  2003, 
.en  St.  Jude's  officers  and  directors  cashed  out  of  fewer  than 
0,000  shares  through  the  entire  year.  Leading  the  pack  in 
04?  Chief  Executive  Terry  Shepherd,  who  exercised  options 
220,320  shares  and  sold  them  all  right  away.  It's  enough 
nake  you  think  St.  Jude  is  living  on  borrowed  time. 
A  close  look  at  the  St.  Paul  (Minn.)  company's  filings  finds 
it  Shepherd  has  a  good  reason  for  selling  his  first  shares 
ce  joining  St.  Jude  in  1994.  He  is  set  to  retire  in  May.  Under 
f  company's  employee  stock  option  plan,  he  must  exercise 
i  1,468,000  options  by  Aug.  9  or  lose  them.  Given  this  plain 
ilanation,  Wall  Streeters  haven't  suffered  palpitations, 
npany  spokesman  Peter  Gove  told  me.  "There  is  still  in 
my  people's  minds  a  long  way  for  this  stock  to  go,"  he  said. 

ST  THE  SAME,  Shepherd's  retirement  doesn't  explain  why 
ie  other  St.  Jude  insiders  are  lightening  up.  That's  one 
i  .son  you  won't  find  me  trying  to  take  the  other  side  of 
<  epherd's  next  trade.  Not  now,  not  with  the  price  anywhere 
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■HDER 

nsider  sales  of  stock 

TITLE 

in  St.  Jude  Medical: 

SHARES  SOLD        PRICE 

n  O'Malley 

General  Counsel 

162,000 

$71.32 

t>avid  Adinoifi 

Unit  President 

94,256 

71.71 

i  ohn  Heinmiller 

CFO 

45,000 

71.42 

0  teter  Gove 

Vice-President 

41,000 

71.60 

Tane  Song 

Unit  President 

20,000 

72.00 

Jeri  Lose 

Vice-President 

18,000 

71.50 

-as  Northenscold 

Vice-President 

17,250 

71.59 

Daniel  Starks 

CEO-designate 

10,000 

71.83 

nas  Garrett 

Director 

9,000 

71.81 

;'s  Stock  Research,  company  reports 

EPIC  HF  Big 

expectations 


near  the  high  of  $79.03  it  touched  the  other  day.  The 
company  says  employees  with  stock  options  just  want  to 
diversify  their  sources  of  wealth,  and  they  get  only  a  few 
trading  windows  each  year  to  do  so.  But  when  so  many  well- 
placed  insiders  sell  as  many  shares  as  they  have  at  high  prices 
(table),  it  sends  a  signal,  according  to  Jonathan  Moreland, 
research  director  at  Insiderlnsights.com.  "Insiders  appear 
pretty  happy  with  the  [stock]  price  now,"  he  said. 

I'm  not  knocking  St.  Jude's  operations.  It  has  an  admirable 
record.  Earnings  grew  by  25%,  32%,  and  21%  in  the  past 
three  years.  It's  just  that,  as  insiders  are  indicating,  the  stock 
already  reflects  great  expectations  for  fresh  growth.  Two 
independent  directors  I  spoke  with,  David  Thompson  and 
Thomas  Garrett  III,  described  St.  Jude's  prospects  heartily. 
Thompson  noted  St.  Jude  has  announced  that  revenue  may 
expand  this  year  by  as  much  as  19%,  to  $2.3  billion,  and  profit 
may  grow  up  to  20%.  He  added:  "If  we're  saying  that,  we're 
probably  going  to  beat  it— that  has  been  our  record." 

One  key  to  such  success  would  be  a  new  derice  designed  to 
treat  heart  failure,  the  Epic  HF.  St.  Jude,  on  Mar.  9,  reported 
upbeat  clinical-study  results.  It  expects  Epic  HF  will  win 
regulatory  approval  by  May.  If  so,  fast  sales  of  similar  "cardiac 
resynchronization  therapy"  devices  by  rivals  Medtronic  and 
Guidant  suggest  that  St.  Jude's  revenues  would  surge.  The  only 
problem  is,  the  market  knows  this.  The  analysts'  average 
estimate  of  2004  earnings  is  $2.20  a  share,  20%  higher  than  last 
year's.  But  above  $78,  the  stock  trades  at  35  times  2004  profits. 
Does  the  stock  now  reflect  St.  Jude's  potential  growth?  "I  think 
that's  possible,"  director  Garrett  told  me.  "If  the  market  turned 
out  to  be  disappointed,  then  I  would  anticipate  the  [stock] 
price  might  be  impacted."  My  translation:  Look  out  below.  ■ 

E-mail:  rb@businessweek.com 

March  22.  2004  I  BusinessWeek  1 119 


Personal  Business  Inside  Wall  Stree 


BY  GENE  G.  MARCIAL 


AT  CHILDREN'S  PLACE,  CUSTOMERS  ARE  LAPPING  UP  THE  PRICE! 


WHY  SOME  DRUG  MAKERS  ARE  PURSUING  BIOENVISION. 
LANDEC'S  POLYMERS  HIT  THE  SPOT  WITH  DOLE  FRUIT  AND  L'ORI 


LISANTI  Sees  a  leap 


Children's  Place:  Peppy 

A  GROWING  SHARE  of  the  $29  billion  market  for  kids' 
apparel  is  luring  investors  to  Children's  Place  Retail 
Stores  (PLCE).  Although  the  stock  jumped  from  17  in 
August  to  30  on  Mar.  10,  "we  still  see  it  doubling  in  the  next  18 
months,"  says  Mary  Lisanti,  president  of  money  manager  AT 
Lisanti  Capital  Growth,  which  has  been 
buying  shares.  The  consensus  earnings 
estimates  of  analysts  "are  too  low,"  she 
says.  With  operating  margins  at  7%  and 
heading  up,  Lisanti  sees  earnings  of 
$1.45  a  share  in  2004,  on  sales  of  $950 
million,  vs.  a  consensus  view  of  $1.33. 
In  2005,  she  sees  operating  margins  of 
8%,  so  she  expects  profits  of  $2  on  $1.1 
billion,  vs.  the  Street's  $1.58.  With  new 
managers— most  from  Gap  and  The 
Limited— Lisanti  says  Place  has 
sharpened  quality,  boosted  its  market  share,  and  upped  its 
return  on  investment.  Focused  on  clothes  and  accessories 
solely  for  infants  and  kids  up  to  12,  Place  operates  656  stores, 
mostly  at  malls,  in  the  U.S.  and  Canada.  The  products,  not 
quite  the  quality  of  those  at  Gymboree  and  Gap  Kids,  are  priced 
20%  to  30%  lower,  notes  Lisanti.  A  big  plus:  Kids  'R'  Us,  with 
sales  of  $450  million,  has  closed  its  146  stores.  Some  75%  of 
Place's  stores  are  located  within  three  miles  of  Kids'  stores,  says 
Lisanti,  who  expects  Place  to  grab  most  of  their  customers. 
Deborah  Fung  of  Value  Line  says  customers  are  lapping  up 
new  styles  at  Place.  The  stock,  she  says,  should  outpace  the 
market  in  the  year  ahead. 

Look  Who  May  Be 
Courting  Bioenvision 

MORE  AND  MORE  SUITORS  are  eyeing  Bioenvision 
(BIV).  Three  weeks  after  Bioenvision,  of  which  George 
Soros  owns  27%,  was  featured  as  a  buyout  target  in 
•this  column  on  Feb.  9,  Genzyme  agreed  to  acquire  ILEX 
Oncology,  lifting  shares  of  other  biotechs— including 
Bioenvision.  Now,  Genzyme  may  be  interested  in  Bioenvision 
as  well.  Why?  In  2001,  Bioenvision  licensed  to  ILEX  the  right  to 
co-develop  and  market  in  the  U.S.  and  Canada  its  Clorfarabine, 
a  drug  for  leukemia.  Bioenvision  still  holds  the  rights  outside 
North  America.  The  company  will  soon  file  for  Food  &  Drug 
Administration  approval  of  Clorfarabine,  which  has  a  $1  billion 
market  potential,  according  to  David  Luci,  CFO  and  general 
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counsel,  who  sees  an  O.K.  this  year. 
Also  from  Bioenvision,  Modrenal  is  sold 
in  Britain  for  breast  cancer.  Clorfara- 
bine alone,  based  on  analysis  of  the 
Genzyme-ILEX  deal,  is  worth  $600 
million,  or  15  a  share,  says  a  fund 
manager  who  declined  to  be  identified 
and  owns  shares.  He  expects  Genzyme 
will  move  ahead  of  prospective 
suitors— including  Bristol-Myers 
Squibb,  Cephalon,  and  Schering.  If 
Genzyme  waits  for  FDA  O.K.,  it  may  have 
to  pay  more.  The  stock,  at  5.02  on  Jan.  28,  rose  to  8.13  on 
1.  It's  now  at  6.40.  Genzyme  says  if  s  talking  with  BioenvisicJ 
only  about  its  ILEX  acquisition.  Bristol  declined  comment 

Landec:  Keeping  Produce 
And  Skin  Lotion  Fresher 

LITTLE-KNOWN  LANDEC  (LNDC)  has  small-cap  inves 
excited.  The  stock  is  up— from  3.20  in  August  to  8.25 
Mar.  10.  Its  patented  technology,  Intelimer  polymer,  is 
used  in  packaging  with  breathable  membranes  to  give  prod 
extended  shelf  life.  Landec  has  licensed  the  Dole  brand  for  i 
packaging.  Landec  is  testing  it  on 
bananas— and  should  launch  banana 
packaging  by  early  2005,  says  Anton 
Brenner  of  Roth  Capital  Partners,  who 
rates  Landec  a  strong  buy.  Adding  to 
the  stock's  allure  is  a  deal  with  French 
cosmetic  king  L'Oreal.  Landec  will 
supply  L'Oreal  with  Intelimer  for  use  in 
cosmetics.  It's  now  used  by  L'Oreal  for  a 
fast-absorbing  skin  lotion  in  Asia.  While 
heavy  sales  to  L'Oreal  aren't  expected 
until  2006,  "long-term  benefits  could 
be  huge,"  says  Corey  Baldwin  of  Red- 
Chip  Research,  but  he  declined  to  say  how  much.  L'Oreal  m 
use  Intelimer  for  lipstick  and  hair  spray.  For  fiscal  2005,  Bal 
win  expects  earnings  to  jump  to  30$  a  share  on  sales  of  $20 
million,  up  from  7<t  on  $178  million  in  2004  ending  May  31 


BusinessWeek  online 


Gene  Marcial's  Inside  Wall  Street  is  posted  at 
businessweek.com/  today.htm  at  5  p.m.  EST  on  the  magazine's 
publication  day.  usually  Thursdays.  See  Gene  on  Fridays  at  1:20  p.m. 
EST  on  CNNfn's  The  Money  Gang. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nc  I 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  inve;  -  | 
banking  or  other  financial  relationships  with  them. 
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THE  2004  AVALON.  With  such  sumptuous  amenities  and  spacious  accommodations,  you'll  wonder  why  you  waited  so  long. 


Avalon  XLS  shown  with  available  power  moonroof  and  Premium  Luxury  Package.  ©2003  Toyota  Motor  Sales.  US  A.. Inc. 


Personal  Business  Figures  of  the  Weei 


STOCKS 


SAP  500 

MAR.  SEPT.   MAR.  MAR.  4-10 

1200  i       «j,   .^.a, 1180 


980 


870 


760 


COMMENTARY 

A  tepid  jobs  report  set  off  tremors 
on  Mar.  5,  as  investors  dumped 
stocks  and  bought  bonds,  igniting 
a  Treasuries  rally.  Equities  sprang 
back,  but  selling  resumed  on  Mar. 
8,  ending  in  a  gut-wrenching 
freefall  on  Mar.  10.  Hardest  hit? 
The  tech  sector,  where  Intel  fell 
6.0%,  after  saying  quarterly  sales 
would  miss  the  high  end.  Not 
even  bright  projections  by  Texas 
Instruments  could  lift  the  gloom. 

Data:  3  somberg  Financial  Markets.  Reuters 


MUTUAL FUNDS 


4-WEEK  TOTAL  RETURN 

WEEK  ENDED  MAR.  10 

■  S4P5O0  ■  U.S.  DIVERSIFIED        ALL  EQUITY 


52-WEEK  TOTAL  RETURN 

WEEK  ENDED  MAR.  10 

■  SAP  500  ■U.S.  DIVERSIFIED  ■ALL  EQUITY 


%  U         22  33 

Data:  Standard  &  Poors 


U.S.  MARKETS 

MAR.  10 

WEEK 

ft  CHANGE 

YEARTO     LAST12 
DATE      MONTHS 

SAP  500 

11233 

-2.4 

u 

39.2 

Dow  Jones  Industrials 

1C.296.9 

-2.8 

-L5 

36.1 

NASDAQ  Composite 

1964.2 

-3.4 

-2.0 

53.6 

S&P  MidCap  400 

594.7 

-2.3 

3£ 

52.3 

S&PSmallCap600 

280.1 

-2.4 

3.6 

59.5 

Wilshire  5000 
SECTORS 

10379.4 

-2.3 

L7 

43.1 

BusinessWeek  50* 

630.1 

-1.3 

1.3 

25.4 

BW  Info  Tech  100" 

348.1 

-2.6 

-0.7 

41.1 

S&P/BARRA  Growth 

555.8 

-2.4 

0.0 

32.6 

S&P/BARRA  Value 

563.8 

-2.3 

2.2 

46.2 

S&P  Energy 

235.8 

-0.7 

52 

302 

S&P  Financials 

397.1 

-1.8 

4.6 

48.5 

S&P  REIT 

124.8 

0.6 

7.8 

44.1 

S&P  Transportation 

184.6 

-1.6 

-8.6 

23.9 

S&P  Utilities 

122.0 

-0.7 

3.0 

38.0 

GSTI  Internet 

135.3 

-2.9 

-6.5 

80.5 

PSE  Technology 

704.4 

-3.4 

LO 

61.5 

GLOBAL  MARKETS  vario  week  date 

S&P  Euro  Plus  (U.S.  Dollar)  12172  0.8  33 

London  (FT-SE 100)  4545.3  0.4  L5 

Paris  (CAC  40)  3758.1  0.0  5.6 

Frankfurt  (DAX)  4044.7  -0.7  2.0 

Tokyo  (NIKKEI  225)  U.433.2  0.7  7.1 

Hong  Kong  (Hang  Seng)  13.214.2  -1.8  5.1 

Toronto  (S&P/TSX  Composite)  8585.4  -2.4  4.4 

Mexico  City  (IPC)  9978.7  -0.7  13.5 


FUNDAMENTALS 

S&P  500  Dividend  Yield 
S&P  500  P/E  Ratio  (Trailing  12  mos.)     23.3 
S&P  500  P/E  Ratio  (Next  12  mos.)'       182 
First  Call  Earnings  Revision* 


•Mar.  19. 1999=1000     "Feb.  7. 2000=1000 


TECHNICAL  INDICATORS 

S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 


MAR.9        WEEKAGO  YEAR- 

135%      1.54% 

23.5  27 
18.4 

0.70%      0.34%  -L82| 
•first  CalC 

MAR.9        WEEKAGO  REAQ 

1047.8      1042.3  PosM    & 

86.0%       87.0%  Negati 

0.66         061  Neutt    :; ■■:-. 


Insiders:  Vickers  NYSE  Sell/buy  ratio    6.70        6.29      Negati 
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BEST-PERFORMING 
GROUPS 

Homebuilding 
Fertilizers  &  Ag.  Chems. 
Food  Wholesalers 
Casinos 
Restaurants 


LAST  LAS!  12 

MONTHft  MONTHS* 

17.4  Divsfd.  Metals  &  Mining    147.7 

12.9  Wireless  Services  139.5 

8.5  Homebuilding  129.5 

7.3  Fertilizers  &  Ag.  Chems.  128.6 

7.2  Internet  Software  117.3 


EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN  ft      52-WEEK  TOTAL  RETURN  * 


LEADERS 

Japan  4.6 

Natural  Resources  4.0 

Diversified  Emerg.  Mkts.  3.4 

Latin  America  3.1 

LAGGARDS 

Technology  -4.9 

Small-cap  Growth  -1.6 

Large-cap  Growth  -1.0 

Mid-cap  Growth  -0.8 

EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN  N 
LEADERS 

ProFunds  Ultra  Japan  Inv.  19.3 

CGM  Realty  13.2 
CGM  Capital  Development  11.5 

Third  Millennium  Russia  11.1 

LAGGARDS 

Marketocracy  Tech.  Plus  -11.1 
ProFds.  Smicdr.  Ultsr.  Inv.  -10.8 

Kopp  Emerg  Gr.  Retail  -9.9 

Thurlow  Growth  -9.5 


LEADERS 

Latin  America  89.6 

Diversified  Emerg.  Mkts.  83.3 

Pacific/Asia  ex-Japan  75.3 

Communications  74.7 

LAGGARDS 

Domestic  Hybrid  28.6 

Miscellaneous  35.7 

International  Hybrid  40.1 

Large-cap  Growth  41.0 


52-WEEK  TOTAL  RETURN  M 
LEADERS 

Apex  Mid  Cap  Growth  200.0 

Reynolds  178.5 

ProFds.  Wrlss.  Ultsr.  Inv.  176.7 

ProFds.  Ult.  Sm.  Cap  Inv.  170.9 

LAGGARDS 

ProFunds  UltSh.  0TC  Inv.  -61.9 

Rydex  Dynam.  Vent.  100  -61.9 

ProFunds  UltraBear  Inv.  -54.9 

Rydex  Dyn.  Tempest  500  -54.9 


WORST-PERFORMING 
GROUPS 

Tires  &  Rubber 

Electric  Mfg.  Svcs 
Employment  Services 
Instrumentation 


-AST 
MONTH*! 


-16.1  Photographic  Products 

-14.6  Health-Care  Facilities 

-12.4  Airlines 

-11.9  Trading  Cos.  &  Distribs. 


Photographic  Products      -11 A    Pharmaceuticals 


INTEREST  RATES 


131 


KEY  RATES 

1 

Money  iwaniei  rurras 

030% 

0.60%     0.87 

90-Day  Treasury  Bills 

035 

0.95        L08 

2-Year  Treasury  Notes 

131 

L73        L43 

10-Year  Treasury  Notes 

3.73 

4.05       3.58 

30-Year  Treasury  Bonds 

4.67 

4.90       431 

30-Year  Fixed  Mortgage  f 

5.32 

5.53       5.66 1 

-BaraQ 

UK 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 


General  Obligations 

324% 

429* 

Taxable  Equivalent 

4.63 

6.13  1 

s 

Insured  Revenue  Bonds 

3.38 

4.63  1 

Taxable  Equivalent 

4.83 

6.61  1 

THE  WEEK  AHEAD 


INDUSTRIAL  PRODUCTION 

Monday,  Mar.  15,  9:15  a.m. 
EST  »  Factory  output  is  expected 
to  have  increased  0.3%  in 
February,  following  a  0.8%  rise  in 
January.  That's  according  to  the 
median  forgcast  of  economists 
surveyed  by  Informa  Global 
Markets.  The  average  operating 
rate  probably  improved  to  76.4% 
from  76.2%. 

RESIDENTIAL  CONSTRUCTION 
Tuesday,  Mar.  16,  8:30  a.m. 


EST  »  February  housing  starts 
probably  held  at  an  annual  rate  of 
1.9  million  for  a  second  straight 
month. 

FOMC  MEETING  Tuesday,  Mar. 
16,  9  a.m.  EST  »  The  Federal 
Reserve  Board's  Open  Market 
Committee  will  meet  to  set 
monetary  policy.  Economists 
expect  the  Fed  to  keep  the  federal 
funds  rates  at  1%. 
CONSUMER  PRICE  INDEX 
Wednesday,  Mar.  17,  8:30 


a.m.  EST  »  February  consumer 
prices  for  goods  and  services  most 
likely  increased  0.4%.  Excluding 
the  more  volatile  food  and  energy 
components,  prices  probably  rose 
by  a  smaller  0.2%  for  the  second 
consecutive  month. 
LEADING  INDICATORS  Thursday, 
Mar.  18, 10  a.m.  EST*  The 
Conference  Board's  February  index 
of  leading  economic  indicators 
likely  inched  up  0.1%  after  jumping 
by  0.5%  in  January. 


The  BusinessWeek  production  inde 
rose  to  213.3  for  the  week  ended  o 
Feb.  28,  a  10.3%  gain  from  th 
previous  year.  Before  calculation  < 
the  four-week  moving  average,  th 
index  inched  ud  to  214.5. 


BusinessWeek  on  I  in 


T* 


For  the  BW50,  more  investment 
data,  and  the  components 
of  the  production  index  visit 
wvmbusinessweek.comAnagazine£xtra.h 


122    BusinessWeek  ;  March  22.  2004 


r 

* 


special  Advertising  bection 


The  Equity  Investor's  26-Week  Micro-Cap  Review 


Selected  Profiles  of  the  Nation's  Top  Price-Performing  Micro-Cap  Companies  as  of  12/31/03 


From  the  approximate  2,800  domestic  companies  with  market 
capitalizations  under  200  million  dollars,  the  following  pages  high- 
light selected  firms  in  the  top  10%,  in  terms  of  share  price 
oerformance  for  the  26-week  period  ending  12/31/03.  Each  profile 
describes  a  leading  company  including  its  industry,  market  trends 
end  reasons  for  success,  as  written  by  company  management.  While 
oast  performance  is  never  a  guarantee  of  future  results,   these 
top-performing  companies   represent   investment  opportunities 
worthy  of  a  micro-cap  investor's  close  consideration. 


Gain/Loss  for  the 
2 6- Week  Period 
Ending  12/31/2003 


235% 


16% 


13% 


DJIA 
S&P  500 


]  NASDAQ  Composit  Index 

£1  Average  Share  Price  Gain  of  the 
26  Micro-Cap  Companies  Profiled 
in  this  Section 


otech  Corporation  •  ARTX  •  Aerospace  and  Defense 


/*'    r   ■ 


New  York,  NY  •  IR  Contact:  Jonathan  Whartman  •  866-325-6963 
www.arotech.com 

Arotech  Corporation  provides  quality  defense 
and  security  products  for  the  military,  law 
enforcement  and  homeland  security  markets, 
me  Battery  and  Power  Systems  Division  -  under  the  Electric  Fuel  and  Epsilor  brands  - 
elops  and  manufactures  military  zinc-air  batteries,  lithium  batteries  and  smart  chargers. 


HROTECH 


The  Simulation,  Training  and  Consulting 

ision  -  under  the  IES,  FAAC  and  Arocon 

nd  names  -  develops  and  manufactures 

lulators  and  training  courses  for  police 

1  law  enforcement  agencies,  for  air  com- 

and  for  military  truck  driving,  and  offers 

urity  consulting  services  worldwide. 

he  Armored  Vehicle  Division  -  under 

MDT  brand  name  -  produces  armored 

licles  for  military  and  civilian  use  in 

I  intensity  conflict  areas. 


Key  Manager  Statement 

"Arotech  grew  over  200%  in  2003, 
projects  at  least  100%  growth  in 
2004  and  will  continue  to  add 
strategic  acquisitions.  Our  units  are 
enjoying  great  success,  providing 
products  and  services  to  help  respond 
to  insurgencies  and  hostilities.  We 
service  the  growing  needs  for  security 
products  around  the  world. " 
Roberts.  Ehrlich.  Chairman  &  CEO 


INn  Bactrieal  rwmm 


Key  Manager  Statement 

"We  believe  our  innovative  flagship 
Fire  Shield®  product  lines,  applicable 
to  both  the  commercial  and  consumer 
markets,  represent  the  company's 
long  term  growth  opportunity. " 

Jerry  T.  Kendall,  President  &  COO 


:hnology  Research  Corporation  •  TRCI  •  Electrical  Safety 


Clearwater,  FL  •  IR  Contact:  Scott  J.  Loucks  •  727-535-0572 
www.trci.net 

Technology  Research  Corporation  (TRC)  is  internationally 
recognized  as  a  leader  in  the  design,  manufacture  and 
marketing  of  portable  electrical  safety  products  that  save 
:s,  protect  people  from  serious  injury  from  electrical  shock  and  prevent  electrical 
s  in  the  home  and  workplace.  The  company  also  supplies  power  monitoring  and 
itrol  equipment  to  the  United  States  Military  and  its  prime  contractors,  primarily 
mobile  generating  systems.  The  company's  products  have  a  broad  range  of 
Jlicability  and  are  sold  worldwide.  The  company's  commercial  sales  channels 
lude  brand  label,  OEM,  electrical  distribution  and  catalogers.  The  consumer  sales 
nnels  encompass  the  recreational  vehi- 
market,  mass  retailers,  office  supply, 
ne  centers,  hardware  chains,  consumer 
ctronics  stores  and  certain  OEM  sales  for 
isumer  products  such  as  portable  room 
t4      g  n       air  conditioners 

WE  SHIELD*  and  heaters. 


Innodata  Isogen  •  INOD  •  Content  Supply  Chains 


Hackensack,  NJ  •  IR  Contact:  Al  Girardi  •  201-488-1200 
www.innodata-isogen.com  •  agirardi@innodata-isogen.com 

Innodata  Isogen  optimizes  content  supply  chains, 
helping  clients  realize  cost  savings  and  productivity 
gains  from  operations,  achieve  better  outcomes  and 
compete  more  effectively  in  demanding  global  markets. 
The  company's  solutions  encompass  virtually  every  activity  necessary  to  create,  use 


f\i  INNODATA 
TOlSOGEN 


and  distribute  information  products.  Clients 
can  choose  an  array  of  integrated  point 
solutions  or  simply  outsource  their  entire 
content  supply  chain  to  Innodata  Isogen. 

Innodata  Isogen  has  solution  centers 
and  certified  production  facilities  in  North 
America,  Europe  and  Asia,  employing 
7,000-plus  content  specialists  worldwide. 
Clients  include  leading  publishers,  Global 
2000  enterprises,  government  agencies, 
and  major  archives,  libraries  and  museums. 


Key  Manager  Statement 

"Innodata  Isogen  is  thriving  at  the 
intersection  of  three  major  trends:  the 
expansion  of  a  knowledge-based 
economy;  the  continued  growth  of 
digital  technologies;  and  the  seismic 
shift  to  business  process  outsourcing 
by  major  corporations  worldwide. 
The  extraordinary  value  we  create 
for  clients  is  driving  our  success. " 

Jack  Abuhoff.  Chairman  &  CEO 


Pacific  Rim  Mining  Corp.  •  PMU  •  Gold  Mining 


flume  E 


Vancouver,  BC,  Canada  •  IR  Contact:  Barbara  Henderson  •  604-689-1976 
www.pacrim-mining.com 

Pacific  Rim  Mining  is  a  gold  exploration  company  in  the 
rare  position  of  having  free  cash  flow,  from  gold  produc- 
tion at  its  49%-owned  Denton-Rawhide  mine  in  Nevada, 
with  which  to  advance  its  pipeline  of  exploration  projects.  The  company's  cornerstone 
exploration  asset  is  the  El  Dorado  gold  project  in  El  Salvador.  El  Dorado  is  an  advanced 
gold  project  with  a  measured  and  indicated      Key  Manager  statement 

resource  of  over  800,000  ounces  of  gold.      „T.  ,     . .  ,     ,     . , 

_         .   .,  ...  There  are  two  kinds  of  gold  com- 

The  projects  fundamentals  meet  the         •     „.«.*        /      A 

pames;  those  that  are  focused  on 


company's  strategic  criteria  of  high-grade, 
potentially  low-cost  gold  ounces.  A  prelimi- 
nary economic  assessment  of  the  El  Dorado 
project,  potentially  lead- 
ing to  a  full  feasibility 
study  and  production 
decision,  will  be  under- 
taken during  2004. 


making  ounces  and  those,  like  Pacific 
Rim,  that  are  focused  on  making 
profits.  Pacific  Rim  Mining  is  making 
the  transition  from  a  well-managed, 
successful  exploration  company,  to  a 
highly  profitable,  growth  oriented, 
intermediate  level  gold  producer. " 

Thomas  C.  Shrake,  CEO 
__     _ 


The  Equity  Investor's  26-Week  Micro-Cap  Review 


8x8  Inc  •  EGHT  •VoIP  Service 


BBSI  •  BBSI  •  Human  Resources  Management 


Santa  Clara,  CA 


408-907-8304 


8x8,  Inc 


IR  Contact:  Huw  Rees 
www.8x8.com 

8x8,  Inc.  offers  the  Packet8  broadband  voice 
and  video  communications  service  over  Internet 
protocol  (VoIP)  (www.packet8.net).  Packet8,  enables 
residential  and  business  users  to  make  and  receive  regular  telephone  calls  using 
their  existing  high-speed  Internet  access.      K     Manager  Statement 

Packet8  customers  can  port  current  phone  *  ,,         ...         .       , 

....  ,  With  the  rapidly  increasing  adop- 

numbers  over  or  choose  a  new  public  tele-    ,.      ,        ./"j  0„0  •      *>,■',, 

tion  of  broadband,  8x8  is  positioned 


Portland,  OR  •  IR  Contact:  William  Sherertz 
www.barrettbusiness.com 


800-494-5669 


phone  number  from  one  of  over  1900  local 
calling  areas  offered,  then  use  an  8x8-sup- 
plied  terminal  adapter  to  connect  any 
telephone  to  their  Internet  connection.  Caller 
ID.  call  waiting,  call  forwarding  and  many 
other  features  are  included  on  the  Freedom 
Unlimited  plan  that  also  includes  unlimited 
local  and  long  distance  calling  in  the  United 
States  and  Canada  for  $19.95  per  month. 


to  deliver  Packet8  service  as  a 
mainstream  telephone  alternative  to 
residential  and  business  subscribers. 
Unlimited  calling  plans,  risk  free 
trial  periods  and  included  features 
will  continue  to  demonstrate  the 
value  of  our  offering  compared  to 
traditional  telephone  networks. " 

Brian  Martin,  CEO  &  Chairman 


BBSI  is  a  leading  human  resource  manageme 
company.  The  company  provides  a  unique  blend 

«iimMt ■ii..l.i.iltdMni)       services  and  are  one  of  the  few  companies  in 

industry  to  combine  staffing  services  and  PEO  services.  "Good  People,  Go 
Companies,  Great  Results'  is  the  motto  by  which  BBSI  lives  and  operates.  On  I 
staffing  side  of  their  business,  the  gates  for  hiring,  drug  screens,  crimi 
background  checks,  references  and  professional  interviews,  all  help  to  match  I 
right  people  with  the  right  job.  Since  BBSI  chooses  to  only  work  with  compan 
who  have  good  credit,  treat  and  pay  people  fairly  and  provide  a  safe  work  envirc 
ment,  the  "Great  Results"  is  easier  to  understand.  On  the  PEO  or  "professioi 
employer  organization"  side  of  the  business,  the  same  standards  apply  to  th 
customers,  as  BBSI  becomes  their  Human  Resource  Department.  With  its  experti 
in  HR.  BBSI  helps  companies  improve  their  employment  practices,  whether 
hiring,  terminating,  compliance,  benefits,  or  risk  management.  BBSI's  ability 
"make  the  workplace  safer"  has  benefited  both  the  company  and  its  customi 
directly,  in  terms  of  profit  for  BBSI  and  cost  savings  for  its  customers. 
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Ventiv  Health,  Inc.  •  VTIV  •  Pharmaceutical  Services 


Somerset,  NJ  •  IR  Contact:  John  Emery  •  732-537-4804 
www.ventiv.com 

VFNTIVI  ^entiv  health,  lnc-  's  a  fading  provider  of 

—  I H FAITH  0lJtS0urced.  comprehensive  sales  and  marketing 
solutions  for 

pharmaceutical  and  biotech  companies.  Key  Manager  Statement 

Since  going  public  in  1999,  Ventiv  has  "Ventiv  has  developed  consider- 

built  high-impact  sales  teams  across  able  momentum,  based  on  our 

virtually  every  therapeutic  area.  To  opti-  recent  major  new  contract  wins  and 

mize  its  clients'  resources  and  product  client  expansions.  At  the  same  time. 

portfolios,  Ventiv  rigorously  plans  and  we  continue  to  relentlessly  focus 

seamlessly  executes  flexible,  cost-effec-  on  tight  cost  management.   This 

tive  sales  and   marketing   programs,  combination  has  created  significant 

Ventiv's  experience,  combined  with  a  operating  leverage,  which  has 

consultative  and  flexible  approach  has  helped  fuel  Ventiv's  substantially 

enabled  the  company  to  establish  long-  higher  earnings  in  2003  and  our 

term  client  relationships  and  further  positive  outlook  for 2004." 

leverage  its  industry  leadership  position.  rran  Broshy.  CEO 


Electric  City  Corp.  •  ELC  •  Power  Technology 


Chicago  IL  •  IR  Contact:  Glen  Akselrod  •  800-797-5683 
www.elccorp.com 

Electric  City  is  a  leading  developer,  manufacturer  and  integ 
tor  of  energy  savings  technologies  and  building  automat 
systems.  Formed  in  1998,  Electric  City  currently  has  close 
1.000  customer  installations.  The  company  currently  markets 

Key  Manager  Statement 


Electric  City 


EnergySaver™  and 
the  GlobalCommander®  energy  conservation 
technologies,  as  well  as  its  independent 
development  of  scalable,  negative  power 
systems  under  the  trade  name,  Virtual 
"Negawatt"  Power  Plan  (VNPP®).  VNPP  is  the 
electric  industry's  first  known  competitive, 
dispatchable.  measurable  and  verifiable 
demand  response  system.  The  company  re- 
cently announced  its  first  VNPP  development 
-a  $25  Million,  50  Megawatt,  negative  power 
system  for  ComEd  in  northern  Illinois. 


0 


"Peak  demand  continues  to  grov 
load  factors  continue  to  deteriora. 
and  the  industry  simply  can  t  contim 
to  build  more  generation,  transm 
sion  and  distribution  to  serve  sue  r'-'- 
severe  operating  conditions.  As    8""-' 
result,  we  have  quickly  emerged  as 


leader  in  addressing  peak  load  mar 
agement  issues  and  are  current 
experiencing  significant  growth. " 

John  Mitola.  CEO 


e  it 

1  ■ 


AXT,  Inc.  •  AXTI  •  Semiconductor  Manufacturing 


Fremont,  CA  •  IR  Contact:  Don  Tatzin  •  510-438-4703 
www.axt.com 

fj^^^k  AXT  designs,  develops,  and  manufactures  compound 

R^  j^  semiconductor  substrates  including  gallium  arsenide, 

Wmm*Ail  indium   phos- 

phide, and  germanium.  The  company's  Key  Manager  Statement 
products  are  used  in  the  light-emitting  "During  2003  we  improved  prod- 
diode,  and  wireless  and  fiber  optic  UCf  quality,  reduced  costs,  and 
communications  markets.  AXT's  techm-  strengthened  our  balance  sheet. 
cal  advantages  stem  from  its  vertical  We  are  now  aggressively  building 
gradient  jreeze  technology  which  our  customer  base  and  increasing 
produces  substrates  with  few  defect  our  competitiveness.  Our  goal  is 
densities  and  low  breakage  rates.  The  to  become  the  leading  provider 
company  has  low-cost  manufacturing  of  compound  semiconductor  sub- 
operations  in  China  and  investments  strates.  We  believe  that  we  have 
in  key  raw  materials  sources.  AXT  has  the  foundation  and  means  to 
more  than  300  worldwide  customers  and    achieve  this  goal. " 


Amedisys,  Inc.  •  AMED  •  Healthcare  Services 


AmettfsvsJ 


Baton  Rouge,  LA  •  IR  Contact  Brian  Ritchie  of  EURO  RSCG  Life  NRP»  212-845-4: 
www.amedisys.com 

Amedisys  is  one  of  the  nation's  leading  providers  of  ho 
nursing  services.  The  company  employs  over  2,500  Deo 
^^^  at  77  offices  in  1 1  states  throughout  the  U.S.  Amedisys  is  v 

positioned  to  benefit  from  several  macro  trends,  including  the  aging  population  and 
ongoing  shift  toward  care  outside  of  the  hospital  setting.  In  August  of  2003,  Amedi 
purchased  two  home  care  agencies  trading  under  the  name  Metro  Home  Health  that  t 
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a  strong  balance  sheet. 


Morris  Young.  President  &  CEO 


expect  will  contribute  $17  million  to  $18  million 
to  the  company's  annualized  revenues,  and 
should  be  accretive  to  net  income  by  $0.03  to 
$0.04  in  2003,  and  by  $0.07  to  $0.10  in  2004. 
In  December  of  2003,  Amedisys  completed  a 
$22.8  million  private  placement  financing 
in  which  the  company  sold  1.9  million  shares 
of  its  common  stock  at  a  negotiated  price  of 
$12.00  per  share.  Much  of  the  capital  raised 
will  be  used  to  fund  future  acquisitions. 


Key  Manager  Statement 

"Through  continued  strict  adhe 
ence  to  our  internal  growth  stratei 
and  a  market  that  will  continue 
allow  us  to  acquire  home  heal\ 
agencies  at  attractive  and  accreth 
multiples,  we  believe  our  overall  El- 
growth  should  be  approximately  1 
percent  over  the  next  three  years. '  f 
William  F.  Borne,  Chairman  &  Ci 
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stern  Silver  Corporation  •  WTZ  •  Mineral  Exploration  PacificNet  Inc.  •  PACT  •  Telecom  &  CRM  in  China 


Vancouver,  B.C.  •  IR  Contact:  Gerald  Prosalendis 
www.westernsilvercorp.com 


604-684-9497 


^. 


'estern  Silver  Corporation  is  a  publicly-traded  mineral  exploration  company 
ised  on  discovering  and  developing  silver  properties  in  the  Americas.  The 
pany's  primary  project,  the  100%-owned  Penasquito  property  in  central  Mexico, 
been  independently  confirmed  as  one  of  the  world's  largest  undeveloped  silver 
jsits.  It  is  also  one  of  the  few  bulk  silver  deposits  economic  at  recent  low  metal 
es.  Significant  quantities  of  gold,  zinc 


Kong,  China  •  IR  Contact:  Victor  Tong,  President  •  605-229-6678 
www.PacificNet.com  •  IR@PacificNet.com 

PacificNet  Inc.,  (Nasdaq:PACT)  through  its 
subsidiaries,  invests,  operates  and  provides 
value-added  telecom  services  in  China  including  call  centers,  telemarketing, 
CRM,  interactive  voice  response  (IVR),  SMS,  MMS,  VoIP,  mobile  applications,  and 
sales  and  distribution  of  telecom  services.  PacificNet's  clients  include  the  leading 


i  lead,  all  contribute  to  Pehasquito's 
Arable  economics.  And  this  emerging 
fer  district  has  significant  exploration 
■ide.  Western  Silver's  shareholders 
iy  a  leveraged  exposure  to  silver  and 
1  well-positioned  to  benefit  from  any 
1age  of  supply  or  rise  in  its  price. 


Key  Manager  Statement 

"Recent  drill  results  reinforce  the 
company's  belief  that  at  Penasquito 
we  are  uncovering  a  district-scale 
mineral  system  with  multiple  deposits 
on  the  property. " 

Dr.  Thomas  Patton, 
President  &  COO 


telecom  operators,  banks,  insurance, 
travel,  marketing,  and  services  companies 
in  Greater  China,  such  as  China  Telecom, 
China  Mobile,  China  Unicom,  PCCW,  CSL, 
SmarTone,  Sunday,  Coca-Cola,  Samsung, 
Dun  &  Bradstreet,  DBS,  Hong  Kong 
Government,  and  Hongkong  Post. 
PacificNet  is  headquartered  in  Minneapolis 
and  Hong  Kong,  with  offices  in  Beijing, 
Shenzhen,  Guangzhou,  and  employs  over 
500  staff  in  its  various  subsidiaries. 


Key  Manager  Statement 

"With  China's  booming  economy,  we 
expect  a  growing  demand  for  our  CRM, 
IVR,  call  centers  services  in  China.  We 
are  committed  to  building  PacificNet 
as  one  of  the  leading  value-added  tele- 
com service  providers  in  China  through 
strategic  acquisitions  to  increase  our 
customer  base,  revenue,  and  profit, 
and  to  enhance  our  shareholder  value. " 

Victor  Tong,  President 


_ 


;al  Corporation  •  TGAL  •  Semiconductor  Mfg  Equipment  |       Click  Commerce,  Inc.  •  CKCM  •  eBusiness  Solutions 


■taluma,  CA  •  IR  contact:  Thomas  Mika,  EVP  &  CFO  •  707-765-5630 
www.tegal.com 


anoUtl    Tegal  provides 

uUCll  LJ  process  and  equip- 
ment solutions  to 
pliers  of  advanced  semiconductor  and 
otechnology  devices.  Tegal's  systems 
rporate  unique,  patented  etch  and 
isition  technologies,  and  are  backed  by  35 
s  of  development  and  100  patents.  Tegal's 
nology  enables  the  production  of  energy 
ient  memories  for  laptops,  cell  phones, 
5  and  RFIDs;  megapixel  imaging  chips  for 
al  and  cellphone  cameras;  power  ampli- 
for  wireless  networking  gear;  and  MEMS 
(:es  like  accelerometers  for  auto  airbags, 
ofluidic  control  devices  for  ink  jet  printers; 
lab-on-a-chip  medical  test  kits. 


Key  Manager  Statement 

'Tegal's  customers  recognize  that  we 
have  successfully  developed  methods 
and  equipment  for  reproducible, 
commercial  fabrication  of  advanced 
semiconductor  and  nanotechnology 
devices.  Tegal  was  the  top  ranked 
company  for  customer  satisfaction  in 
the  entire  semiconductor  equipment 
industry  in  2003.  We  are  known  for 
our  unwavering  commitment  to  our 
customers,  whether  they  be  the  world's 
largest  chip  makers  or  the  smallest 
nanotechnology  innovator. " 

Mike  Parodi.  Chairman, 
President  &  CEO 


Chicago,  IL  •  IR  Contact:  Michael  Nelson  •  312-482-9006 
www.clickcommerce.com 
#        _,  Click  Commerce  provides  eBusiness  solutions 

GlClfCommerCe  to  global  corporations  that  market,  distribute, 
and  service  their  products  through  complex 
partner  networks.  Click's  software  solutions  enable  corporations  to  more  effec- 
tively manage  and  market  to  their  partner  networks,  automate  complicated 
quoting,  ordering,  returns,  and  claims  processes  and  provide  customer 


and  partner  self-service.  Click  Commerce 
complements  its  software  solution  with 
business  services  for  best  practices  in 
deployment,  operation,  and  launch  of 
eBusiness  solutions.  These  solutions  and 
services  deliver  cost  savings,  increased 
revenue,  and  improved  customer  satisfaction 
to  Global  2000  customers  in  the  high-tech, 
automotive,  industrial  products,  and 
broker-based  financial  services  industries. 


Key  Manager  Statement 

"In  1996,  we  identified  a  problem, 
delivered  a  solution,  and  sparked  an 
industry.  Because  we  not  only  deliver 
business  results,  but  also  help  com- 
panies get  ahead  of  the  compliance 
wave,  our  solutions  have  become  a 
"must-have"  for  corporations  with 
complex  partner  networks. " 

Michael  W.  Ferro,  Jr.,  CEO 


air  Nanotechnologies,  Inc.  •  ALTI  •  Nanotechnologies        Columbus  McKinnon  Corporation  •  CMCO  •  Machinery 


Reno,  NV  •  IR  Contact:  Marty  Tullio  •  949-566-9860 
www.altairnano.com 

"  /*  r^%  Altair  Nanotechnologies,  Inc.  has  developed  a  patented 

\UXAlR.  technology  platform  for  manufacturing  a  wide  variety 

-.o.oc...  ,.c    of  innovative  nanomaterials  and  nano-based  products 

are  unique  in  both  their  quality  and  design.  Altair  can  manufacture 

mercial  quantities  of  a  wide  variety  of  these  materials  with  narrow  particle 

''ibution  sized  from  five  nanometers 


.,000  nanometers  -  unique  in  the 

,  al  oxide  materials  science  sector. 

tair  is  currently  manufacturing  metal 

based  nanomaterials  with  applications 

larmaceuticals.  titanium  pigment,  titani- 

netal  and  drug  delivery.  Altair's  materials 

)eing  developed  for  potential  applications 

•lei  cells,  solar  cells,  advanced  energy 

ige  devices  (batteries),  thermal  spray 

,,  ings,  cosmetics  and  material  protection. 


Key  Manager  Statement 

"Altair  Nanotechnologies  is  well 
positioned  to  be  a  leader  in  the  rapidly 
growing  nanotechnology  space.  We  are 
differentiated  as  the  only  nanotechnol- 
ogy provider  able  to  economically  make 
commercial  quantities  of  a  wide  variety 
of  high-quality  metal  oxide-based 
nanomaterials  through  our  unique, 
patented  technology  platform. " 
Dr.  Rudi  E.  Moerck,  President 


Amherst  NY  •  IR  Contact  Robert  L  Montgomery,  Jr.,  EVP  &  CFO  •  716-689-5405 
www.cmworks.com 

Columbus  McKinnon  is  a  leading  designer  and 
manufacturer  of  material  handling  products,  which 
efficiently  and  economically  move,  iift,  position  or 
secure  material.  Annual  sales  exceeded  $450  million  in  fiscal  2003. 

Key  products  include  hoists,  cranes, 
chain  and  forged  attachments.  These  prod- 
ucts generate  over  85%  of  sales  at  attrac- 
tive margins.  Columbus  McKinnon  sells 
into  virtually  every  major  North  American 
industrial  market  and  is  one  of  the  largest 
North  American  producers  of  hoist  and 
chain  products.  The  company  is  focused  on 
continued  improvements  in  its  financial 
results  through  additional  cost  and  debt 
reduction,  new  product  introductions  and 
penetration  of  new  international  markets. 


Key  Manager  Statement 

"Columbus  McKinnon  is  in  a 
strong  position  to  benefit  from  a 
recovery  in  the  industrial  economy 
based  on  the  improvements  we've 
made  to  our  cost  structure,  our 
expanded  manufacturing  and  sales 
presence  in  international  markets 
and  our  leading  North  American 
market  share  in  key  product  lines. " 

Timothy  Tevens.  President  &  CEO 
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En  Pointe  Technologies,  Inc.  •  EN 


El  Segundo,  CA 


Products  &  Services     Arel  Communications  &  Software  •  ARLC  •  IP  Confereni 


310-725-5200 


3g§§§EN  POINTE 


IR  Contact:  Javed  Latif 
www.enpointe.com 

En  Pointe  Technologies,  Inc.  is  a  leading  national  provider 

of  information  technology  products,  software  licensing, 

e-business  solutions  and  managed  and  professional 

services  to  medium  and  large  commercial  customers  and  government  and  educational 

accounts.  En  Pointe,  a  minority  business  enterprise  (MBE),  offers  comprehensive 

desktop  lifecycle  management  solutions  and      Key  Manager  statement 

highly  advanced  MRO  supply  management      „r  n    ,  <■     (  u  ■ 

...        .       En  Pointe  is  the  supplier  of  choice 

too  s,  software  acquisition  and  deployment    ,  .  .JZ     . 

for  techno  ogy  products  and  services 


Atlanta,  GA  •  IR  Contact:  Carmen  Deville  •  770-396-8105  x300 
,  www.arelcom.com  •  investor@arelcom.com 

A   t^^A  I  Arels  trend-setting  Universal  Conferen    0 

IIT^/\|r^|c.~«j*>«.   software  for  interactive  voice,  video  and  data     •,-:: 

fl^^^n    i  i     -  ■■    communication  is  changing  the  economic   ...~ 

conferencing  and  collaboration  by  changing 
way  people  work.  The  company's  real-time  communication  tools  for  convergin, 
networks  enables  users  to  work  together  in  groups,  attend  webinars  and  p; 


services  and  product  fulfillment.  En  Pointe 
also  offers  value-added  professional  services 
such  as:  pre-sales  consulting,  technology 
planning  and  management,  which  includes: 
integration,  configuration,  deployment  and 
migration,  helpdesk  support  services,  project 
and  program  management,  and  infrastruc- 
ture support  and  maintenance. 


for  customers  throughout  the  US.  Our 
scalable  services  infrastructure  and 
processes  allow  us  to  reduce  our 
customers'  costs  around  the  acquisi- 
tion, deployment  and  maintenance  of 
our  customers '  Information  Technology 
infrastructure. " 

Bob  Din,  President  &  CEO 


discussions,  participate  in  training  courses, 
and  have  one-on-one  meetings  with  custom- 
ers or  colleagues,  from  virtually  anywhere 
using  any  type  of  end-user  computing  device. 
Designed  to  be  an  integral  component  of 
a  company's  overall  IT  strategy,  Arel  offers 
impressive  ROI  compared  to  other  video  or 
web  conferencing  solutions  by  utilizing  the 
existing  IP  network  and  preserving  prior 
investment  in  legacy  video  and  voice  systems. 

'&7Z 


Key  Manager  Statement 

"Arel  is  committed  to  develop 
breakthrough  technologies  that 
able  customers  to  extract  the  greatt 
value  from  converged  IP  networks 
empowering  users  with  trend-setti   I 
universal  conferencing  capabilit] 
for  transacting  business  more  ef< 
tively  across  global  networks. " 

Philippe  Szwarc,  CEO 


e 
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TransGlobe  Energy  Corporation  •  TGA  •  Oil  &  Gas  Production  |    Media  Sciences  International,  Inc.  •  GFX  •  Technolo 


Calgary,  Alberta,  Canada  •  IR  Contact:  Dave  Ferguson  •  403-264-9888 
www.trans-globe.com 


Key  Manager  Statement 

"TransGlobe  has  a  disciplined 
approach  to  risk  management  that 
affords  the  unique  opportunity  to 
"elephant  hunt",  and  at  the  same 
time  achieve  low  finding  and  devel- 
opment costs.  This  provides  signifi- 
cant upside  potential  and  can  result 
in  large  step  increases  to  production 
and  asset  value.  We  are  looking  for- 
ward to  a  larger  drilling  program  this 
year  with  the  same  confidence  and 
excitement  in  our  large  exploration 
and  development  land  position. " 

Ross  Clarkson,  President  &  CEO 
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TransGlobe  Energy 

A  combination  of  Middle  East  oil  and 
Canadian  natural  gas  assets  has  fueled 
TransGlobe's  recent  growth.  The  company 
focuses  exploration  drilling  in  highly  prospec- 
tive areas  with  low  development  costs.  The 
TransGlobe  team  of  seasoned  oil  finders 
discovered  several  new  fields  during  2003 
which  will  lead  to  strong  production  growth 
in  the  future.  TransGlobe  is  well  positioned 
to  continue  expansion  with  several  projects 
under  development,  a  large  inventory  of  explo- 
ration projects  and  a  strong  balance  sheet. 


Allendale,  NJ  •  IR  Contact:  Frances  K.  Blanco  •  201-236-9311 
www.mediasciences.com 

Media  Sciences  is  the  leading  indepenc 
manufacturer  of  office  color  printer  suppi 


n^clia  Sciences 


Media  Sciences  products,  which  include 
color  toner  cartridges  and  solid  ink 
sticks,  are  the  generic  alternative  to  the 
printer  manufacturer's  brand.  Media 
Sciences  products  offer  customers  the 
ability  to  save  up  to  30%  on  their  office 
color  printer  supplies.  Media  Sciences 
products  are  sold  through  an  international 
network  of  dealers,  national  office 
supply  resellers  and  distributors  under 
the  Media  Sciences  brand,  as  well  as, 
several  private  brands.  All  Media 
Sciences  products  are  backed  with  a 
100%  satisfaction  warranty. 


Key  Manager  Statement 

'The  adoption  of  color  printing  in  i 
office  is  exploding.  At  the  same  ti 
organizations  large  and  small  < 
looking  to  manage  their  expenses.  L 
products  provide  the  customer  wit 
quality  choice  in  color  printer  supp> 
that  deliver  value  through  savin 
performance  and  warranty.  In  t 
coming  year,  our  strategy  indue 
new  product  introductions  and  refu 
ments.  dovetailed  with  vigorous  chc 
nel  and  end  user  demand  creation 

Michael  W.  Levin,  President  &  i 
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Lakes  Entertainment,  Inc.  •  LACO  •  Entertainment 


Directory 


Minnetonka,  MN 


952-449-7030 


IR  Contact:  Tim  Cope,  President  &  CF0 
www.lakesentertainment.com 

Lakes  Entertainment  identifies  and  differentiates 

itself  as  a  casino  management  and  entertainment 

company  by  combining  an  experienced  management 

team  with  comprehensive  marketing  strategies  to  develop  superior  and  successful 

casino  resorts,  entertainment  programming  and  casino  games. 

Over  the  next  few  years,  Lakes  plans  to  build,  open  and  manage,  on  behalf  of 


LAKES 

Entertainment. I  nc. 


separate  Native  American  Tribes,  four  world- 
class  casinos  across  the  country  that  prom- 
ise an  unparalleled  and  dramatic  experience. 

With  80%  ownership  of  World  Poker  Tour, 
Lakes'  initial  entry  into  televised  entertain- 
ment programming  has  evolved  into  one  of 
the  hottest  trends  in  America  today. 

Lakes  is  developing  and  delivering  new 
casino  games  that  promise  to  take  casino 
table  game  action  to  a  whole  new  level. 


Key  Manager  Statement 

"We  are  focusing  on  our  Indian- 
owned  casino  projects  to  obtain 
the  permits  needed  to  begin 
construction  and  then,  eventually 
open  the  casino  operations.  World 
Poker  Tour's  premier  season  became 
Travel  Channel's  most  highly  rated 
program. " 

Lyle  Berman,  Chairman  &  CEO 
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Editorials 


Jobs:  Innovation  Is  the  Answer, 
And  Washington  Must  Help 


u 


A  JOB  PANIC  IS  sweeping 
America,  whipped  up  in  no 
small  part  by  demagoguing 
politicians  and  media  pun- 
dits. With  the  U.S.  economy 
growing  strongly,  people  are  anxiously 
asking:  Where  are  the  jobs?  It  is  a 
serious  question,  reflecting  genuine  pain 
and  fear.  But  blaming  outsourcing  for  all 
of  America's  job  ills  is  a  terrible  mistake. 

We  asked  for  an  open  global  economy  because  it's  the  best  way 
to  generate  the  most  prosperity.  Now  that  we  have  globaliza- 
tion, we  should  play  by  the  rules. 

The  truth  is  that  India  and  China  may  well  become  strong 
competitors  to  the  U.S.  Each  has  a  culture  favoring  education 
and  could  move  beyond  being  mere  outposts  for  outsourcing 
to  challenging  America  for  supremacy  in  the  knowledge 
economy.  The  U.S.  has  no  choice  but  to  emphasize  what  it 
does  best  in  this  coming  rivalry— and  its  most  important 
strength  is  innovation.  Commercializing  innovation  is 
America's  core  competence.  We  do  it  better  than  anyone  else. 
But  faced  with  other  potential  innovators  on  the  global  scene, 
we  have  to  start  doing  it  even  better. 

So  it's  time  to  do  away  with  ideology  and  pretense.  While  it 
may  be  folly  to  pick  specific  winners  and  losers,  the  federal 
government  has  a  key  role  to  play  in  fostering  basic  research 
and  development.  It  began  to  play  that  role  in  1790  when 
George  Washington  signed  a  bill  establishing  the  U.S.  patent 
office  (the  first  patent,  to  Samuel  Hopkins,  was  for  a  process  to 
make  potash  for  fertilizer).  Government  action,  especially 
military  spending,  has  promoted  critical  technologies.  DARPA, 
the  Defense  Advanced  Research  Projects  Agency,  financed  the 
early  Internet.  The  military  has  also  funded  many  break- 
throughs in  telecommunications  and  materials.  It's  time  for 
Washington  to  focus  on  innovation,  not  protectionism,  as  the 
way  to  ensure  jobs  and  prosperity  in  America. 

Venture  capitalists  are  eyeing  five  possible  areas  for  break- 
away innovation.  Here's  what  the  government  can  do: 
ENERGY.  Clearly,  the  nation  needs  to  become  more  energy- 
independent.  The  Bush  Administration  is  proposing 
significant  new  spending  on  hydrogen  and  solar  energy. 
That's  good,  but  much  more  has  to  be  done  to  conserve 
energy  by  raising  fuel  efficiency  in  cars,  sport-utility  vehicles, 
and  trucks.  The  White  House  is  offering  a  $2  billion  tax  credit 


for  consumers  over  10  years  when  they  buy  hybrid  cars,  li 
should  greatly  increase  that  amount  to  match  the  $10  bill| 
in  subsidies  it  wants  to  boost  oil,  gas,  and  coal  productior 
The  result:  more  jobs  as  well  as  a  cleaner  environment. 
BROADBAND.  Washington  must  craft  a  clear  broadband  prf 
that  ties  every  household  in  America  to  a  super-fast 
connection.  This  is  critical.  Deregulation,  tax  credits- 
whatever  it  takes— must  be  passed  as  quickly  as  possible.  | 
whole  new  world  of  rich  media— interactive  advertising, 
education,  games,  and  services— awaits  this  action. 
BIOTECH.  The  White  House  gets  full  credit  for  pouring  ter 
billions  into  the  National  Institutes  of  Health  to  help  devt 
the  biological  sciences.  But  it  needs  to  pressure  the  Food 
Drug  Administration  to  speed  up  the  development  of  ne\ 
drugs.  And  it  must  move  away  from  its  opposition  to  ster 
cell  research.  Without  it,  the  U.S.  will  lose  its  supremacy. 
NANOTECHNOLOGY.  The  Administration  is  funding  six  ne\j 
nanotechnology  centers.  But  Washington  needs  to  pump  f 
more  money  into  traditional  physics  to  raise  the  odds  of 

generating  breakthrough 
science.  China  and  Japan  arj 
doing  important  nanotech- 
nology research.  Washingto] 
must  hurry  to  hike  its 
investment  in  this  area. 
HEALTH  CARE.  Surging  healt 
care  costs  may  be  raising  thi 
price  of  innovation  in  Ameri 
and  pricing  workers  out  of  j     W 
DU.VCrS  01  m  Europe,  employers  are        ^ 

reluctant  to  hire  because  eac 
new  worker  comes  with  hug    m 
^^^^^^^^  retirement  and  benefits  cost 

Part  of  the  current  reluctanc 
American  chief  executives  to  hire  may  be  that  the  price  of 
workers  is  too  high,  thanks  to  10%  annual  hikes  in  health 
care  costs.  Promoting  advances  in  information  technolog 
pharmaceuticals,  and  bioengineering  can  cut  the  health-c 
bill.  Reducing  payroll  taxes  and  giving  companies  a  large 
credit  for  providing  health  care  to  workers  would  also  sla| 
the  cost  of  hiring. 

Washington  must  also  find  a  way  to  make  it  easier  for 
talented  foreign  researchers  and  students  to  get  into  U.S. 
universities.  America  should  make  every  effort  to  stop  pote 
terrorists,  but  it  is  also  keeping  out  many  of  the  world's  be* 
and  brightest.  This  is  doing  serious  harm  to  innovation. 

The  U.S.  has  had  periods  of  virtually  no  job  growth  in  ti 
past.  It  has  punched  through  them  with  pragmatic  policies 
promoted  growth  and  innovation.  That's  what  we  need  toe 


Promote 
greater  fuel 
efficiency 
with  hefty  tax 
credits  for 
rers  of 
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Networks  that  Know 


Every  networking  company  out  there  is  trying  to  convince  you  that  their  networks  are 
completely  secure.  Unfortunately  that  just  isn't  so.  You  see,  in  today's  world,  you  need  a  network 
that  can  do  more.  Like  detect,  protect,  and  respond  dynamically.  Enterasys  networks  can  do 
just  that  For  example,  they  can  recognize  and  isolate  threats  at  the  user  level,  rather  than  takmg 
your  entire  network  down. 

Oh,  and  by  the  wav,  this  isn't  just  some  newfangled  technology  we  hope  to  introduce  one  day. 
It's  available  right  now.  See  for  yourself  at  networksthatknow.com.  Or  ask  any  of  our  enterprise 
customers  who  we've  been  working  with  for  years. 
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25%  MORE  SPACE  TO  WORK, 
AND  NOT  WORK. 

All  work  and  no  play  makes  Jack  a  dull  boy.  And 
vice  versa.  That's  why  all  our  suites  come  stylishly 
furnished,  smartly  designed,  and  complete  with  free 
continental  breakfasts  and  warm,  friendly  service.  You'll 
find  all  the  personal  and  professional  space  you'll 
ever  need  at  SpringHill  Suites.®  Spacious  by  design.SM 
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The  hydrogen  economy  isn't  a  pipe  dream.  And  it  isn't  the  buzz  du  jour  on  the  front  page 
of  the  business  section.  The  hydrogen  economy  is  the  endgame  of  a  multi-faceted  strategy 
GM  set  in  motion  years  ago,  with  steps  that  are  real,  progressive,  and  well-underway. 

Internal  combustion  engine.  GM  has  always  been,  and  will  continue  to  be,  one  of  the  leaders 
in  fuel  economy  and  emissions  technology.  Five  cylinders  delivering  the  power  of  six. 
Six  delivering  the  power  of  eight.  Smarter  systems  available  in  millions  of  GM  vehicles 
right  now.  In  fact,  when  it  comes  to  fuel  efficiency,  our  trucks  win  more  head-to-head 
comparisons  than  any  other  manufacturer. 

Hybrids.  Powered  partly  by  engines,  partly  by  batteries,  hybrids  deliver  improved 
fuel  economy  with  uncompromising  performance.  Last  year  we  announced  an  aggressive 
plan  to  take  some  of  our  most  popular  models  and  offer  hybrid  versions  of  them. 
Cars,  trucks,  SUVs  and  buses  you  already  know  and  trust,  with  an  extra  boost  at  the  fuel  pump. 

Hydrogen.  The  destination  is  the  hydrogen  economy.  A  generation  of  cars  and  trucks 
powered  by  hydrogen,  where  the  only  emission  is  water  vapor.  GM  introduced  the  first  fuel 
cell-powered  concept  vehicle  nearly  forty  years  ago.  And  we've  continued  to  push  fuel  cells 
forward  ever  since.  Right  now,  a  test  fleet  of  GM  fuel  cell  vehicles  is  negotiating  traffic  in 
downtown  Tokyo  and  Washington,  D.C.  Right  now,  GM  has  over  five  hundred  engineers 
on  three  different  continents  working  on  hydrogen  solutions. 

We're  making  sure  children  today  are  in  cleaner  cars  tomorrow.  And  in  the  driver's  seat 
of  the  hydrogen  economy. 
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"Analyzating"  the  Gray  Matter 
OfGeorgeW.Bush 

The  President5 s  tendency  to  mangle  words  and 
syntax  has  provided  plenty  of  material  for  late-night 
comedians.  But  it  may  be  caused  by  an  undiagnosed 
language  and  hearing  disability,  say  some  experts 

A  Risky  Bet  on  Antibiotics? 

Under  pressure  from  Wall  Street  to  produce  revenues,  small  biote- 
companies  are  pinning  their  hopes  on  antibacterials.  But  rather 
than  developing  them  from  scratch,  they  are  licensing  promising 
products.  That  may  do  little  for  profits  and  less  for  science 


Is  Fiat  Blowing  Smoke, 
Or  Ready  to  Race? 

Though  the  Italian  carmaker's  recent  losses  have 
been  huge,  new  CEO  Herbert  Demel  insists  that 
the  skeptics  are  wrong.  He  says  new  models  will 
put  the  troubled  company  back  in  the  fast  lane 


Still  Lots  of  Dark  Spots  for  EchoStar 

Ending  the  Viacom  feud  boosted  the  stock  of  the  satellite-TV 
company,  but  competition  from  DirecTV  and  cable  could 
soon  complicate  matters 


Is  John  Malone  Out  to 
Circle  the  Globe? 

Liberty  Media's  chairman  recently  announced  the 
creation  of  Liberty  Media  Intl.  What's  next? 
Perhaps  a  deal  with  News  Corp.— to  create  the 
planet's  biggest  media  company 
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Shaken,  Stirred  and  Sipped 

When  it  came  to  our  tasting  of  "white  goods,"  the  superpremiums  ruled  the  day. 
Here,  our  top  three  in  each  category,  plus  our  tasters'  comments: 


LIQUOR  BRAND/PRICE* 

OUR  AWARD 

COMMENTS 

TOP  3  GINS          ^ 

Hendrick's 

$30/750ml 

Most    ^^ 
Flavorful^J 

Our  tasters  couldn't  detect  the  cucumber  the  distiller 
says  is  there,  but  this  did  have  sublime,  complex  taste. 

Tanqueray  No. 

Ten  $26/750ml 

Smoothest 

The  octagonal  bottle  is  a  gimmick,  but  the  very  fresh  botan- 
ical taste  and  thorough  distillation  make  it  worth  the  price. 

Juniper  Green        Best  No  pesky  fungicides  in  this  gin,  according  to  the  UK's 

Organic  Presentation      Soil  Association  —  plus  it  came  with  a  nice  carrier. 

$26.50/750ml 


e§ 

Gold  Medal 

S.E  Spirits  Competition  2003 


FOOD&WINE 

"Gin  of  the  Year" 


HENDRICK'S, 

<L -2 

A  Most  Unusual  Gin 


CUCUMBERGIN.COM 


"My  Choice  for  a  gitl  &  tonic"  Michael  Jackson,  Renoumed  Spirits  Writer 


• 


Microsoft 


Great  Moments  at  Work. 

You  just  turned  impossible  deadlines  into 

something  impossibly  good.  Go  team. 


\ 


I 


introducing  the  new  Microsoft 'Office  System. 

Don't  let  having  multiple  offices  in  multiple  time  zones 
;  way  of  greatness.  Get  together  in  team  sites  and 
^rk  spaces  that  allow  you  to  easily  collaborate 
re,  password-protected  sites.  Now 
earn.  You're  a  finely  tuned  machine. 
r  N  ents  at  microsoft.com/greatmoments 


Microsoft* 


Office 


"Why  does  Tyco 
have  to  buy  a  house 
for  every  place  they 
travel  to?* 

-Manhattan  Assistant  DA  Ann 

Donnelly,  in  dosing  arguments 

against  executives  Dennis 

Kozhwski  and  Mark  Swartz 


| ITED  BY  IRA  SAGER 
X  LIBRIS 

'S  RAINING 
N  EISNER 
GAIN 

MCAST'S  HOSTILE  takeover 
ay  have  helped  Walt  Disney's 

)dc  price,  but  it  hasn't  done 
uch  for  Michael  Eisner's 
erary  career.  BusinessWeek 
is  learned  that  Warner  Books 
is  quiedy 
elved  for  a  year 
sner's  auto- 
Dgraphical  book 
imp,  which  it 
id  planned  to 
iblishinjune. 
Warner  Books 
lairman  Lau- 
nce  Kirshbaum 
ys  that  Eisner, 
tio  is  battling  a 
areholder  revolt,  "felt  he 
uldn't  do  justice  to 
omoting  the  book  right 
>w."  The  Disney  CEO's 
flections  on  his  experience 
Camp  Keewaydin  in 
•rmont  was  seen  as  a  big- 
lling  Father's  Day  gift. 


Warner  publicity  materials  say 
"Eisner  creates  a  touching 
and  insightful  portrait  of  his 
coming-of-age."  He  writes 
about  learning  teamwork  by 
pitching  tents  and  over- 
coming adversity  by  leading  a 
lost  group  of  campers  through 
a  blinding  rainstorm  to  safety. 

Eisner  began  work  on 
Camp  18  months  ago  with  the 
help  of  writer  Aaron  Cohen, 
says  Kirshbaum.  A  Disney 
spokesman  says 
proceeds  from  the 
book  will  go  to 
charity. 

Warner  now 
says  it  will  release 
the  book  in  time 
for  Father's  Day 
2005.  That  could 
give  Warner  time 
to  see  if  share- 
holders force 
Eisner  to  resign.  But  Kirsh- 
baum insists  the  book  "stands 
on  its  own  no  matter  what 
corporate  politics  may  bring." 
Still,  will  readers  want  a 
cuddly  book  from  someone 
thrown  out  of  the  Magic 
Kingdom?       -Ronald  Grover 


HE  BIG  PICTURE 

I0VING OUT  In  2003,  the  following  states  saw 
le  most  people  leave: 


GIMME  A  BREAK 

Over  $3  billion 
jusYtostay  in 
Washington? 


'• 

'  lS>fL 

AJ 


CONSULTING  ADULTS 


Behind  Boeing's 
Sweet  Deal 


TO  PREVENT  BOEING  from  moving  production  of  its  first  all-new 
jetliner  in  a  decade  out  of  Washington  State,  the  aerospace 
giant  was  given  tax  breaks  last  year  worth  $3.2  billion  over  20 
years.  Who  recommended  the  deal?  It  turns  out  the  state  paid 
the  consulting  division  of  Boeing's  longtime  auditor,  Deloitte 
&  Touche,  $715,000  to  study  the  issue.  From  2001  to  2003, 
Deloitte  &  Touche  and  Deloitte  Consulting  earned  $91  million 
in  audit,  tax,  and  consulting  fees  from  Boeing,  according  to 
SEC  documents  filed  on  Mar.  12.  The  details  of  the  Deloitte 
involvement  became  public  in  early  March  after  the 
Evergreen  Freedom  Foundation,  a  local  taxpayer  watchdog 
group,  won  its  suit  to  unseal  the  state's  deal  to  keep 
production  of  the  superefficient  Boeing  7e7  in  Washington. 
"If  this  isn't  a  conflict  of  interest,  then  what  is?"  says  Jason 
Mercier  of  Evergreen. 

State  officials  disagree.  Robin  Pollard,  the  state's  project 
manager  for  the  program,  says  the  attorney  general  gave 
Deloitte  the  green  light  because  it  has  a  "separate  business 
operation"  from  the  audit  side.  Deloitte  declined  to  comment. 
Boeing  says  there's  no  conflict  because  its  dealings  with 
Deloitte  Consulting  are  winding  down.  -Stanley  Holmes 
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BATTLING  BOTS 

DESERT 
WARFARE  FOR 
INTEL  AND  AMD 

AS  CORPORATE  rivalries  go, 
one  of  the  fiercest  is  between 
chipmakers  Intel  and 
Advanced  Micro  Devices. 

They've  fought  in  the  market 
—and  in  the  courts.  But  in 
the  latest  round  of  chip  wars, 
there  are  no  winners.  At  least 
that  was  the  case  on  Mar.  13, 
when  their  respective  entries 
in  a  142-mile  robot  road  race 
across  the  Mojave  Desert 
came  up  short  of  the  $1 
million  prize.  Intel  and  AMD 


ROBORACER 

The  Intel- 
powered 
Sandstorm 


sponsored  two  of  15  entries  in 
the  Defense  Advanced 
Research  Projects  Agency's 
Grand  Challenge  to  create 
driverless  vehicles. 

AMD  donated  Opteron 
servers  and  an  AMD64  chip 
for  the  brains  of  GhostRider, 
a  dirt  bike  designed  by  a 
graduate  student  at  the 
University  of  California  at 
Berkeley.  Intel  gave  Itanium 
and  Xeon  chips  to  a  Carnegie 
Mellon  University  team  using  a 
modified  Hummer. 

AMD  execs  got  a  kick  out  of 
seeing  Intel's  Sandstorm 
"turned  upside  down  after  a 
road  test,"  says  a  spokesman. 
But  Intel  had  the  last  laugh: 
AMD's  vehicle  never  made  the 
race  because  of  a 
faulty  motor. 
Although  Intel's 
car  caught  fire  after 
seven  miles,  it  out- 
lasted all  others.  In 
the  end,  neither 
man  nor  machine 
took  the  prize. 

-CliffEdwards 


CHEW  ON  THIS 

STICKY  BUSINESS  Twelve  years  after  bannir\ 
chewing  gum,  ultraclean,  ultrastrict  Singapo. 
will  soonlet  citizens  chew  anew.  That  is,  gum 
that  promotes  good  health.  But  after  opening 
the  market  with  the  help  of  congressional  free 
trade  allies,  giant  Wm.  Wrigley  Jr.  Co.  now  face 
upstart  gum  maker  ADB  International  of  Sant 
Barbara,  Calif.,  for  the  hearts  and  jaws  of 
Singapore's  4  million.  ADB  plans  to  launch  its 
sugarless  Impress  gum  in  Singapore  on  Apr. , 
To  counter,  Wrigley  says  it  may  move  the  debi 
of  its  sugarless  Orbit  up  from  May  1.  In  other 
words,  let  the  gum  wars  begin.  -Joseph  Web( 


PC  PATROL 

ON  DESKTOPS, 
FLAT  IS  WHERE 
IT'S  AT 

HERE'S  A  MESSAGE  for  the 

desk  set:  Thin  and  light  truly 
is  de  rigueur.  This  year,  for 
the  first  time,  liquid-crystal 
display  (LCD)  monitors  will 
outsell  the  bulky  cathode-ray 
tube  (CRT)  models  that  have 
been  hogging  desk  space  for 
decades,  says  researcher  IDC. 

With  prices  falling  below 
$400,  compared  with  about 
$150  for  a  CRT,  customers 
are  finding  bargains  galore. 
By  2007,  worldwide  LCD 
shipments*  are  expected  to 
top  119  million  a  year,  vs.  30 
million  for  CRTs.  The  upshot? 
Historians  can  now  say  with 
certainty  that  the  world  is 
going  flat.         -CliffEdwards 

14  |  BusinessWeek  '  March  29.  2004 


DRAWN  &  QUARTERED 


Xerox  WorkCentre8  Pro  advanced  multifunction  systems 
not  only  print  up  to  3x  faster  than  competition.  They're  even 
smart  enough  to  give  your  productivity  a  colorful  new  twist. 

There's  a  new  way  to  look  at  it. 


he  smart  thinking  in  the  Xerox  WorkCentre* 
ro  family  of  multifunction  systems  gives  you 
lore  for  less.  More  functions  in  less  space 
nd  for  less  cost  than  ever  before.  What's 
lore,  you  don't  just  scan,  copy,  fax  and 
mail  from  one  place,  you  do  it  at  network 
rinting   speeds    up    to    3x   faster    than 


competition.  And  now,  the  Xerox  WorkCentre* 
Pro  32  prints  vivid  color  at  1 6  ppm  and  crisp 
b&w  at  32  ppm.  So  you  get  more  ways  to 
do  more.  For  details  on  our  full  line  of 
Xerox  multifunction  systems,  network 
printers,  and  digital  copiers,  just  call  or 
visit  our  website.  What  could  be  smarter? 


earn  more:  xerox.com/offfice/144  For  a  sales  rep:  1-800-ASK-XEROX  ext.  144 

20O4  XEROX  CORPORATION  All  rights  reserved  XEROX,*  The  Document  Company."  WorkCentre"  ana  There's  a  new  way  to  look  at  it  are  trademarks  of  XEROX  CORPORATION 
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NO  REST  YET 
FOR FUND 
REFORMERS 

What's  the  real  mutual-fund 
scandal?  Excessive  fees,  says 
John  Bogle.  The  Vanguard 
Group  founder  believes 
regulators'  next  target  will  be 
exorbitant  management  fees 
and  portfolio-trading  costs. 
By  Bogle's  count,  investors 
shell  out  nearly  $100  billion  a 
year  on  those  fees,  which  eat 
into  overall  fund  returns. 

Other  targets  for  reformers: 
the  practice  of  stocking  newer 
funds  with  initial  public 
offerings  to  pump  up  returns, 
and  401(k)  plans,  which  need 
better  disclosure.  "We've  got  to 
put  shareholders  back  in  the 
driver's  seat,"  he  says. 

A  heart  transplant  eight 
years  ago  hasn't  slowed  him 
down.  The  74-year-old  Bogle 
likes  to  say  that  he  has  the 
heart  of  a  34-year-old. 
Although  he  left  Vanguard's 
board  in  1999,  he  now  runs 
Bogle  Financial  Markets 
Research  Center,  makes 
speeches,  and  often  provides 

essiona!  testimony. 
Bogle  says  he  still  has  "one 
boss"-his  wife,  Eve-who 
may  persuade  him  to  wind 
down  one  of  these  days. 

-Lauren  Young 


COLLEGE  SPORTS 

A  FINAL  FOUR 
BET THAT  WINS 
YOU  A  SEAT 


NEED  FINAL  FOUR  tickets?  If 
you're  confident  your  team 
will  make  it  to  college  basket- 
ball's national  semifinals  on 
Apr.  3,  a  new  Web  site  lets 
you  skip  ticket  brokers. 
Deerfield  (111.)  startup  Ticket 
Reserve  sells  a  sort  of  futures 
contract,  granting  the  right  to 
buy  a  ticket  at  face  value. 

Take  the  Duke  University 
Blue  Devils.  For  $600,  you 
can  buy  a  Final  Four  contract 
at  TicketReserve.com.  If 
Duke  makes  the  semis,  you 
get  to  buy  two  game  tickets 
for  $65  each.  You  can  sell  the 
contract  if  you  can  get  a 
higher  price— or  if  you  think 
Duke  will  choke  and  want  to 
get  out  before  the  price  sinks. 

Ticket  Reserve  doesn't  own 
the  seats  but  has  a  deal  with  a 
company  that  sells  tickets  to 
corporations.  It  splits  the 


LABOR 

LIES,  DAMN 

LIES-ANDJOB 

STATISTICS 

CRITICS  HAVE  yet  another 

gripe  about  the  Economic 
Report  of  the  President, 
which  the  White  House 
Council  of  Economic 
Advisers  (CEA)  sent  to 
Congress  on  Feb.  9.  In 
a  Mar.  17  trade 
complaint,  the  AFL- 
CIO  blasts  the 
Administration  for 
misleading  data 
about  factory  job 
growth.  The  CEA 
report  explains  that 
although  foreign  trade 
wiped  out  thousands 
of  jobs  in  low-skill 


revenue  from  its  5%  trading 
commission  and  contract 
sales  with  the  company. 

Ticket  Reserve  plans  to 
offer  other  sporting  events, 
such  as  football  and  auto 
racing  in  April  and  rugby  and 
horse  racing  in  the  next  few 
months.  For  now,  the  site 
isn't  much  of  a  marketplace: 
The  ask  price  on  the  Duke 
option  is  $600,  but  the 
highest  bid  is  $200.  Founder 
Rick  Harmon  says  liquidity 
should  improve  as  March 
Madness  progresses,  upping 
its  number  of  registered  users 


industries  such  as  textiles,  it 
also  helped  boost  high-skill 
factory  employment.  From 
1950  to  2000,  jobs  soared 
207%  in  the  instrument 
industry,  102%  in  printing, 
and  77%  in  electronic 
equipment 

But  labor  contends  that  the 
head  count  ended 
conveniendy  early  for  the 

Bush  Administration. 
Citing  Bureau  of  Labor 
Statistics  data,  the 
AFL-CIO  shows  that 
after  the  year  2000, 
jobs  in  those  industries 
actually  fell— by  30% 
in  electronic 
equipment,  12%  in 
instruments,  and  15% 
in  printing.  The  CEA 
and  the  White  House 
declined  comment. 

-Aaron  Bernstein 


beyond  today's  3,000  peop 

For  a  gutsy  investor, 
Ticket  Reserve  could  pay 
Using  a  ticket  broker  will 
likely  be  pricier— eBay 
currently  lists  Final  Four 
tickets  for  up  to  $1,050— a 
you  don't  know  which  tear 
you'll  end  up  watching. 
Buying  a  Ticket  Reserve 
contract  guarantees  that 
you'll  see  your  team's 
shining  moment.  Of  cours 
if  your  team  loses,  you're 
the  price  of  the  contract  ar. 
the  chance  to  see  the  game 
in  person.  -Brian  Hii 


The  number  of 
"smoking  incidents' 
-puffing,  ashtrays, 
and  tobacco  ads- 
per  hour  in  the  top- 
grossing  movies  of 
2002.  That's  the 
highest  level  since 
the  1950s. 


FYC 


Data:       - 
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THIS  IS  CLOUD  TEN. 

Climb  in  for  an  amazing  experience:  available  heated  and  cooled 

leather-trimmed  seats  and  dual-zone  electronic  temperature 

control.  Plus,  available  PowerFolcT  3rd-row  seating  that 

flattens  into  the  floor  with  the  push  of  a  button.  Then  consider 

this:  Expedition  is  the  only  full-size  SUV  to  receive  the  highest 

government  frontal  crash  test  safety  rating  for  four  years  in  a  row 

(2001,  2002,  2003,  2004).  How's  that  for  inner  peace? 


FORD  EXPEDITION 

F  YOU  HAVEN'T  LOOKED  AT  FORD  LATELY, 

LOOK  AGAIN. 

www.fordvehicles.com  or  1-800-301-7430 
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If  the  U.S.  outsources  our 
operating  systems  and 
firmware  to  other  countries, 
we  can  kiss  our  national 
security  good-bye." 

-Sylvia  Parr 
Lajolla,  Calif. 


MORE  ON  OUTSOURCING'S 
HIDDEN  COSTS... 

RE  "SOFTWARE:  Will  outsourcing  hurt 
America's  supremacy?"  (Cover  Story,  Mar. 
1):  I  read  with  incredulity  the  remarks  of 
those  who  would  have  us  believe  that  low 
labor  rates  form  the  basis  of  a  software- 
outsourcing  decision.  When  one  computes 
the  total  impact  of  added  engineering  liai- 
son, translation  problems,  remote-man- 
agement requirements,  and  potential  loss 
of  proprietary  rights,  it's  difficult  to  see 
why  we  want  to  lay  off  our  U.S.  talent  base 
in  favor  of  nurturing  that  of  other  coun- 
tries. Tack  on  the  financial  burden  of  pay- 
ing unemployment  benefits  to  our  citizens, 
and  Fll  wager  that  we  have  a  negative  net 
result  I'm  sorry,  I  can't  accept  the  logic. 

-John  F.  Schickler 
Rochester,  N.Y. 

I  SPENT  30  YEARS  writing  operating-sys- 
tem and  network-system  software  for  ma- 
jor computer  manufacturers.  I  know  from 
personal  experience  that  a  knowledgeable 
software  or  firmware  designer/program- 
mer can  embed  any  sort  of  information 
without  detection  so  that  information  can 
be  dumped  to  a  foreign  source  without  the 
knowledge  of  the  computer  owner.  If  the 


U.S.  outsources  our  operating  systems  a 
firmware  to  other  countries,  we  can  k 
our  national  security  good-bye. 

-Sylvia  R 
Lajolla,  Ca 

...AND  ITS  LINKS 
TO  FREE  TRADE 

THANK  YOU  for  your  excellent  editor 
on  outsourcing  ("Outsourcing:  Stop 
hysteria,"  Mar.  8),  as  well  as  last  weel 
section  on  software  outsourcing.  Anoth 
reality  is  that  millions  of  Americans  eflfe 
tively  make  outsourcing  decisions  eve 
day  when  they  purchase  goods  ma 
abroad.  Free  trade  benefits  the  large  m 
jority  of  people,  and  the  cost  of  protectii 
specific  industry  areas  often  imposes  a  1 
greater  cost  on  other  Americans.  Me 
dling  by  politicians  of  both  parties 
competitive  markets  hurts  not  only  us  b 
other  peoples  around  the  world,  too. 

-Chris  Waldc\ 
Atlan 


THIRTY  YEARS  OF  mounting  trac 
deficits  now  averaging  about  $450  billic 
per  year  should  convince  us  that  "fre 
trade"  doesn't  work.  When  theory  ar 
data  collide,  we  throw  out  the  theory.  Wa 
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Introducing  a 

401  (k)  rollover  opportunity 

you  simply  can't  ignore. 


Prudential 

Financial 
Solutions 


fe 


Making  the 
right  financial 
decisions  has 
never  felt  so  right. 

Whether  you're  looking 
for  a  comprehensive 
financial  plan  or  guidance 
in  a  specific  financial  area, 
call  to  learn  more  about 
Prudential  Financial  Solutions. 

Retirement 
Planning 

*-  Education  Funding 
Estate  Planning 
Life  Insurance 
Tax  Strategies 
Managed  Money 

>  Asset  Allocation 

Disability  Income 
Protection 

Long  Term  Care 
Insurance 


That  old  401(k)  money  is  just  waiting  to  be  rolled  over.  You  just  need  a 
reason  to  believe  that  your  money  can  work  harder  somewhere  else.  Now 
there's  Prudential  Financial  Solutions,  a  smart  and  disciplined  way  to  help 
you  get  the  most  out  of  those  hard-earned  retirement  dollars.  Call  today, 
and  a  Prudential  financial  professional  will  walk  you  through  your  rollover 
step-by-step,  and  put  your  money  to  work  in  an  IRA  that  puts  you  in  control. 


ti 


You  want  more  than  just 
a  "rollover  representative.' 

After  all,  it's  not  just  a 
"fund-it-and-forget-it" 
transaction.  A  rollover  is 
the  first  step  toward  a  major  financial  goal. 
Prudential  Financial  Solutions  teams  you 
up  with  a  skilled  financial  professional  who 
understands  you  and  your  goals.  You'll  get 
the  help  you  need  to  implement  your  rollover 
step-by-step,  and  manage  your  IRA  all  the 
way  to  retirement. 

You  don't  just  want  to  move 
your  money.  You  want  to 
move  it  to  the  right  places. 

You  and  your  Prudential 
professional  will  take  an 
objective  look  at  your  investment  needs  and 
apply  sophisticated  computer  modeling  to 
identify  your  ideal  asset  allocation.  Then 
you'll  work  together  to  maintain  the  right 
mix  of  stock,  bond  and  cash-equivalent 
investments  over  time. 


You  want  quality  investment  choices. 
Not  just  quantity.  Some  investment  firms 
will  overwhelm  you  with  investment  choices. 
We  aim  to  bring  you  only  quality  choices. 
Applying  stringent  investment  criteria,  we've 
assembled  a  menu  of  select  mutual  funds 
from  leading  asset  managers  throughout  the 
investment  world.  It  saves  you  time  and  gives 
you  confidence  in  the  selections  you  make. 

You  want  to  know  how  your  rollover 
fits  into  the  bigger  retirement  picture. 

With  Prudential  Financial  Solutions,  you'll 
get  analysis  and  guidance  that  goes  beyond 
your  401(k)  or  IRA.  It's  all  summed  up  in 
a  customized  report  that  includes  specific 
steps  to  take  and  clear  explanations  for 
every  recommended  action. 

Take  an  important  step  closer  to 
retirement.  Call  today.  A  Prudential 
professional  is  ready  to  help  you  roll 
over  that  old  401  (k)  and  help  make  your 
retirement  money  work  harder. 

1-800-THE-ROCK 

ext.  3373         prudential.com 


Prudential »  Financial 

Growing  and  Protecting  Your  Wealth® 


surance  issued  by  The  Prudential  Insurance  Company  of  America,  Newark,  NJ.  Securities  and  investment  advisory  services  offered  through  Pruco  Securities,  LLC  (member  SIPC).  All  are  Prudential  Financial  companies. 
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Your  potential.  Our  passion. 
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Think  it.  Record  it.  Don't  tell  anyone  what  inspired  it. 

a  notebook  PC,  and  with  a  flip  of  the  screen  it's  as  simple  to  use  as  a  pad  and  pen. 
blet  PC.  Now  you  can  type  it  in  or  write  it  down  right  on  the  screen,  even  right  on 
Ikroseft  Word  document.  Plus  it  runs  the  full  range  of  Windows  XP  compatible 
Sfepplications,  including  the  new  Microsoft  Office  System,  so  they  can  be  at  your 
^  command  wherever  you  go.  See  it  in  action  at  microsoft.com/tabletpc 
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Microsoft 


Windows 

Tablet  PC  Edi 


hts  reserved.  Microsoft  Windows,  the  Windows  logo,  the  Windows  Start  logo,  and  'Your  potential.  Our  passion  ~  are  either  regisl 
lion  m  the  United  States  and/or  other  countries.  The  names  of  actual  companies  and  products  mentioned  herein  may  be  the  trademarks  c 
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CORRECTIONS  &  CLARIFICATIONS 

"Amgen  opens  the  secret  curtain"  (Science 
&  Technology,  Mar.  22)  incorrectly  stated 
that  the  company's  new  drug  Sensipar  is 
used  to  treat  a  thyroid  condition.  It  is  used 
to  treat  a  parathyroid  condition. 

"The  price  of  efficiency"  (Special  Report, 
Mar.  22)  quoted  Donald  J.  Listwin,  chief 
executive  of  Openwave  Systems  Inc.  (not 
Openware). 

'  In  a  table  accompanying  "The  Vuitton 
machine"  (Marketing,  Mar.  22),  revenue 
and  profit  margin  figures  shown  for  Prada 
were  from  2002.  Prada's  2003  results  are 
not  yet  available. 


n  E.  Buffett  has  proposed  an  import  cer- 
ficate  (IC)  program  that  would  bring  U.S. 
ade  into  balance  and  maintain  it  there, 
jpatriating  millions  of  jobs. 
It's  time  for  some  fresh  thinking. 

-Lawrence  Briskin 
Centerville,  Ohio 

NLY  THE  U.S.  CAN 

IMPORT  OR  EXPORT  INFLATION 

E  "THE  CHANGING  shape  of  inflation" 
Editorials,  Mar.  8):  As  inflation  and  de- 
ation  are  monetary  phenomena  that  re- 
ite  to  the  supply  of  goods  relative  to  the 
apply  of  currency,  they  cannot  occur  si- 
mltaneously.  Likewise,  because  the  dol- 
ir  is  a  world-reserve  currency  and  many 
urrencies  are  tied  to  the  dollar,  the  U.S.  is 
le  only  country  that  can  export  or  import 
illation  or  deflation.  China  cannot  export 
iflation  to  the  U.S.;  it  can  only  raise  the 
rices  of  Chinese  goods  relative  to  the 
ollar.  For  this  to  become  inflationary  to 
ne  U.S.,  the  Federal  Reserve  would  have 
j  accommodate  these  price  increases 
irough  monetary  policy. 

-Michael  Harrington 
Santa  Monica,  Calif. 

HE  CASE  AGAINST  SKILLING 
IS  STRONGER  THAN  YOU  THINK 

WOULD  NOT  BE  too  quick  to  dismiss 
ie  case  against  former  Enron  Corp. 
Ihief  Executive  Jeffrey  K.  Skilling  for  in- 
ider  trading  ("The  case  against  Jeff 
killing,"  News:  Analysis  &  Commentary, 
flar.  1).  An  automatic  stock-sale  plan, 
uch  as  the  one  he  adopted  in  November, 
000,  offers  no  protection  if  the  seller  pos- 
essed  material  inside  information  at  the 
ime  of  adoption.  According  to  your  arti- 
le,  by  late  2000,  Enron's  share  price  had 
tarted  to  fall,  and  "the  company  faced  a 
risis"  in  regard  to  the  so-called  Raptor 


transactions.  The  full  extent  of  those 
transactions  and  the  looming  crisis  were 
certainly  not  public  information  at  the 
time  Skilling  adopted  his  automatic  stock- 
sale  plan.  As  a  securities  lawyer,  I  like  the 
government's  case  better  than  Skilling's. 
-Robert  Birnbaum 
Boston 

DETROIT  CLINGS  TO  GAS-GUZZLERS 
AS  JAPAN  SHOWS  THE  WAY 

PETER  COY'S  "  Let's  wage  war  on  gas  guz- 
zlers" (News:  Analysis  &  Commentary, 
Mar.  1)  is  the  clearest-thinking  article  I've 
read  on  this  subject.  General  Motors,  Ford 
Motor,  and  the  rest  will  whine  that  they 
can't  build  cars  that  are  as  big  as  a  school 
bus  and  get  good  gas  mileage— then  Hon- 
da Motor  Co.  and/or  Toyota  Motor  Corp. 
will  show  them  how  to  do  it.  If  it  weren't 
for  the  foreign  competition,  we'd  all  be 
driving  cars  that  fall  apart  at  50,000  miles. 
The  only  correction  I  would  make  to  the 
increased  federal  fuel  tax  is  to  give  it  back 
to  the  people  who  are  willing  to  conserve 
resources  by  buying  fuel-efficient  cars.  The 
Bush  Administration  has  to  lead  on  this. 
-John  Reidenouer 
Nellysford,  Va. 

B-SCHOOLS  LACK  DOLLARS, 

NOT  TEACHERS  WITH  DOCTORATES 

RUMORS  OF  A  PhD  shortage  rumble 
through  academia  every  few  years,  but  it's 
not  that  simple  ("Is  there  a  doctor  in  the 
B-school?"  Management,  Mar.  1).  Many 
business  schools  have  "ghost"  vacancies. 
They  can't  fill  the  position  because  they 
don't  have  the  money,  but  they  won't 
delete  the  position  because  of  internal 
politics  and  budget  gamesmanship. 

Classes  are  taught  by  nontenured  clini- 
cal faculty  and  part-timers  because  they 
give  the  school  budgetary  flexibility  and 
because  they  cost  less  (on  a  dollar-per-stu- 
dent-hour  basis),  not  because  there  aren't 
enough  PhDs  available.  Administrators 
portray  this  as  a  "least  of  evils"  approach 
to  the  combination  of  growing  enroll- 
ments and  static  or  shrinking  budgets. 

-Edward  E.  Rigdon 

Georgia  State  University 

Atlanta 

How  to  reach  BusinessWeek 

LETTERS  FOR  READERS  REPORT 

We  prefer  to  receive  letters  via  e-mail,  without 
attachments.  Writers  should  disclose  any  connection  or 
relationship  with  the  subject  of  their  comments.  All  letters 
must  include  an  address  and  daytime  and  evening  phone 
numbers.  We  reserve  the  right  to  edit  letters  for  clarity  and 
space  and  to  use  them  in  all  electronic  and  print  editions. 
E-mail:  bwreader@businessweek.com 
Fax:(212)512-6458 

Mail:  BusinessWeek  Readers  Report,  1221  Avenue  of  the 
Americas,  43rd  floor,  New  York,  NY  10020 
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The  Great  Innovators 


CELEBRATING  As  part  of  its  anniversary  celebration,  BusinessWeek 
is  presenting  a  series  of  weekly  profiles  of  the 
greatest  innovators  of  the  past  75  years.  Some  made 
their  mark  in  science  or  technology;  others  in 
management,  finance,  marketing,  or  government. 
In  late  September,  2004,  BusinessWeek  will  publish 
a  special  commemorative  issue  on  Innovation. 


■MS 


Architects  of  the  Info  Age 


THE  PLAQUE  OUTSIDE  the  ramshackle 
two-family  house  at  367  Addison  St.  in 
Palo  Alto,  Calif.,  identifies  the  dusty  one- 
car  garage  out  back  as  the  "birthplace  of 
Silicon  Valley."  But  the  site,  where  Dave 
Packard  and  Bill  Hewlett  first  set  up  shop, 
in  1938,  is  more  than  that.  If  s  the  birth- 
place of  a  new  approach  to  management, 

a  West  Coast  alternative  to  the  traditional,  hierarchical  corp- 
oration. Sixty-five  years  later,  the  methods  of  Hewlett  and 
Packard  remain  the  dominant  DNA  for  tech  companies— and 
a  major  reason  for  U.S.  preeminence  in  the  Information  Age. 

The  partnership  began  when  the  pair  met  as  students  at 
Stanford  University.  Packard,  an  opinionated  star  athlete 
from  the  hardscrabble  town  of  Pueblo,  Colo.,  had  a 
commanding  presence  to  match  his  6-ft.-5-in.  frame.  Hewlett, 
whose  technical  genius  was  obscured  from  teachers  by 
undiagnosed  dyslexia,  favored  dorm-room  pranks  and  bad 
puns.  While  different  in  temperament,  the  two  soon 
discovered  a  shared  passion  for  camping  and  fishing— and 


for  turning  engineering  theory  into  breakthrough  producti- 
The  result  was  one  of  the  most  influential  companies  of  th 
20th  century.  Hewlett-Packard  Co.  (they  flipped  a  coin  to 
decide  whose  name  went  first)  cranked  out  a  blizzard  of  geeV 
electronic  tools  that  were  crucial  to  the  development  of  radai 
computers,  and  other  digital  wonders.  Still,  the  pair's  greater 
innovation  was  managerial,  not  technical.  From  the  first  day 
in  the  garage,  they  set  out  to  create  a  company  that  would 
attract  like-minded  techies.  They  shunned  the  rigid  hierarchy 
of  companies  back  East  in  favor  of  an  egalitarian,  decentraliz 
system  that  came  to  be  known  as  "the  HP  Way."  The  essence 
the  idea,  radical  at  the  time,  was  that  employees'  brainpower, 
was  the  company's  most  important  resource. 

To  make  the  idea  a  reality,  the  young  entrepreneurs 
instituted  a  slew  of  pioneering  practices.  Starting  in  1941, 
they  granted  big  bonuses  to  all  employees  when  the  compai 
improved  its  productivity.  That  evolved  into  one  of  the  first 
all-company  profit-sharing  plans.  When  HP  went  public  in 
1957,  the  founders  gave  shares  to  all  employees.  Later,  they 
were  among  the  first  to  offer  tuition  assistance,  flex  time,  an 

job  sharing. 

Even  HP's  offices  were  unusu 
To  encourage  the  free  flow  of 
ideas,  employees  worked  in  oper 
cubicles.  Even  supply  closets 
were  to  be  kept  open.  Once, 
Hewlett  sawed  a  lock  off  a  clost 
and  left  a  note: 
"HP  trusts  its  employees." 

If  HP's  policies  were 
progressive,  there  was  nothing 
coddling  about  either  man.  Until 
his  death  in  1996,  Packard  was  a  fearsome  paragon  of 
corporate  integrity.  He  was  famous  for  flying  to  distant 
branches  to  make  a  show  of  firing  managers  who  skirted 
ethical  lines.  Neither  man  would  hesitate  to  kill  a  business  if 
wasn't  hitting  its  profits  goals.  The  result:  HP  grew  nearly 
20%  a  year  for  50  years  without  a  loss. 

Today,  the  behavior  of  the  two  founders  remains  a 
benchmark  for  business.  Hewlett,  who  died  in  2001,  and 
Packard  expected  employees  to  donate  their  time  to  civic 
causes.  And  they  gave  more  than  95%  of  their  fortunes  to 
charity.  "My  father  and  Mr.  Packard  felt  they'd  made  this 
money  almost  as  a  fluke,"  says  Hewlett's  son  Walter.  "If 
anything,  the  employees  deserved  it  more  than  they  did." 
It's  an  insight  that  changed  Corporate  America— and  the 
lives  of  workers  everywhere.  ■ 

-By  Peter  Burrov 
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fs  a  cleaner,  greener  power  machine. 


he  H  System"  turbine  from  GE  is  designed  to  produce 
nore  power  for  more  people.  But,  for  every  unit  of  that 
ower,  it  will  use  less  fuel  and  produce  fewer  greenhouse 

s  emissions  compared  to  other  large  gas  turbines. 
lo  wonder,  in  the  power  industry,  it's  generating 
p  much  excitement. 
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Mexican  Renaissance 


OPENING  MEXICO  The  Making  of  a  Democracy 

By  Julia  Preston  and  Samuel  Dillon;  Farrar,  Straus  &  Giroux;  594pp;  $30 


Peruvian  novelist  Mario  Vargas  Llosa  once  called 
Mexico  the  "perfect  dictatorship."  It  was  ruled  for  71 
years  by  a  political  party  that  skillfully  co-opted  and 
manipulated  every  interest  group  imaginable:  labor 
unions,  peasants,  business  titans,  garbage  collectors, 

street  vendors,  and 
intellectuals.  The 
Institutional  Revolutionary 


Party  (PRI),  which 

emerged  after  the  1910-20 

Mexican  Revolution,  held 

on  to  power  by  judiciously 

distributing  the  fruits  of 

corruption  and  through 

blatantly  fraudulent 

elections.  It  was 

omnipresent. 

That's  why  Mexican 

voters'  bold  decision 

in  July,  2000,  to  knock 

the  PRI  off  its  throne  was 

such  an  impressive  feat.  The 

story  behind  that  accomplishment,  and 

the  creation  of  an  "imperfect 

democracy,"  is  the  subject  of  Opening 

Mexico:  The  Making  of  a  Democracy  by 

Julia  Preston  and  Samuel  Dillon.  It's  a 

highly  readable  and  revealing  account  of 

the  country's  dramatic  recent  history. 

The  authors,  longtime  Latin  America 
correspondents  who  headed  The  New 
York  Times'  Mexico  City  bureau  from 
1995  to  2000,  trace  the  first  cracks  in 
the  system  to  1968,  when  the  Mexican 
Army  opened  fire  on  middle-class 
student  protesters  at  Tlatelolco  Plaza  in 
Mexico  City,  killing  dozens  or  perhaps 
hundreds.  The  government  refused  to 
reveal  details,  and  there  wasn't  much 
the  largely  muzzled  press  or  weak 
political  opposition  could  do  about  it. 
But  anger  over  the  PRl's  betrayal  of  the 
public  trust  began  to  build.  Disgust 
spread  after  the  devastating  earthquake 
of  1985,  to  which  the  government 
responded  so  ineptly  that  citizens 
spontaneously  formed  rescue  brigades 
that  later  spawned  grassroots 
political  organizations. 

The  result:  A  bottom-up  revolution 
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that  started  with  public 
demands  for  the  PRI  to 
recognize  opposition 
candidates'  election 
victories  around  the 
country.  This  movement 
culminated  in  far- 
reaching  electoral  reform  ^ 
that  allowed  President 
Vicente  Fox's  triumph  in 
2000.  Once  the  PRI  was 
out,  the  new  government 
approved  a  law  opening 
government  records  to 
public  scrutiny  and  begai  L 
investigations  into  the 
1968  massacre  and  into  political 
disappearances  of  the  1970s.  It  may 
have  taken  three  decades,  but  people 
power  finally  prevailed. 

The  book  focuses  on  key  individuals 
who  contributed,  as  Mexicans  are  fond 
of  saying,  "their  grain  of  sand"  to  the 
country's  transformation.  There's  a 
dissident  labor  organizer,  Arturo 
Alcalde,  who  suffered  repeated  beatings 
in  a  still-unfinished  effort  to  introduce 
independent  unions  and  better  working 
conditions  into  the  foreign-owned 
maquiladora  factories  along  the  U.S.- 
Mexico border.  There's  ex- corporate 
lawyer  Santiago  Creel,  former  militant 
leftist  Jose  Woldenberg,  and  political- 
scientist-turned-human-rights-activist 
Sergio  Aguayo,  all  of  whom  became 
effective  citizen  watchdogs  over  the 
political  and  electoral  reforms.  And  there 
are  numerous  journalists  who  refused 
the  cash-stuffed  envelopes  traditionally 
used  to  control  the  press  and  who 
courageously  began  to  expose  the  PRl's 
unsavory  workings. 

Profiles  of  two  Ivy  League-educated 
Presidents  are  instructive.  Carlos 
Salinas'  audacious  economic  reforms 
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id  quasi-imperial  exercise  of 
esidential  powers  set  the  stage  for  an 
onomic  and  political  crisis  that 
rompted  Ernesto  Zedillo's  steely  fiscal 
scipline  and  ground-breaking  political 
forms.  Indeed,  the  Mexican  politician 
ho  is  most  sympathetically  presented 
Zedillo,  the  dour  economist  who 
:cidentally  became  President  when  the 
RI  candidate,  Luis  Donaldo  Colosio, 
as  assassinated  in  an  apparent  act  of 
arty  fratricide  in  1994.  Zedillo  was 
utially  mocked  as  a  political  novice 
ho  bungled  the  peso  devaluation.  Yet 
e  managed  to  engineer  an  economic 
lrnaround  that  won  Mexico  an 
tvestment-grade  rating  from 
iternational  agencies.  His  biggest 
fgacy,  though,  was  his  behind-the- 
:enes  maneuvering  to  introduce 
iternal  democracy  in  the  PRI  and  to 
take  sure  the  party  respected  the  results 
f  the  2000  elections. 

In  their  Pulitzer  Prize-winning  work 
|>r  the  Times,  Preston  and  Dillon 
>cused  heavily  on  international  drug 
•afficking.  Their  chapter  on  that  subject 
;  rich  with  detail  on  how  drug  kingpins 
orrupted  the  country's  police,  army, 
nd  the  upper  echelons  of  the  political 
lass.  The  narcotics  trade  remains  the 
iggest  threat  to  Mexico's  democracy. 
To  fully  understand  why  the 
juntry's  complex  political  culture  was 
o  resistant  to  change,  one  needs  to  look 
ack  to  the  harsh,  top-down  rule  of  pre- 
[ispanic  times;  the  avoid- conflict- at- 
ny-cost  philosophy  that 
suited  from  the  bloody 
volution;  and  Mexico's 
omplicated  relationship 
nth  the  U.S.,  which  in 
848  seized  half  of  the 
ation's  territory.  While 
he  book  deals  briefly 
kith  that  legacy,  one 
rishes  it  had  delved  more 
ito  recent  Washington- 
Mexico  City  relations, 
lie  authors  argue  that  Mexico's 
lemocratic  transformation  was  largely  a 
lomegrown  phenomenon,  "one  of  the 
ew  major  developments  in  the 
ountry's  modern  history  that  was  not 
haped  by  invasion  or  intervention  by 
he  United  States."  Perhaps.  Yet  the 
J.S.,  eager  to  maintain  stability  along 
ts  southern  border,  for  decades  turned 
i  blind  eye  to  the  PRl's  corrupt  and 
indemocratic  rule.  When  Salinas  fell  in 
lisgrace,  Washington  finally  pulled  the 
)lug.  Its  financial  bailout  of  Mexico 
luring  the  1995  economic  crisis  carried 
lumiliating  conditions:  Mexico  had  to 


Revealing 
portraits  of 
the  activists 
who  took  on 
the  PRI 


offer  its  sacrosanct  oil-export  revenues 
as  collateral  for  the  emergency  loan  and 
allow  U.S.  inspectors  free  access  to  the 
central  bank's  closely  guarded  records. 
To  many  in  Mexico's  elite,  these 
concessions  were  the  final  straw- 
evidence  of  how  the  corrupt,  flawed 
political  system  endangered  their 
sovereignty.  It  was  time  for  Mexicans  to 
take  their  country  back. 

Mexico's  new  democracy  has  hit  some 
rough  patches  since  the  authors  left  in 
2001,  as  they  note  in  an  epilogue.  Fox 
seems  to  have  lost  some  of  his  drive.  And 
the  opposition-dominated  congress, 
reluctant  to  see  Fox  succeed,  has  blocked 
major  reforms.  That  has  kept  the 
government  from  making  progress  on 
vital  national  challenges  such  as 
modernizing  the  educational  system, 
where  the  emphasis  on  rote,  passive 
learning  fails  to  prepare  Mexicans  either 
to  question  their  politicians  or  to 
compete  in  the  global  economy.  Unless 
Mexico's  leaders  show  that  democracy 
can  deliver  a  better  life  to  long-suffering 
voters,  the  public  could  opt  for  the  facile 
promises  of  undemocratic  populists 
along  the  lines  of  Venezuela's  Hugo 
Chavez.  That  would  be  an  unfortunate 
unraveling  of  Mexico's  battle  for 
political  choice. 

Postscript:  In  a  country  where 
national  leaders,  even  if  reviled,  were 
publicly  treated  with  the  deference  once 
afforded  to  pre-Hispanic  kings,  the 
death  in  February  of  ex-President  Jose 
Lopez  Portillo  provided 
more  evidence  of  just  how 
much  Mexico  has  evolved. 
Lopez  Portillo's  spending 
orgy  during  the  1970s  oil 
boom  left  the  country  in 
ruins  and  ended  in  the 
disastrous  1982 
devaluation  of  the  peso, 
which  he  had  vowed  to 
defend  "like  a  dog."  For 
years  thereafter,  he  was 
greeted  in  public  by  Mexicans  who 
barked  at  him  to  mock  his  failures- 
even  as  they  kept  their  distance  from 
the  still-venomous  beast  that  was  the 
PRI  system.  When  Lopez  Portillo  died, 
few  PRlistas  showed  up  at  the  wake. 
His  legacy  was  excoriated  in  some 
periodicals,  mocked  or  virtually 
ignored  in  others.  The  PRI  may  yet 
return  to  power,  but  it  has  been 
humbled.  Mexicans  today  are  more  self- 
confident,  exhibiting  a  determination  to 
defend  the  democracy  they've  so 
painstakingly  constructed.  ■ 

-By  Geri  Smith 


The  right  software 
can  transform  your 
infrastructure  into  an 
on-demand  environment. 

What's  the  best  way  to  survive  any 
business  crisis?  Avoid  it  altogether. 
That's  why  we  created  management 
software  that  lets  your  business  be 
more  responsive  than  ever  before.  Our 
software  lets  you  align  your  IT  to  fit 
your  business  needs.  In  the  era  of  util- 
ity computing,  it's  more  important  than 
ever  to  have  software  that  seamlessly 
integrates,  allowing  your  existing 
resources  to  perform  to  their  fullest 
potential.  So  you  can  succeed  like  you 
never  dreamed.  To  find  out  more 
about  transforming  your  IT  environ- 
ment for  better  business  success,  go 
to  ca.com/management1. 
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Success  can  be  a  fragile  thing  in  the  restaurant 
business.  Particularly  when  fluctuating  food  costs  can 
quickly  ruin  profit  margins.  Savvy  restaurants  have  turned 
to  Cargill  for  help.  We  use  our  knowledge  of  markets 
to  deliver  a  more  stable  price  for  egg  products.  We 
also  deliver  products  in  ways  that  help  them  cut 
handling  costs.  So  now  restaurants  can  have  better 
cost  control  and  more  stable  margins.  Not  to  mention  more 
appetizing  profits.  This  is  how  Cargill  works  with  customers. 
collaborate    >    create     >    succeed 
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BY  STEPHEN  H.  WILDSTROM 


Info-Tech  Relief 
For  Small  Business 


Small  business  is  a  huge  market  for  information  technology.  Yet  probably 
no  sector  is  served  more  poorly,  especially  those  businesses  with  five  to 
25  employees— big  enough  to  need  a  tech  staff  but  too  small  to  afford 
one.  Microsoft's  Windows  Small  Business  Server  2003  and  EmergeCore' 
IT  in  a  Box  both  hope  to  close  the  gap  but  in  very  different  ways. 


EMERGECORE 

IT-100 


Any  organization  with  more  than  one  computer 
probably  has  a  local  area  network,  but  many  of 
these  only  allow  sharing  an  Internet  connection  or 
printers.  If  files  are  shared,  it's  often  done  using  the 
cranky  and  insecure  Windows  file-sharing.  Many 
businesses,  even  the  smallest  ones,  could  benefit 
from  easier  collaboration,  controlled  and  secure 
access  to  common  files,  and  an  internal  Web  site. 

Windows  SBS  offers  corporate-style  computing 
for  little  companies.  It's  based  on  the  Windows 
Server  2003  operating  system  plus  high-end  add- 
ons such  as  Exchange  Server  for  e-mail  and  group 
scheduling  and  SharePoint  for  collaborative  use  of 
Microsoft  Word  and  other  Office  applications.  The 
software  is  a  remarkable  bargain:  $599  for  five 
users,  compared  with  $999  for  Server  2003 
Standard  Edition  alone.  Hardware  to  run  it  on  will  typically 
cost  $1,500  or  less. 

MICROSOFT  HAS  DONE  AN  EXCELLENT  JOB  of  making  such 
chores  as  adding  or  deleting  users  simple,  with  no  need  to 
face  the  terrors  of  the  regular  Exchange  or  Windows  Active 
Directory  management  software.  But  all  the  cleverness  in  the 
world  cannot  hide  the  complexity  of  the  underlying  software. 
It's  only  a  matter  of  time  before  the  designated— but  probably 
nonexpert— administrator  gets  an  e-mail  alert  from  the  server 
warning  of  a  "critical  error"  that  may  require  immediate 
attention  or  be  of  no  importance  at  all. 

SBS  can  be  administered  remotely,  and  I  think  most  small 
companies  would  do  best  to  farm  the  job  out.  Cleveland's 
Ross-Tek  is  typical  of  the  companies  offering  such  service 
starting  at  $7,000  a  year— a  fraction  of  the  cost  of  a  staff  pro— 
for  remote  monitoring  with  occasional  on-site  visits.  In  a  sort 
of  back-handed  compliment,  Ross-Tek  President  Frederick 
Johnson  says  Microsoft  has  so  simplified  setup  that  "it  doesn't 
take  a  significant  amount  of  time  to  install  the  box,"  so  Ross- 
Tek  earns  its  living  from  ongoing  service. 

EmergeCore's  IT  in  a  Box  is  a  simpler  solution  for  small 
companies  that  prefer  to  do  it  themselves.  The  $1,395  IT-100 
is  a  compact  box  not  much  bigger  than  a  cable  modem.  It 
provides  standard  Internet  e-mail  that  is  simple  but  lacks 


the  collaborative  features  of  Exchange,  plus 
file-sharing,  network  management,  a  firewall, 
and  built-in  wireless  access.  You  can  even  run  a 
public  Web  site  on  it,  though  it's  a  better  idea  to 
pay  a  hosting  company  for  that  service,  given 
security  concerns. 

The  IT-100  runs  on  Linux,  but  the  operating 
system  is  completely  hidden  from  users  and 
administrators.  All  interaction  is  through  a  Web 
browser,  and  normal  maintenance,  such  as  addin 
and  deleting  users,  is  easy.  Initial  setup  is  more 
difficult,  so  most  small  businesses  could  use  som 
help.  That's  one  reason  that  earlier  offerings 
similar  to  IT  in  a  Box  from  Compaq  Computer 
and  Sun  Microsystems  failed  in  the  marketplace. 
Without  much  chance  of  making 
T\VO  T1P"W  money  from  service  and  support 

traditional  business  resellers 
have  been  reluctant  to  get 
involved  with  the  sales  and  setup 
of  these  devices. 

SBS  is  a  good  product  for  a 
small  business  that  wants 
corporate-style  computing  and  ca 
pay  the  price.  IT  in  a  Box  is  a  soli 
choice  for  a  company  with  enougl 
tech  smarts  to  handle  the  setup 
and  admimstration,  since  outside 
help  may  be  hard  to  find.  This, 
however,  leaves  a  lot  of  small  businesses  out  in  the  cold. 

The  solution  might  be  for  Internet  service  providers  to 
offer  small  businesses  a  package  of  Net  access  and  technical 
services,  but  they  haven't  been  rushing  into  the  business.  Sc 
most  small  companies  will  have  to  cope  as  best  they  can, 
and  while  neither  of  these  products  may  be  ideal,  either 
might  be  a  big  help.  ■ 

E-mail:  techandyou@businessweek.con 
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For  a  collection  of  past  columns  and  online- 
only  reviews  of  technology  products,  go  to  Technology  &  You  at 
www.businessweek.com/technology/ 
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Cingular  proudly  powers  more  wireless 
email  devices  than  any  other  carrier. 

One  doesn't  become  the  largest  provider  of  wireless 
email  in  the  country  without  a  few  notable  achievements. 
For  starters,  we've  been  providing  wireless  email  to  the 
world's  most  prominent  companies  for  more  than  a 
decade  -  longer  than  any  other  wireless  provider.  And 
we  have  the  most  experienced  BlackBerry®  in-house 
BLACKBERRY      support  staff  to  assist  you.  Clients  count  on  our  expertise, 
dependability,  and  innovation  to  support  their  businesses.  No  wonder 
Cingular  easily  gets  more  thumbs  up.  And  keeps  them  there. 
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(?)  Uranium  mining 

(2)  Uranium  enrichment  and  nuclear  fuel  fabrication 

(3)  Reactor  design  and  construction 

(4)  Management  of  spent  nuclear  fuel 

(5)  Wind  power  equipment 
(§)  Transmission 

(7)  Distribution 
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The  world  needs  energy. 

AREVA  develops  solutions  to  produce,  transmit 

AREVA,  with  75,000  employees  in  over  1 00  countries,  offers  its  clients  technological 
scutions  for  reliably  producing  and  supplying  electricity,  www.areva.com 


alribi 


BSE 


OB 


mmmmmm 


atribute  it. 


A 


AREVA 

ENERGY   EXPERTS 


Economic  Viewpoint 


BY  LAURA  D'ANDREA  TYSON 


This  Recovery  Could  Be 
Built  on  Quicksand 


Propelled  by  strong  growth  in  the  U.S.,  the  world  economy  is  on  course  to 
hit  its  fastest  expansion  in  20  years.  The  long-awaited  rebound  in  capital 
spending  by  American  companies  is  finally  occurring,  in  response  to 
favorable  financing  conditions,  healthy  profits,  lean  inventories,  and 
expectations  of  mounting  future  demand.  Exports  are  expanding  at  an 


annual  rate  of  10%,  boosted  by  the  dollar's  decline.  Productivity 
growth  remains  surprisingly  robust,  keeping  a  lid  on  costs.  The 
majority  of  economic  forecasters  predict  sound  performance 
for  the  U.S.  economy  during  2004.  Goldman,  Sachs  &  Co. 
economists  describe  the  economic  outlook  for  2004  as 
"fabulous,"  a  word  rarely  used  by  practitioners  of  the  dismal 
science.  But  the  rosy  consensus  forecast  for  strong  growth 
obscures  the  fact  that  the  economy's  expansion  rests  on 
substantial  policy  stimulus  and  massive  lending  from  the  rest 
of  the  world.  Neither  is  sustainable  at  current  levels. 

THE  U.S.  HAS  NEVER  BEEN  MORE  dependent  on  policy  stimulus 
as  a  source  of  growth  at  this  point  in  an  economic  cycle.  On  a 
cumulative  basis,  the  Bush  Administration  has  provided  more 
fiscal  stimulus  to  the  economy  than  did  the  Reagan 
Administration  over  a  comparable  period.  According  to 
Goldman  Sachs,  since  the  middle  of  2001,  personal  tax  cuts 
have  contributed  an  average  of  2.2  percentage  points  to  the 
annual  growth  rate  of  real  disposable  income— the  largest- 
ever  fiscal  stimulus  over  a  comparable  time  period.  In  the  36 
months  since  President  Bush  entered  office,  the  10-year 
budget  outlook  has  deteriorated  by  about  $10  trillion,  an 
unprecedented  swing.  Tax  cuts  account  for  about  35%,  and 
spending  increases  account  for  about  28%. 

For  most  Americans,  however,  tax  relief  will  end  in  the  first 
half  of  this  year  with  the  last  slug  of  tax  refunds.  And  with 
concerns  mounting  over  the  U.S.  long-term  budget  outlook, 
the  odds  that  President  Bush  will  win  support  for  making  his 
tax  cuts  permanent  are  falling.  The  Senate  has  dealt  an 
election-year  blow  to  this  goal  by  passing  a  new  rule 
requiring  at  least  60  votes  to  approve  any  tax  cuts  in  the  next 
five  years,  unless  they're  financed  by  spending  cuts  or  tax 
increases.  Nor  is  additional  stimulus  from  monetary  policy 
likely.  In  recent  weeks,  Fed  officials  have  signaled  their 
inclination  to  increase  short-term  interest  rates  by  yearend. 

By  this  "point  in  a  normal  economic  cycle,  a  virtuous  circle 
of  mounting  production,  employment,  and  incomes  and  their 
multiplier  effects  on  household  consumption  could  be 
counted  upon  to  make  the  expansion  self-sustaining  without 
additional  policy  stimulus.  But  this  cycle  has  not  been  a 
normal  one.  According  to  the  Economic  Policy  Institute,  this 
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is  the  first  time  since  1939  that  the  number  of  jobs  has  not 
recovered  to  pre-recession  levels  nearly  three  years  after  the 
recession's  onset.  Real  weekly  incomes  fell  last  year  for 
workers  in  the  bottom  half  of  the  wage  distribution.  And 
overall  labor  incomes,  excluding  bonuses  and  one-time 
payments,  have  been  virtually  stagnant  for  nearly  three  year 
At  this  point  in  a  normal  recovery,  total  real  labor 
compensation  would  be  up  by  about  2.6%.  Instead,  it  is  dow 
by  more  than  3%.  As  a  result  of  anemic  job  and  wage  growtr 
America's  consumers  are  missing  about  $350  billion  to  $40' 
billion  in  income,  compared  with  past  cycles.  Unless 
employment  and  wage  growth  pick  up  sharply  soon, 
consumption  spending  is  likely  to  slow  significantly, 

jeopardizing  the  expansion  durini* 
the  politically  sensitive  second  ha 
of  the  year. 

The  other  wild  card  in  the 
economic  outlook  is  the 
dependence  of  the  U.S.  economy 
on  massive  lending  from  the  rest  < 
the  world.  The  U.S.  current- 
account  deficit,  a  measure  of  how 
much  more  the  U.S.  is  spending 
than  taking  in,  is  more  than  5%  of 
gross  domestic  product  and  rising 
The  central  banks  of  Asia  are 
financing  about  50%  of  this 
imbalance  by  adding  to  their  already  huge  holdings  of  dollar 
reserves.  Overseas  investors  and  central  banks  hold  about 
36%  of  the  outstanding  stock  of  U.S.  Treasuries.  Their 
willingness  to  accumulate  U.S.  assets  has  helped  sustain  the 
low  interest  rates  that  have  supported  the  U.S.  expansion.  Bu 
will  the  rest  of  the  world  lend  to  the  U.S.  at  favorable  terms 
and  in  the  amounts  necessary  to  finance  large  current- 
account  deficits  for  much  longer? 

The  continued  expansion  of  the  U.S.  economy  depends  on 
major  borrowing  from  private  investors  and  central  banks 
around  the  world.  They  will  be  following  the  upcoming  U.S. 
Presidential  campaign  with  attention  and  anxiety.  ■ 

Laura  D'Andrea  Tyson  is  dean  of  London  Business  School 


Neither 
fiscal 
stimulus 
nor  foreign 
lending  is 
sustainable 


Can  your  network 
chase  off  hackers?- 


MAXIMIZE  SECURITY.  Can  your  network  drive  hackers  crazy?  Can  it  keep  your  data  accessible  24/7  to  the 
people  who  need  it,  while  building  a  brick  wall  in  front  of  those  who  don't?  AT&T  delivers  a  broad  portfolio  of 
integrated  network  security  solutions  backed  by  experts  that  assess,  monitor,  detect  and  resolve  security 
issues  before  they  become  security  breaches.  It's  just  what  you'd  expect  from  the  networking  company  that 
carries  more  Internet  traffic  than  anyone  else  in  North  Amer.ca.  In  fact,  every  day,  our  networks  repel  thousands 
of  hackers  and  send  them  back  to  the  video  arcades  from  which  they  came.  CAN  YOUR  NETWORK  DO  THIS? 


AT&T 

The  world's  networking  company5 


For  a  network  that  can,  call  1-888-889-0234 

att.com/networking 


SPECIAL  ADVERTISEMENT 


THE  PERILS  OF 
OPENING  A  BAR  IN 
THE  NEW  ECONOMY 


A  recently  published  New  York  City  entertainment  guide  listed  89  notable 
restaurants  that  had  closed  in  the  past  twelve  months.  Think  the  bar  business 
is  all  fun  and  games?  Think  again. 

From  laid-off  tech-sector  Baby  Boomers  to  Empty  Nesters  who've  finally 
unloaded  the  split  level  in  favor  of  a  townhouse.  today's  economy  is  full  of 
people  who've  thought  about  opening  their  own  little  tavern,  cafe  or 
trattoria.  For  all  these  heavenly  dreamers.  Kenny  Rabe  and  Matt  Campbell 

have  some  wordsof  advice.  rttttitio*or 
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That's  why  first-hand  knowledge  is  so  important.  Restaurant  consultai 
Melissa  Leach  of  Miami  echoes  the  Maryland  partners:  "1  tell  people 
either  make  sure  they  have  some  experience,  or  partner  with  someone  wl  | 
does."  she  says. 

The  first  thing  to  decide  is  what  kind  of  establishment  you  want  I 
open  — are  you  ready  to  pursue  your  own  vision,  or  would  it  make  mot 
sense  for  you  to  consider  opening  a  franchise?  Industry  statistics  note  th.l 
while  Americans  are  eating  out  more,  certain  restaurant  categories  ail 
growing  faster  than  others,  so  you  have  to  consider  whether  you  want  to  gj 
into  the  fine  dining,  fast  food  or  casual  dining  category. 

After  negotiating  the  difficulties  of  financing,  you'll  need  to  consider 
location,  which  is  when  it's  time  to  call  in  the  experts.  Location  impact] 
everything  from  design  and  construction  to  licensing  requirements  an 
regulations,  and  these  can  be  Byzantine  labyrinths  wherein  money  jufl 
seems  to  disappear.  Of  particular  concern,  most  experienced  operators  sa_v 
is  the  lease.  'Expect  to  have  ongoing  problems  with  your  landlord."  sa>| 
Leach,  •fceiything  from  noisetotrash  cooking  odo  rs.  traffic  and  si  dew  .J 
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kinawn»re  everyone  knew  your  name  But  after  two  tough  years  of  living 
on  the  brink  of  insolvency  and  working  hundred-hour  weeks,  the  partners 
are  only  now  starting  to  see  profitability  at  the  end  of  the  tunnel.  Their 
experience,  and  the  hard  lessons  they  learned,  are  reflective  of  a  larger  trend 
in  the  bar  and  restaurant  business:  it's  an  industry  that's  become  more  and 
more  appealing  at  a  time  of  increasing  cost  pressures  and  daunting 
complexity  for  newcomers. 

SB  A  stats  prove  the  point  — restaurants  and  bars  tend 
to  go  belly  up  with  greater  frequency  than  most  other 
small  business  start-ups,  and  they  do  it  faster,  too.  As 
a  result,  both  the  SBA  and  most  banks  have  stricter 
lending  requirements  for  individuals  seeking  capital 
for  their  own  restaurant  or  bar  than  they  demand  for 
other  types  of  businesses. 

Typically,  experts  say  that  prospective  restaurant  and 
bar  owners  should  come  to  lenders  with  50  to  60 
percent  of  the  required  funding  for  their  venture  in 
hand.  This  is  one  of  the  reasons  many  tum  to  private 
equity,  taking  on  investors  who  own  a  piece  of  the 
business.  While  this  has  its  initial  advantages,  it  can 
difficult  down  the  road,  particularly  when  it's 
time  to  buy  out  the  partners,  or  should  things  go  awry. 

There's  no  shortage  of  do-it-yourself  data  available  to  aspiring  Sam 
Malone's.  Internet  searches  for  topics  related  to  opening  a  bar  or  restaurant 
often  result  in  close  to  10,000  listings.  With  such  a  dizzying  array  of 
resources  out  there .  just  deciding  which  to  consult  can  be  daunting  enough. 


w.wthtno  fK^brtoweivutostafTingandequipinenipresent 
pro^Sve "enSproSrwith  a  myriad  of  complex  andpotenti, 
expensive  choices  to  make  Restaurant  and  bar  business  plans  typical* 
include  sections  on  food  and  beverage  costs,  labor  costs,  insurant 
advertising  and  promotion,  furnishings,  maintenance,  legal  counsel,  utilitie  J 
laundry  and  linen  and  more.  This  dizzying  list  of  potential  landmines  is  bes 
negotiated  by  someone  with  steel  nerves  and  a  large  bottle  of  ibuproferj 
says  Campbell.  "There  was  just  one  headache  after  another."  he  recalls. 

And  what  of  the  upside?  While  most  proprietors  w  or  J 
long  hours,  they  tend  to  be  social  people  who  enjoy] 
dealing  with  the  public.  For  many  who've  come  to  thtl 
field  as  a  second  career,  the  differences  between  w  ha  | 
they  do  now  and  what  they  did  before  present 
welcome  change  from  the  grind  of  office  life. 

"There's  an  element  of  the  theatrical  to  doing  this  thaj 
you  really  can't  find  anywhere  else,"  says  Cuttyl 
Satterwhite.  who  walked  away  from  a  15-year  careeil 
with  a  telecommunications  giant  to  buy  into  a  friend'> 
immensely  popular  Mill  Valley  tavern.  "I  used  tel 
worry  myself  with  marketing  plans  and  forecasting  [ 
and  now  I'm  booking  bands  and  stand-up  comics  ancJ 
hiring  wait  staff.  I  can't  tell  you  how  much  morel 
fulfilling  I  find  this,  yet  I'm  still  using  many  of  the 
business  skills  I  relied  on  before." 

They're  going  to  come  in  handy,  too.  as  he  and  his  partners  begin  the! 
process  of  franchising  their  "Cutty's  Roadhouse"  concept  outside  the  Bay! 
Area.  In  this  case,  taking  the  bar  or  restaurant  plunge  may  well  pay  oft| 
big  time. 
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Johnnie  Walker 


Judy  Warrick,  Senior  Advisor. 
Investment  Banking 


The  new  CEO: 

Rethinking  the  corner  office. 


Once  a  coveted  job,  being  a  CEO  is  not 
what  it  used  to  be.  In  2002,  nearly  40%  of  CEO 

turnover  was  forced  for  poor  performance,  up  from  25%  in  2001.1  A 
CEO  appointed  in  the  early  1990s  was  three  times  more  likely  to  be 
fired  than  a  CEO  tapped  before  1980. 

With  shorter  grace  periods  and  higher  performance  bars,  results 
rarely  meet  expectations.  Only  5%  of  public  companies  exceeded 
their  industry  returns  for  ten  years  or  morer  Investors  responded. 
Holding  periods  now  average  about  one  year. 


One  has  to  ask:  Is  the  CEO  selection  process  flawed?  Often 
those  who  solve  problems  or  exploit  opportunities  earn  the  Board's 
confidence  and  the  top  job.  But  when  the  future  is  different  from 
the  past,  yesterday's  stars  are  unlikely  to  be  tomorrow's  heroes. 

What  will  it  take?  The  celebrity  CEO  is  history.  Now  execution  and 
humility  are  in.  But  the  next  CEOs  need  much  more.  Some  skills  are 
universal,  some  unique  to  each  industry.  But  unless  skill  sets  match 
future  demands,  trauma  is  more  likely  than  triumph. 

The  future  promises  greater  volatility  and  transparency.  People 
and  institutions  have  unprecedented  access  to  information;  the  pace 
of  innovation  is  faster  and  strategic  axles  shorter. 

What  will  the  future  be?  An  aging  population  and  global  labor 
arbitrage  could  shift  political  winds  and  create  economic  and 
political  tensions,  affecting  work-force  composition,  new  housing 
formations,  social  trends,  health  care,  and  pension  expense,  to  name 
just  a  few.  The  future  depends  on  the  next  US  presidential  election. 
On  how  Russia  manages  its  energy  resources — that  could  change  the 
dynamics  of  global  energy  markets,  politics,  and  prices. 

Growing  more  interconnected,  the  world  is  becoming  increasingly- 
volatile.  In  interest  rates  and  exchange  rates,  in  global  trade  and 
protectionism,  in  technology  and  liquidity-. 

Risk  management  will  be  the  new  battleground.  Increased 
volatility  means  increased  risk — interest  rate  risk,  credit  risk,  price 


risk,  regulatory,  political,  and  environmental  risk.  A  wrong  decision 
could  prove  fatal. 

Should  CEOs  be  custodians  or  creators?  There's  a  difference 
between  managing  and  leading,  between  getting  paid  and  building 
a  cathedral.  The  future  demands  more  than  executing  someone 
else's  vision. 

The  next  CEOs  must  be  stellar  risk  managers,  with  stronger 
personnel  skills.  Balancing  the  market's  demands  with  an 
organization's  real  assets,  products,  and  people  is  a  tough  job. 
Corporate  governance  now  means  taking  personal  responsibility, 
with  personal  consequences. 

They  will  also  need  to  understand  new  technologies... NBIC 

(nanotechnology,  biology,  information,  and  cognitive  sciences) 
could  change  the  world. 
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...the  ability  to  separate  fact  from  fantasy,  hope  from  reality... 

Beware  the  CEO  who  looks  in  the  mirror  and  sees  the  future.  And 
while  everv  CEO  says  he  or  she  is  creating  value,  some  fail,  some 
don't  even  try. 

...and  most  importantly,  the  next  CEO  needs  integrity. 

The  CEO  sets  the  tone.  The  personality  at  the  top  becomes  the 
personality  of  the  corporation.  Who  runs  the  show  matters. 
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One  client  at  a  time. 


■<t.  Making  companies  work."  Oaok  pp.  14-15. :  Tbt  Economist,  "Making  companies  work."  October  25,  2003,  pp.  14-15.  This  article  does  not 
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Fhe  Economy  Is  Likely  to 
Roll  With  the  Punches 

ut  hiring  has  to  kick  in  if  growth  is  to  meet  upbeat  expectations  for  2004 


U.S.  ECONOMY 


For  the  U.S.  economy,  the  first  quarter  came  in  like 
lion,  and  growth  in  the  4%-to-5%  range  looks  likely.  Up  until  a  few 
ays  ago,  the  Dow  Jones  industrial  average  was  flirting  with  11,000, 
nd  business  sentiment  was  turning  around.  Expectations  for  job 
rowth  were  running  high,  and  consumers  were  spending  freely. 


it  the  latest  news  of  a  major  disappointment  on  the  job 
>nt  and  terrorist  attacks  in  Spain  have  added  a  note  of 
ution  to  the  outlook.  Those  events  are  reminders  that 
•tential  shocks  still  lurk. 

To  be  sure,  the  risks  in  the  oudook  remain  small.  But 
recent  weeks,  the  economy  has  experienced  some 
Drrisome  twists.  First,  the  Mar.  5  job  report,  which 
owed  just  21,000  jobs  created  in  February,  was  a  huge 
:down  that  shook  consumer  confidence.  Then  the  Dow 
gan  to  head  back  toward  10,000,  as  investors  began  to 
orry  about  the  lack  of  jobs  and  how  that  might  affect 
ofits.  Finally,  the  bombings  in  Madrid  and  the  apparent 
volvement  of  al  Qaeda  reminded  business  leaders  that 
e  threat  of  terrorism  still  hangs  over  the  world. 
For  now,  the  latest  data  show  the  economy  midway 
rough  the  first  quarter  is  healthy,  thanks  to  the  same 
tsitive  momentum  that  propelled  it  through  the  second 
Jf  of  2003.  Consumers  posted  a  solid  spending  gain  in 
;bruary,  and  manufacturers  lifted  production, 
ventories  are  growing,  although  perhaps  not  as  quickly 
many  economists  had  expected.  And  housing  remains 
i  firm  ground  even  though  winter  weather  hurt  building 
tivity  in  January  and  February. 
No  wonder  the  Federal  Reserve  saw  no  reason  to 
lange  its  recent  views  on  the  economy.  As  universally 
tpected,  policymakers  kept  short-term  rates  unchanged 
their  Mar.  16  meeting.  And  their  accompanying 
atement  essentially  repeated  their  January  views  that 
e  risks  to  the  outlooks  for  both  growth  and  inflation 
ere  about  evenly  balanced,  and  that  the  Fed  could  afford 
stay  "patient."  The  only  change:  The  Fed's  assessment 
the  labor  markets  sounded  less  upbeat. 
That  comment  on  the  job  market,  coupled  with 
creased  geopolitical  tension,  drives  home  a  critical  point, 
zery  additional  month  without  a  significant  pickup  in  job 
•owth  adds  to  the  risk  that  the  current  ebullient 
rpectations  for  the  economy  this  year  may  not  be  met. 

OT  SURPRISINGLY,  given  the  focus  on  jobs,  consumers 
ill  remain  the  key  to  the  recovery's  stamina.  If 
juseholds  keep  spending  at  last  year's  nearly  4%  clip, 
apes  for  4%-to-5%  growth  in  real  gross  domestic 
roduct  for  all  of  2004  will  surely  be  realized.  But  a  2% 


pace  in  consumer  buying  would  most  likely  lead  to  a 
growth  disappointment. 

So  far,  all  evidence  suggests  that  households  still  have 
plenty  of  get-up-and-go  (chart).  Retail  sales  in  February 
rose  a  sturdy  0.6%,  boosted  by  higher  car  sales.  Receipts 
excluding  autos  were  unchanged,  but  revisions  showed 
that  sales  in  both  December  and  January  were  higher 

than  first  estimated.  Real 
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consumer  spending,  as  it 
shows  up  in  the  GDP 
numbers,  is  on  track  to 
post  a  quarterly  gain  of 
4%  at  an  annual  rate. 

Although  measures  of 
consumer  attitudes  have 
slipped  from  the  fourth 
quarter  and  the  Spain 
bombings  could  heighten 
fears,  consumers  have  the 
wherewithal  to  keep 
spending.  Higher-than- 
usual  tax  refunds  are  starting  to  boost  aftertax  incomes, 
and  mortgage  rates  are  back  to  near-record  lows,  which 
should  add  another  lift  to  refi  money. 

Low  rates  will  also  continue  to  bolster  housing. 
Mortgage  lender  Fannie  Mae  expects  home  buying  to  set 
a  fourth  consecutive  high  in  2004.  So  while  surveys  of 
builders  show  housing  activity  has  slowed  lately,  the 
hiatus  should  be  short-lived.  Spring  is  likely  to  witness 
the  return  of  busy  construction  crews. 

THE  SEASON  SHOULD  ALSO  SEE  continued  gains  in 
the  factory  sector.  In  addition  to  consumer  demand,  an 
accelerating  pace  of  exports  and  the  need  of  many 
businesses  to  build  up  inventories  explain  why  the 
recovery  in  U.S.  manufacturing  is  speeding  up. 

Factories  even  appear  on  the  verge  of  increasing  their 
payrolls,  with  job  losses  in  February  dwindling  to  nearly 
zero,  after  3W  years  of  steady  declines.  That's  because 
output  may  finally  be  growing  faster  than  productivity  is. 
Manufacturing  output  surged  1%  in  February,  as  part  of  a 
0.7%  rise  in  overall  industrial  production.  During  the 
past  six  months,  factory  output  has  grown  at  an  annual 
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rate  of  7.4%,  a  clip  not  seen  since  the  late  1990s  (chart). 
Output  of  high-tech  equipment  continues  to  lead  the 
gains,  up  at  a  23.2%  annual  rate  over  the  past  half-year. 
But  even  excluding  tech,  factory  output  is  advancing  at  a 
rapid  6.1%  pace,  the  fastest  in  six  years. 

In  addition  to  U.S.  demand,  new  strength  in  exports  is 
adding  to  the  factory  upswing.  In  the  three  months 
through  January,  exports  of  U.S.  goods  are  up  10.5%  from 
the  same  period  the  year  before.  In  particular,  shipments 
to  Asia  and  Pacific  Rim  nations,  the  destination  for  about 
a  fourth  of  U.S.  exports,  are  up  nearly  16%.  Exports  to 
China  climbed  nearly  50%. 

But  keep  in  mind  that  this  is  manufacturing's  second 
attempt  at  recovery  since  the  recession  ended.  Factory 
production  had  risen  for  six  consecutive  months  in  the 
first  half  of  2002  but  fell  again  amid  the  shocks  from 
corporate  scandals  and  the  buildup  to  war.  The  sector's 
upturn  seems  much  more  solid  this  time,  but  a  new 
round  of  business  caution  could  hurt. 

CASE  IN  POINT:  Businesses  are  still  unusually  wary 
about  building  up  inventories.  Given  the  sharp  pickup  in 
demand  since  last  summer,  you  would  expect  to  see  a 
faster  rise  in  inventories  by  now.  But  in  January,  stock 
levels  held  by  manufacturers,  wholesalers,  and  retailers 
edged  up  a  mere  0.1%,  less  than  the  0.4%  increases  in 
each  of  the  four  previous  months. 

Inventories  remain  exceptionally  low  in  relation  to  sales, 
based  on  historical  trends.  The  most  likely  outlook  is  that 
businesses  will  boost  their  ordering  in  coming  months, 


lifting  factory  output  and  creating  factory  jobs.  So  far, 
though,  companies  appear  hesitant  to  beef  up  their 
stockpiles.  Commercial  and  industrial  loans,  which  in  th 
past  have  been  highly  correlated  with  inventory  swings, 
"show  little  upward  tilt  through  early  March.  If  that  cauti 
is  reinforced,  the  lack  of  inventory  accumulation  would 

detract  from  overall 
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economic  growth.  And 
without  new  orders  for 
inventory  rebuilding, 
manufacturers  may  not  j 
begin  hiring. 

Indeed,  the  oudook 
now  includes  an 
interesting  dichotomy 
between  what  people  sa 
and  what  they  do. 
Consumers  are 
increasingly  jittery,  yet 
their  spending  shows  n<] 
sign  of  flagging.  Business  executives,  meanwhile,  say  the| 
are  more  upbeat  But  they  remain  reluctant  to  hire  new 
workers  or  to  boost  their  inventories. 

As  the  first  quarter  winds  down,  the  recovery  retainij 
enough  momentum  from  low  rates  and  tax  cuts  to 
overcome  this  split  between  business  sentiment  and 
action.  But  if  growth  is  to  meet  the  high  expectations 
set  for  2004,  the  economy  will  need  a  healthy  dose  of 
job  creation— and  soon— to  provide  a  second  wind  for  j 
the  second  half.  II 
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ITALY 


From  Bad  to  Worse 


AT  THE  END  OF  2003,  Italy's 

economic  prospects  for  this  year  were 
not  bright.  Now,  they're  even  dimmer. 

As  it  turns  out,  the  fourth- quarter 
stall  in  real  gross  domestic  product 
was  much  worse  than  expected,  given 
the  government's  more  complete  data 
on  individual  sectors  released  on  Mar. 
10.  In  response,  economists  are 
ratcheting  down  their  2004  growth 
forecasts  to  only  about  1%. 

Meanwhile,  Prime 
Minister  Silvio 
Berlusconi  faces  a 
disenchanted 
electorate  and  a  raft  of 
other  problems, 
including  his 
country's  huge  debt 
and  teetering  credit 
rating,  and  strong 
opposition  to  his 
pension-reform  plan. 

At  :he  preliminary 
data  had  shown, 
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fourth-quarter  real  GDP  was 
unchanged  from  the  third  quarter 
and  up  a  scant  0.1%  from  the  year 
before.  But  the  details  now  show  that 
consumer  spending  had  its  biggest 
decline  in  more  than  two  years. 
Business  investment  also  dropped  as 
companies  lost  faith,  and  exports  fell 
as  the  strong  euro  continued  to  take 
its  toll.  The  January  trade  deficit, 
excluding  Europe,  was  the  largest  in 
recent  years. 

The  only  growth 
came  from  an 
unintended  rise  in 
inventories,  which 
companies  will  have 
to  work  off  in  early 
2004  at  the  expense 
of  output.  Industrial 
production  fell  in  the 
fourth  quarter,  and 
surveys  for  January 
and  February  suggest 
no  improvement. 


'03 


A  key  part  of  the  story  is  a  lack  of 
confidence,  which  has  taken  a  hit  fro 
corporate  scandals,  including  the 
fiasco  at  consumer  food  giant 
Parmalat,  and  increased  strike  activit 
The  recent  terrorist  attacks  in  Spain, 
which  sharply  depressed  Italian  stocl 
prices,  won't  help.  Consumer 
confidence  is  at  a  record  low,  and 
business  confidence  has  been  drifting 
lower  for  six  consecutive  months. 

Berlusconi  has  few  options. 
Cutting  taxes  will  only  add  to  Italy's 
debt,  now  some  106%  of  GDP,  at  a 
time  when  its  sovereign  credit  rating 
is  under  close  scrutiny.  Any  new  tax 
cuts  would  place  more  pressure  on 
the  government  to  make  progress  or 
a  cost-saving  reform  of  the  pension 
system,  but  union  resistance  is  high. 
The  second  general  strike  in  less  tha 
a  year  is  now  planned  for  Mar.  26, 
aimed  at  quashing  the  pension- 
reform  plan,  which  has  already  been 
watered  down.  II 
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MLB.com  knows  the  power  of  SAS"  software. 


How  does  MLB.com  give  fans 
the  ultimate  baseball  experience? 
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Allan  H.  "Bud"  Selig,  Commissioner  of  Major  League  Baseball 


ENTERPRISE  intelligence 

SUPPLIER  INTELLIGENCE 

RGANIZATIONAL  intelligence 

CUSTOMER  intelligence 

INTELLIGENCE  architecture 


Millions  of  fans.  Thirty  teams.  One  passion.  And  24/7  access  to  it  all  through  MLB.com. 
At  the  official  site  of  Major  League  Baseball,  fans  can  experience  baseball  in  a  whole  new 
way  -  from  live  ballgames  to  stats  in  real  time,  from  history  to  fantasy,  across  the  league  or 
by  connecting  to  individual  club  sites.  MLB.com  is  the  richest,  deepest  source  of  original 
baseball  news  and  highlights  on  the  Internet.  SAS  is  proud  to  provide  the  state-of-the-art  data 
management  software  and  predictive  analytics  that  are  helping  Major  League  Baseball  enrich 
the  interactive  experience  for  the  hundreds  of  millions  of  visitors  who  make  MLB.com  such  a 
big  hit.  To  find  out  more  about  SAS,  visit  our  Web  site  or  call  toll  free  1  866  887  1363. 

www.sas.com/mlb 
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New  York  City,  September  11, 200 


COMMENTARY 


BY  BRUCE  NUSSBAUM 


Fighting  a 
New  Cold  War 

The  U.S.  and  Europe  must  commit  to  a  global  offensive  to  defeat  j 
terrorism  akin  to  the  decades-long  battle  against  communism 
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SO  IN  THIS  SECTION: 

"Security:  What  should 
the  U.S.  do  next?  ' 


Saudi  Arabia  starts  to 
get  tough  on  terror 


Are  U.S.  refiners  adding 
to  gas  price  hikes? 


Why  Beijing  is  making 
the  Valley  fret 


THERE  IS  NO  CLOSER  TIE  THAN 
the  one  forged  by  blood  shed  at 
the  hands  of  a  common  enemy. 
The  horrors  of  March  11  and 
September  11  should  bind  Eu- 
•ope  and  America  together  through 
;hared  grief,  anger,  and  a  determination  to 
>top  Islamic  terrorism.  Yet  the  opposite  ap- 
pears to  be  happening.  The  terrorists'  easy 
mccess  in  unseating  a  pro-U.S.  govern- 
ment in  Spain  threatens  to  widen  the  already  great  divide  sep- 
xating  Europe  and  America.  Should  that  rift  become  perma- 
lent,  what  is  fast  becoming  a  Cold  War  against  Islamic  terror- 
sm  will  suffer  deeply. 

It  is  time  for  America  and  Europe  to  return  to  first  principles 
md  put  differences  over  Iraq  behind  them.  Islamic  terrorists  are 
lot  waging  a  war  against  just  the  U.S.  but  against  all  Western 
'alues— individual  freedom,  women's  rights,  democracy,  capi- 
alism.  It  is  a  batde  that  pits  the  atavistic  forces  of  totalitarian 


fundamentalism  against  modernity  itself.  It  will  last  genera- 
tions, will  be  fought  globally,  and  will  be  won  only  through  the 
close  cooperation  of  U.S.,  European,  and  Middle  Eastern  peo- 
ples, not  just  the  leaders  who  govern  them. 

The  apt  analogy  is  the  Cold  War.  It  is  time  to  think  not  in 
terms  of  specific  tactics,  policies,  or  battles  but  in  terms  of  an 
enduring  campaign  with  an  overarching  theme  that  unites 
America  and  its  allies  against  a  common  enemy.  The  defeat  of 
communism  was  accomplished  by  a  combination  of  military, 
political,  and  economic  policies  over  a  long  period.  From  the 
time  the  Soviet  Union  lowered  an  Iron  Curtain  across  Europe 
until  the  day  the  Berlin  Wall  fell,  nearly  half  a  century  passed. 
The  U.S.  pumped  billions  into  Western  Europe  through  the 
Marshall  Plan,  generating  economic  growth  and  jobs  to  curb 
the  immense  power  of  Communist  Parties  in  France  and  Italy 
and  keep  them  from  taking  over.  The  Truman  Doctrine  provid- 
ed U.S.  military  aid  to  Greece  to  defeat  communist  insurgents. 
Lest  we  forget,  battles  large  and  small  raged  around  the  globe. 
Some  were  won,  some  lost. 

Throughout  the  Cold  War,  there  were  big  differences  be- 
tween Europe  and  America,  yet  neither  side  ever  lost  sight  of 
the  commonality  of  their  goal.  In  the  end,  communism  was  de- 
feated not  only  because  of  overwhelming  U.S.  military  might 
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but  because  America  created  an 
alternative  economic  and  political 
system  that  people  everywhere 
chose  to  join. 

This  is  precisely  the  task  ahead 
if  we  hope  to  defeat  violent  ex- 
tremism. The  U.S.  and  Europe 
must  find  a  way  to  fight  a  long  war 
against  terrorism  without  losing 
the  advantages  of  open  societies 
and  globalization.  They  must  con- 
cede that  differences  between 
them  will  continue,  yet  remain 
committed  to  a  common  goal. 
And  they  must  create  Marshall 
Plan  equivalents  for  the  Middle 
East  to  build  modern  economic 
and  political  alternatives  for  Arab 
children  so  they  won't  be  drawn  to 
a  life  of  intolerance,  ignorance, 
and  suicidal  fanaticism. 

The  March  11  bombings  are  an 
opportunity  for  the  Bush  Admin- 
istration to  reach  out  to  Europe.  It 
is  a  moment  we  must  seize  to 
build  a  broad,  antiterrorist  cam- 
paign with  Europe  with  the  scope 
of  the  Cold  War.  Yet  Washington's 
response  to  the  horrors  of  Madrid 
has  been  strangely  weak.  There 
have  been  a  few— too  few— warm 
words  of  solidarity,  but  no  grand 
gesture.  The  White  House  ap- 
pears frozen,  locked  in  Presiden- 
tial campaign  mode,  unable  to  take  advantage  of  what  is  a  crit- 
ical time  for  moving  beyond  differences  that  divide  to  common 
causes  that  unite  Europe  and  the  U.S. 

The  Target  Is  All  Open  Societies 

THE  DANGER  IS  THAT  policymakers  on  both  sides  of  the  At- 
lantic will  take  away  the  wrong  lessons  from  Madrid.  If  Euro- 
peans believe  that  the  bombings  teach  the  need  to  disengage- 
that  terrorism  can  be  avoided  by  isolating  themselves  from  the 
U.S.— they  are  paving  the  way  for  more  havoc.  There  were  those 
on  both  the  left  and  right  in  Europe  before  March  11  who 
thought  they  could  avoid  terrorism  by  focusing  on  internal 
business,  keeping  their  heads  down,  and  appeasing  the  Arab 
world  with  a  pro-Palestinian  stance.  They  are  now  calling  for 
Italy,  Poland,  and  the  Nether- 
lands to  distance  themselves 
from  the  U.S.  by  withdrawing 
troops  from  Iraq,  as  the  new 
Socialist  government  in  Spain 
promises  to  do. 

There  is  growing  popular 
support  for  this  disengage- 
ment. The  latest  European 
survey  by- the  Pew  Research 
Center  for  the  People  &  the 
Press  shows  enormous— and 
growing— mistrust  of  U.S. 
leadership,  and  public  de- 
mands to  separate  from  the 
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The  Iraq  invasion  squandered 
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The  Bad  News:  Europeans 
Grow  More  Wary  of  the  U.S. 

Percentage  of  people  who  view  the  U.S.  favorably' 
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*  From  a  telephone  poll  of  500  people  in  Britain.  504  in  France,  and  500  in  Germany  taken 
Feb  19-Mar  3. 2004.  Margin  of  error  4%-5%. 
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U.S.  in  foreign  and  security  poli 
Yet  for  all  the  disagreeme 
over  Iraq,  Europe  cannot  esca 
terrorism  by  isolating  itself  fh 
America.  The  videotape  celebr; 
ing  the  killing  of  200  innoce 
people  in  Madrid  said  it  was  in  i 
sponse  to  Spain's  "crimes"  cor 
mitted  by  supporting  the  U 
against  the  Taliban  in  Afghanist; 
as  well  as  Iraq.  Spain  was  attack 
because  it  opposed  the  kind  of  i 
tolerant     fundamentalism     th 
threatens  everyone  in  the  We 
France,  too,  is  accused  of  "parti^ 
paring  in  a  hateful  crusade  again 
Islam"  by  Islamic  radicals  becau 
of  its  new  policy  of  banning 
head  scarf  in  public  classroo 
And  Britain,  Germany,  and 
Netherlands  bred  al  Qaeda  ce 
long  before  the  U.S.  invaded  In 
There  is  no  escape  for  Europe 
lamic    fundamentalism   oppo 
Western  democracies  not  for  wl 
they  do  but  for  what  they  are. 

The  parallel  danger  is  that  tl 
U.S.  misreads  Madrid  and  isolat<  K 
itself  further  from  Europe.  Mai 
in  Washington  see  the  defeat  of  i 
Spanish  government  ally  following  the  March  11  terrorist  attai 
as  another  example  of  feckless,  unreliable  Europeans  who  tui 
tail  under  pressure.  The  Bush  White  House,  perhaps  unduly  ii 
fruenced  by  Robert  Kagan's  book,  Of  Paradise  and  Power:  Ame 
ica  and  Europe  in  the  New  World  Order,  sees  Europe  as  effet 
weak,  inward-looking,  and  lacking  fortitude  in  the  fight  again 
radical  fundamentalists.  The  Administration  has  been  espc  [ 
daily  demeaning  to  France. 

Kagan  is  dead  wrong  about  most  of  Europe,  and  about  Franc 
in  particular.  France  is  a  natural  ally  of  the  U.S.  in  battling  glol 
al  terrorism  because  it  has  an  intimate  knowledge  of  the  enerr 
and  the  terrain.  It  has  been  fighting  Islamic  fundamentalism  f; 
longer  than  America  has— and  has  been  a  repeated  target  of  I 
lamic  terrorism  since  the  early  '80s.  France  has  been  helping  tl 
Algerian  military  suppress  a  bloody  Islamist  insurrection  fc 
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must  see  that 
disengagement 
isn't  the  answei| 
—and  the  U.S. 
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'er  a  decade.  It  has  supported  Egypt  in  its  battle  against  ter- 

rists.  On  Mar.  3  it  outlawed  the  wearing  of  head  scarves  in 

lblic  schools.  While  Americans  might  interpret  this  as  in- 

inging  on  religious  freedom,  the  French  see  it  as  a  reaffirma- 

jn  of  their  nation's  commitment  to  a  secular,  modern  society. 

There  is  nothing  effete  about  France's  military,  either.  The 

juntry  spends  about  as  much  on  it  as  the  U.S.  and  Britain— 

;  2%  to  4%  of  gross  domestic  product— and  stations  about  the 

ime  percentage  of  its  troops  overseas— 25%  of  its  operational 

rces.  It  has  200  special-forces  soldiers  chasing  Osama  bin 

iden  along  the  Afghanistan-Pakistan  border.  France  broke 

ith  the  U.S.  over  Iraq,  but  it  is  in  full  agreement  when  it  comes 

■  terrorism.  Indeed,  after  March  11,  France's  influential  center- 

ft  newspaper  Le  Monde  wrote:  "  Europeans  may  now  be  forced 

admit  that  a  new  form  of  world  war  has  been  declared." 


policy  of  Prevention 

If  IS  INCREASINGLY  CLEAR  that  the  Bush  Administration's 
nilateralism  in  Iraq  created  a  major  diversion  from  the  larger 
( ar  against  terrorism  and  a  major  division  among  the  allies  in 
;hting  it.  The  September  11  World 
ade  Center  catastrophe  and  the  war  in 
.fghamstan  brought  the  U.S.  and  Eu- 
l>pe  as  close  as  they  have  ever  been  in 
ghting  a  common  enemy.  But  the 
rhite  House's  adherence  to  a  one-sided 
[reign  policy  led  the  U.S.  into  Iraq 
ithout  the  legitimacy  of  either  NATO, 
^e  UN.,  or  a  coalition  of  all  the  major 
ations  that  have  stood  with  America  in 
mes  past.  Unilateralism,  not  terrorism, 
parated  Europe  from  America. 
What  is  needed  now  is  a  new,  inclu- 
ve,  Cold  War-type  foreign  policy  that 
inds  the  U.S.  and  Europe  together  in 
hat  will  be  a  long  war  against  Islamic 
rrorism.  Containment  provided  the 
v-erarching  intellectual  framework  for 
mducting  a  multilateral  foreign  policy 
gainst  communism.  As  the  Bush  Ad- 
iinistration  correctly  pointed  out  after 
ptember  11,  suicidal  terrorists  cannot 
contained.  They  must  be  prevented 
om  acting.  Preventing  terrorist  cells 
om  operating  inside  Europe  and  the 
.S.  and  preventing  countries  around 
le  world  from  aiding  them  should  be 
le  top  priority.  Agreeing  on  a  set  of 
iles  of  prevention,  as  America  and  its 
Hies  agreed  on  the  rules  of  contain- 
lent,  is  the  key  task  ahead. 

Whether  Europe  recognizes  it  or 
/ashington  admits  it,  the  U.S.  has  been 
loving  closer  to  Europe  on  major  for- 
ign  policy  issues.  Creeping  multilater- 

tism  has  been  replacing  strict  unilater- 
ism  in  the  Bush  Administration  for 
lore  than  a  year.  After  unilaterally  tear- 
lg  up  the  Kyoto  Treaty  on  global 
rarming  and  walking  away  from  the 
uti-Ballistic  Missile  Treaty  with  Russia, 
le  White  House  has  turned  to  China 
)r  help  in  defusing  the  North  Korea 


The  Good  News: 

Iraqis  Say  Their  Lives 

Are  Improving 

Are  conditions  in  Iraq  better  or  worse 
than  they  were  before  the  war?* 

BETTER 

WORSE 

Schools 

47% 

9% 

Household  basics 

47 

16 

Crime  protection 

50 

21 

Medical  care 

44 

16 

Clean  water 

41 

16 

Local  government 

44 

16 

Additional  goods 

44 

17 

Security 

54 

26 

Electricity 

43 

23 

Jobs 

39 

25 

*  From  a  survey  ol  2.700  Iraqis  taken  Feb  9-28  Margin  of  error  +/■  2%. 
■MB         Data:  International  Strategy  &  Investment  Group.  ABC  News 

nuclear-arms  problem,  the  International  Atomic  Energy  Agency 
for  help  in  denuking  Iran,  and  France  in  stabilizing  Haiti. 

The  Bush  Administration  also  realizes  that  it  lacks  legitima- 
cy in  Iraq  and  is  returning  to  the  U.N.  for  help.  Despite  Ameri- 
ca's massive  power  and  good  intentions,  even  those  liberated 
from  Saddam  Hussein's  dictatorship  want  the  U.S.  to  get  the 
U.N.'s  blessing  for  setting  up  free  elections.  Iraq  is  also  showing 
the  limits  of  U.S.  power.  America's  military  is  stretched  between 
the  fighting  in  Afghanistan  and  Iraq,  and  its  budget  is  sagging 
under  the  expense  of  the  occupation.  The  U.S.  needs  Europe  to 
shoulder  some  of  the  burden. 

The  U.S.  and  Europe  also  share  common  views  on  the  Middle 
East.  Despite  differences  over  how  to  settle  the  Israeli-Palestinian 
conflict,  both  agree  that  the  remaking  of  the  Middle  East  de- 
mands the  draining  of  the  swamp  of  poverty,  ignorance,  and  dic- 
tatorship. America's  unilateral  invasion  and  the  postwar  chaos 
alienated  Europeans  and  some  Iraqis.  But  there's  no  denying  that 
on  the  ground,  the  situation  is  finally  improving.  Oil  production 
is  back  up  to  prewar  levels.  And  a  year  after  the  launch  of  the  U.S. 
war  against  Saddam,  two  surveys,  by  ABC  News  and  BBC  News, 
show  that  Iraqis  feel  better  today  than  under  Saddam.  By  two- 

and  sometimes  three- 
BACK  IN  CLASS  to-one,  Iraqis  say 
More  Iraqis  schools,  crime,  elec- 
acknowledge  ^^^  medical  care, 
that  lite  is  clean  water,  even  secu- 

Saddam  rity  is  better,  according 

^^^^m  to  ABC.  And  it's  worth 

remembering,  amid 
the  headlines  of  continued  bombings  in 
Baghdad,  that  80%  of  Iraqis  are  Kurds 
and  Shiites  who  live  in  regions  that  are 
mostly  peaceful. 

New  Spanish  Prime  Minister  Jose 
Luis  Rodriguez  Zapatero  is  simply 
wrong  in  saying  that  "the  war  in  Iraq 
was  a  disaster,  and  the  occupation  con- 
tinues to  be  a  disaster."  In  four  months, 
sovereignty  will  pass  from  America  to 
Iraq  under  U.N.  auspices,  and  free  elec- 
tions will  be  held  months  after  that. 
This  vision  for  bringing  representative 
government  and  human  rights  to  the 
Middle  East  is  one  that  Europe  shares 
with  America.  The  June  hand-off  of  sov- 
ereignty to  Iraqis  could  be  the  moment 
when  Europe  and  the  U.S.  get  beyond 
their  differences  on  the  runup  to  the 
war  to  work  together  to  build  a  pros- 
perous, democratic  Iraq. 

March  11,  like  September  11,  was  a 
day  of  such  deep  tragedy  and  trauma 
that  it  shifts  the  course  of  history.  But 
which  way?  If  al  Qaeda  succeeds  in 
splitting  Europe  from  America  by 
spilling  innocent  blood,  it  will  have  won 
a  victory  of  monumental  proportions. 
If,  instead,  the  U.S.  and  Europe  find  the 
will  to  recognize  their  common  values 
and  their  common  enemy,  the  job  of 
preparing  for  the  new  Cold  War  against 
Islamic  terrorism  can  truly  begin.  ■ 

-With  John  Rossant  in  Paris  and 
Stan  Crock  in  Washington 
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HOMELAND  SECURITY 


THE  HARD  LESSON 
OF  MADRID 

There  are  too  many  holes  in  the  safety  net 
Here's  what  the  U.S.  still  needs  to  do 


ANDALL  J.  LARSEN  WAS 
briefing  Vice-President 
Dick  Cheney  on  home- 
land security  last  year 
when  the  Vice-President 
asked  him  what,  exactly, 
does  a  bioweapon  look 
like?  Larsen,  an  expert  on  terrorism, 
reached  into  his  pocket  and  pulled  out  a 
test  tube  filled  with  bacteria  spores  that 
had  been  "weaponized"— pulverized  into 
easily  inhaled  particles.  "The  Secret  Ser- 
vice was  not  amused,"  recalls  Larsen, 
who  carries  the  vial  to  briefings  to  make  a 
point:  The  U.S.  still  isn't  fully  aware  of  its 
many  vulnerabihties. 

Two  and  a  half  years  without  a  major 
terrorist  attack  at  home  have  left  Ameri- 
cans feeling  more  confident  about  their 
security.  But  the  March  11  attack  in 
Madrid  that  claimed  more  than  200  lives 
has  renewed  fears  that  al  Qaeda  remains 
capable  of  finding  and  attacking  the 
weak  spots.  That  has  kicked  off  a  debate 
over  whether  the  USA  Patriot  Act,  airport 
shoe  inspections,  two  foreign  wars,  and  a 
reorganization  of  the  government's 
homeland  security  efforts  have  reduced 
the  threat  to  the  nation  that  Osama  bin 
Laden  regards  as  target  No.  1. 

The  verdict:  We  could  do  a  lot  better. 
Competing  political  and  economic  forces 
have  created  a  mishmash  of  odd  priorities 
and  security  gaps.  Most  obvious  is  the  dif- 
ference between  tight  airport  security  and 
the  total  lack  of  screening  on  America's 
trains.  Scanning  all  railroad  baggage  and 
passengers  for  weapons  and  explosives, 
airport-style,  and  securing  22,000  miles 
of  passenger  track  "just  isn't  feasible," 
says  an  .Amtrak  spokesman.  But  im- 
provements are  in  the  works.  Amtrak,  for 
example,  has  added  bomb -sniffing  dogs 
and  is  spending  $1  billion  to  improve 
safety  at  six  New  York  train  tunnels. 
While  that's  a  start,  better  security  for  the 
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database.  Consolidating  12  different  d 
bases  from  nine  separate  agencies  i 
easy,  but  it's  vital.  Similarly,  airline  a 
still  isn't  being  screened  for  explosives, 
blastproof  cargo  containers,  an  avails  1 
technology,  could  provide  an  interim  s  , 
Even  more  important,  the  use  of  advan  L 
biometrics,  such  as  fingerprint  or  reti  [ 
scans,  on  passports  and  visas  and  the  lj 
traduction  of  a  computer  system  to  tr  L 
entries  and  exits  from  the  U.S.  have  been  I 
layed  far  too  long.  Says  Richard  Willia  \ 
a  security  consultant  with  Stafford  (V 
Three  Worlds,  "We  are  missing  criti 
ements  of  our  technology." 

RANK  THE  THREATS:  Al  Qaeda  sets 
sights  on  big  targets  and  spectacular  b 
counts.  "It's  a  stupid 
proach, because  tb 
tacks  are  harder  to  p 
harder  to  coordinate,  I 
to    stop,' 


■OS 


iponi 


easier 

William  F.  Wechsler  _ 
former  White  House  t  H*j . 
rorism  expert  So  the  I  h 
should  focus  on  preve 
ing  attacks  that  wo 
produce  the  biggest  ca  Hit 
alties.  That  means  hi  ..J 
ing    the    internatio  * 
black  market  trade  in  i  j 
clear  bomb  componei 
which  could  end  up  [] 
the  hands  of  terrori  « 
Similarly,       radioacr  J 
components  at  hospiifc 
used  to  detect  and  tr  I 
illnesses  such  as  can 
need  to  be  better  secu: 
against  theft  so  that  ti  . 
cant  be  fashioned  u     , 
dirty  bombs. 

REGULATE    RIS 
BUSINESS:     Vulneral 
businesses,  such  as  t 


chemical  and  food-pj 
cessing  industries,  ha 
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ON  ALERT  A  U.S. 

Customs  officer  in 
Buffalo  inspects  a 
bus  from  Canada 


country  as  a  whole  will  require  more 
sweeping  measures  and  smarter  strate- 
gies. Among  the  steps  that  could  help: 

ADOPT  TECHNO-FIXES:  Three  years  after 
the  September  11  hijackers  evaded  detec- 
tion by  immigration  and  intelligence  au- 
thorities, federal  agencies  protecting  the 
border  still  can't  compare  visitors'  finger- 
prints with  an  FBI  criminal  and  terrorist 


r--  .. 
DC; 

let 

lies 

tr 


lobbied  intensely— a  F 
successfully— to    avc 
such  safety  measures 
submitting  to  strict  i 
spections.  And  Congn  1 
and  the  Administrate 
have  largely  adopted 
hands-off  approach 
imposing  such  standards,  preferring  v 
untary  industry  measures  instead.  I 
that  approach  hasn't  worked. 

No  sector  is  more  vulnerable  to  a  cail 
strophic  terrorist  attack  than  the  chemic 
industry.  Though  the  industry  argues 
can  manage  safety  issues  on  its  own,  ma 
critics  contend  it  has  given  short  shrift 
anti-terrorism  planning.  That's  worrisor 


acause  the  Environmental  Protection 
gency  has  said  that  a  bomb  attack  on 
"  1st  one  of  any  of  123  chemical  facilities 
i  the  country  could  result  in  a  stagger- 
ig  one  million  deaths  downwind.  "It  is 
le  most  extreme  example  of  industry 
oecial  interests  defeating  the  public 
aod,"  says  economist  Peter  R.  Orszag  at 
le  Brookings  Institution.  Like  the  heav- 
y  regulated  nuclear  industry,  chemical 
lanufacturers  and  handlers  should  be 
quired  to  dramatically  enhance  their 
rotections.  That  could  require  some  fed- 
kal  aid,  much  as  Washington  has  aided 
irlines  with  $15  billion  in  loan  guaran- 
■es  and  grants. 

EXPAND  INTELLIGENCE:  The  most  ef- 
cient  dollars  are  spent  on  stopping 
^rrorists  before  they  enter  the  U.S.  or 
efore  they  can  assemble  their 
reapons  and  conspirators.  "The 
capons  are  already  here— Mo- 
ammed  Atta  and  Timothy  McVeigh 
nowed  that,"  says  Larsen.  "What  we 
eed  to  screen  against  are  the  people." 
That  requires 
cooperation  be- 
tween federal 
agencies  and 
650,000  local 
and  state  cops, 
who  should  also 
be  tied  into  feder- 
al databases  on 
terrorism.  Local 
police  have  to 
get  smarter,  too. 
Chicago  and 
many  other  cities 
hould  stop  prohibiting  their  police 
ora  checking  immigration  status. 
Of  course,  Washington  could  overdo 
.  Civil  libertarians  are  rightfully  wary  of 
omputer  databases  falsely  implicating 
eople  as  possible  terrorists.  Businesses 
bar  the  loss  of  competitiveness  that 
bmes  from  higher  security  costs  and  in- 
fficient  mandates.  "We  could  spend 
very  last  nickel  of  our  gross  national 
roduct  trying  to  make  ourselves  more 
ecure,"  warns  Jamie  Gorelick,  a  member 
f  the  blue-ribbon  federal  panel  investi- 
ating  the  September  11  attacks. 

But  if  America  is  to  remain  a  free, 
rosperous,  and  open  society,  it  will  have 
d  reassess  the  risks  and  adjust  to  new 
ircumstances.  The  U.S.  can't  afford  to 
reak  the  bank  on  security.  But  it  can't  af- 
Drd  to  ignore  the  hidden  threats,  either. 
Tiafs  the  hard  lesson  of  Larsen's  tiny 
est  tube— and  of  Madrid.  ■ 

By  Paul  Magnusson,  with  Lorraine 

Woellert,  Stan  Crock,  and  Mike 

McNamee  in  Washington 
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COMMENTARY 


BY  STANLEY  REED 


Saudi  Arabia  Wakes  Up 
To  Terror's  Dangers 

The  kingdom  is  finally  taking  on  al  Qaeda 


ON  MAR.  15,  two  men  in 
a  jeep  ran  a  police 
checkpoint  in  a  Riyadh 
residential  district.  Af- 
ter a  car  chase,  both 
fugitives  were  killed  in  a  wild  gun 
battle  that  left  police  vehicles 
riddled  with  bullets.  The  Saudi  au- 
thorities identified  the  dead  as 

Khalid  Ali  Haj,  a  senior  al  Qaeda  opera- 
tive of  Yemeni  origin,  and  Abdul  Rah- 
man Yazji,  a  Saudi  associate.  Haj  was 
said  to  be  No.  3  on  the  Saudi  govern- 
ment's wanted  list  of  26  top  militants. 

Shootouts  are  part  of  life  in  Saudi  Ara- 
bia these  days— and,  in  a  strange  way, 
this  is  encouraging.  Osama  bin  Laden's 
former  homeland  may  have  been  slow  to 
join  the  battle  against  Islamic  militants, 
but  the  Saudi  government  is  now  deter- 
mined to  eliminate  the  violent  cells  bent 
both  on  killing  Americans  and  other  ex- 
patriates and  on  overthrowing  the  Al 


Saud  royal  family.  And  the  frustratingly 
slow  pace  of  reform  is  speeding  up- 
even  if  more  can  be  expected  in  econom- 
ic areas  than  on  hot  button  issues  such  as 
education  and  women's  rights. 

The  Saudis  are  reacting  to  what  they 
call  their  own  9/11:  the  multiple  bomb- 
ings in  Riyadh  that  killed  35  people  last 
May,  followed  by  the  bombing  of  a  hous- 
ing compound  in  the  capital  that  killed 
18  in  November.  The  bombers  aimed  to 
create  chaos  to  spur  the  House  of  Saud's 
overthrow,  but  the  violence  is  having  the 
opposite  effect.  "Before,  the  public  was 
probably  in  denial.  Now,  they  realize  we 
have  a  serious  problem,"  says  Abdul 
Muhsin  Al-Akkas,  a  member  of  the  Shu- 
ra  Council,  the  appointed  Parliament. 

Under  pressure  from  both  foreign  and 
domestic  critics,  the  Saudis  are  begin- 
ning to  talk  about  long-festering  issues. 
That's  the  first  step  toward  finding  solu- 
tions to  problems  that  contribute  to  ex- 
tremism. The  business  community  is 
pushing  for  reform  because  it  sees  Saudi 
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Arabia  losing  out  to  more  open  neigh- 
bors such  as  Qatar  and  Dubai.  And  the 
once- docile  Saudi  press  has  become 
fairly  lively.  One  recent  article  in  the 
English-language  daily  Arab  News  re- 
ported that  Saudi  youths  often  rob  gas 
stations,  occasionally  beating  up  atten- 
dants. That's  a  surprising  revelation  in  a 
place  where  theft  is  thought  to  be  rare 
and  is  punishable  by  amputation. 

Clampdown 

THE  PRESS  IS  also  drawing  attention  to 
the  government's  campaign  against  the 
militants.  The  Al-Watan  daily,  for  in- 
stance, regularly  publishes  mug  shots  of 
the  most  wanted  al  Qaeda  types.  Re- 
wards of  more  than  $1  million  for  infor- 
mation on  the  whereabouts  of  suspects 
have  paid  off  with  at  least  one  arrest. 

In  all,  about  600  suspects  have  been 
jailed.  The  Saudi  authorities  are  also 
working  to  win  over  those  in  prison. 
They  have  persuaded  three  imprisoned 
radical  religious  leaders  to  recant  on 
TV— dealing  the  militants  a  further 
blow.  The  government  is  also  maintain- 
ing strict  control  over  the  content  of 
once-inflammatory  Friday  mosque  ser- 
mons and  has  scrapped  some  hopeless- 
ly xenophobic  school  textbooks. 

Savvy  Saudi  leaders  know  that  killing 
militants  or  locking  them  up  is  not 
enough.  They  are  also  trying  to  address 
frustrations  such  as  the  lack  of  repre- 
sentative government.  The  Shura  Coun- 
cil has  been  given  more  power  to  initiate 
legislation,  while  the  government  has 
promised  elections  to  new  municipal 
councils  in  the  fall.  Crown  Prince  Ab- 
dullah, the  de  facto  ruler,  is  sponsoring 
a  "national  dialogue"  in  which  sensitive 
topics  such  as  extremism,  education,  the 
role  of  women,  and  the  grievances  of  the 
Shiite  Muslim  minority  are  discussed  at 
public  meetings. 

Simultaneously,  the  government  real- 
izes it  needs  to  do  more  to  pump  up 
economic  growth  to  reduce  unemploy- 
ment, now  estimated  at  13%  among 
Saudi  males.  It  is  gradually  forcing  busi- 
nesses to  replace  some  of  the  millions  of 
expatriate  workers  with  Saudis.  High  oil 
prices,  which  have  fueled  stock  and  real 
estate  booms,  have  also  helped.  Because 
oil  is  so  crucial  to  Saudi  economic  per- 
formance, a  price  crash  could  quickly 
bring  back  gloom,  as  could  a  failure  by 
the  government  to  follow  through  on 
promising  reforms.  But  for  now,  the 
threat  from  al  Qaeda  has  kicked  Saudi 
society  into  action— and  may  be 
spurring  the  system  to  save  itself.  H 
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ARE  REFINERS  BOOSTING 
THE  PAIN  AT  THE  PUMP? 

They're  reluctant  to  increase  production 
lest  profits  take  a  hit 


GASOLINE  PRICES  ARE 
near  all-time  highs  even 
though  the  peak  sum- 
mer driving  season  is 
months  away.  The  na- 
tional average  for  regu- 
lar gasoline  was  $1.72  a 
gallon  in  mid-March— an  18%  hike  in  just 
three  months.  In  Los  Angeles  and  San 
Francisco,  the  average  price  was  around 
$2.15,  and  super  went  for  a  supercharged 
$2.35.  Nor  is  the  worst  over:  On  Mar.  17, 
the  Energy  Dept.  announced  that  inven- 
tories of  gasoline  had  dropped  again— the 
seventh  time  in  the  last  eight  weeks.  That 
raises  the  likelihood  that 
prices  will  go  up  another 
dime  or  so  in  coming  weeks. 
What's  going  on?  With 
global  supplies  of  crude 
tight  and  OPEC  increasingly 
willing  to  flex  its  muscles, 
the  dominant  factor  in  high 
gasoline  prices  is,  of  course, 
$38-a-barrel  oil.  That's 
where  oil  prices  stood  on 
Mar.  17— the  highest  since 
Oct.  16,  1990,  prior  to  the 


The  risk 
remains  that 
refining 
bottlenecks 
will  worsen 
price  spikes 


Gulf  War.  But  there's  another  factor:  t 
dysfunctional  U.S.  refining  industry, 
which  the  slightest  disturbance  sen 
prices  through  the  roof. 

After  years  of  skimpy  investment,  I 
fineries  are  chronically  overtaxed,  ru 
ning  at  better  than  90%  of  capacity 
average.  And  differing  environmen 
regulations  can  make  it  impossible  1 
refiners  in  one  region  to  relieve  sho 
ages  in  neighboring  areas.  Even  oil  i 
dustry  honchos  say  something 
wrong.  Notes  Exxon  Mobil  Corp.  Cha 
man  and  CEO  Lee  R.  Raymond:  "The 
are  fewer  and  fewer  degrees  of  flexibi 
ty  in  the  system." 

Refiners  are  runni 
near  capacity  becau 
they  have  little  incentive 
build  more.  For  starte 
they  make  more  mon 
when  supplies  are  ng. 
Refining  profit  margins 
the  last  week  of  Februa 
were  $6.74  a  barrel,  vs 
five-year  average  of  S 
according  to  data  collect 
by    UBS.    In    Californ 
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where  refiners  have  a  long  history  of  high 
profit  margins,  the  late-February  refining 
margin  was  $13.78  a  barrel.  That's  double 
the  five-year  average  of  $6.76,  UBS  says, 
though  margins  have  since  come  down. 

Refining  is  hardly  a  model  of  pure 
competition.  A  merger  wave  has  left 
ownership  highly  concentrated,  and  the 
big  players  know  that  any  large  increase 
in  their  output  would  push  down  prices 
and  shrink  profits.  According  to  an  analy- 
sis of  corporate  filings  by  Public  Citizen's 
Energy  Program,  a  liberal  research 
group,  the  top  five  refiners  controlled  51% 
of  domestic  capacity  last  year,  while  the 
top  10  controlled  77%.  That's  a  sharp  in- 
crease from  10  years  earlier,  when  the  top 
five  had  just  33%  and  the  top  10  had  54%. 

A  PREFERENCE  FOR 'CREEP' 

EVEN  IF  REFINERS  were  eager  to  build 
plants,  they  would  face  daunting  costs— 
more  than  $2  billion  per  plant,  partly  the 
result  of  strict  pollution  controls.  Then 
there's  the  inevitable  not-in-my-backyard 
opposition.  After  all,  refineries  are  smelly 
and  ugly.  Moreover,  lots  can  go  wrong. 
Houston  entrepreneur  John  R.  Stanley 
spent  the  1990s  trying  to  modernize  a 
shuttered  Louisiana  refinery.  Cost  over- 
runs and  operational  snafus  racked  up 
more  than  $1  billion  in  debt  before  the 
business  entered  bankruptcy  in  1999.  San 
Antonio-based  Valero  Energy  Corp. 
bought  the  refinery  last  year  for  $500  mil- 
lion. That,  it  figures,  is  just  20%  of  the  to- 
tal that  had  been  invested  in  the  plant. 

Valero  is  typical  in  its  preference  for 
growth  through  acquisition  of  existing 
refineries,  rather  than  breaking  ground 


IN  CALIFORNIA  Supplies 

are  among  the  tightest 
in  the  country 

smaller  plants.  Shell  Oil 
Co.  plans  to  shut  one  in 
Bakersfield,  Calif.,  on 
Oct.  1,  even  though  the 
state  has  some  of  the 
country's  worst  supply 
problems.  Shell,  which 
didn't  try  to  find  a  buyer 
for  the  refinery,  says  not 
enough  oil  is  available 
locally  to  keep  it  sup- 
plied. But  in  a  letter  to 
the  Federal  Trade  Com- 
mission, Senator  Ron 
Wyden  (D-Ore.)  ques- 
tions that  explanation 
and  asks  whether  the 
closure  will  "cause  fur- 
ther anticompetitive 
problems  in  West  Coast 
gasoline  markets,  such 
as  raising  prices  or  re- 
stricting supply." 

Wyden  isn't  the  only 
lawmaker  on  the  refiners' 
case.  A  400-page  report  in  2002  by  the 
staff  of  the  Senate's  Permanent  Subcom- 
mittee on  Investigations,  then  chaired  by 
Democrat  Carl  Levin  of  Michigan,  uncov- 
ered several  internal  memos  in  which  oil- 
industry  execs  advocated  measures  to 
hold  back  refinery  output  to  keep  gas 
prices  high.  That  report  trumpeted  an  ear- 
lier FTC  analysis  showing  that,  according 
to  one  method  of  calculating  market 
concentration,  28  states  had  "tight  oli- 
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Squeeze 

Tight  capacity 
keeps  prices  nigh 


Though  they're 
running  hard... 

Refinery  utilization 


...and  gas  prices 
are  soaring... 

3-month  change 


to  comply  with  new  federal  low-si 
standards.  And  some  imports  come 
unreliable  sources  such  as  Venezue 
In  contrast  with  the  debate  over  the 
dustry's  structure,  there's  near  unanimj 
that  differing  regional  blends  of  gasol 
contribute  to  higher  prices  by  making 
harder  for  refineries  to  ship  gasoline 
hard-up  regions  with  incompatible  form) 
lations.  Many  analysts  are  worried  at 
the  possibility  of  a  big  price  spike  in 
York  and  Connecticl 


...refiners  don't  plan 
to  grow 

U.S.  refinery  expansions 


12-month  average 


National  average,  Dec.  15-  Mar.  15     Capacity  increase  forecast,  2004-06 

Data:  Energy  Dept.  0 


for  new  ones.  "We  don't  have  any  plans 
to  build  a  grassroots  refinery,"  says 
William  E.  Greehey,  the  chairman  and 
CEO.  To  the  extent  that  the  industry  has 
boosted  capacity,  it  has  come  instead 
through  "creep"— lingo  for  adding  to  ex- 
isting plants.  Overall,  refining  capacity 
has  risen  just  8%  inside  the  U.S.  since 
1996,  vs.  13%  outside  the  U.S.,  according 
to  data  compiled  by  Oil  &  Gas  Journal 
and  brokerage  Friedman,  Billings,  Ram- 
sey &  Co. 

Another    reason    for    the    capacity 
squeeze:  The  industry  is  also  closing 
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gopolies"  in  2000,  up  from  14  in  1994. 
Refining  execs  argue  their  business  is 
competitive.  But  the  fact  is,  the  main  re- 
lief for  consumers  in  recent  years  has 
come  from  imported  gasoline,  which  ac- 
counts for  around  10%  of  domestic  sup- 
ply. That's  double  the  5%  of  a  decade  ago. 
Trouble  is,  relief  isn't  instant.  With  the  ex- 
ception of  neighboring  Canada,  foreign 
refiners  take  longer  than  domestic  ones  to 
step  up  deliveries  when  supply  falls. 
Earlier  this  year,  in  fact,  imports  actually 
fell  from  the  level  of  a  year  earlier— possi- 
bly because  foreign  refiners  needed  time 


because  those  stai 
began  using  ethar 
as  an  oxygenate  adi 
tive  this  year.  June 
the  deadline  for  sta 
ing  to  sell  the  summ 
blend,  which  must  r 
evaporate  and  polli 
the  air  when  pump 
on  hot  summer  days.  Prices  could  rise  3' 
to  40<t  per  gallon  if  there's  a  shortage,  t 
Energy  Dept.  concluded  last  year. 

That's  the  kind  of  thing  that  can  happ 
when  an  industry  is  overstretched.  Yet 
little  momentum  exists  for  standardize 
environmental  regulations  as  there  is  f 
boosting  refining  capacity.  That  may 
great  news  for  the  refinery  industry.  B 
U.S.  drivers  are  going  to  have  to  get  used 
those  wild  upward  price  swings.  II 

-By  Peter  Coy  in  New  York,  wi 

Stephanie  Anderson  Forest  in  Dallas  at 

Christopher  Palmeri  in  Los  Ange.\ 
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TRADE 


WHY  CHINA  IS  MAKING 
THE  VALLEY  FRET 

U.S.  chipmakers  worry  that  a  new  Wi-Fi 
standard  puts  their  businesses  at  risk 


ALL  MINE  US 

tech  outfits  don't 
want  to  give  away 
trade  secrets 


? 


TRADE  DISPUTE  THAT 
has  been  quietly  fester- 
ing for  months  burst 
into  the  open  on  Mar. 
10.  That's  when  Intel 
Corp.  announced  it 
wouldn't  comply  with  a 
looming  deadline  that  the  Chinese  gov- 
ernment has  set  for  so-called  Wi-Fi  chips, 
which  let  PCs  and  other  electronic  devices 
connect  wirelessly  to  the  Web.  By  June  1, 
Beijing  wants  component  makers  to  in- 
corporate its  own  standard  for  wireless 
security  into  any  chips  sold  in  China.  The 
problem:  Complying  could  mean  turning 
over  proprietary  technology  to  one  of  24 
government-sanctioned  companies. 

Intel's  announcement  underscores 
growing  fears  in  Silicon  Valley  that  Beijing's 
motive  is  to  boost  its  nascent  chip  industry. 
Beijing  denies  that,  saying  its  main  aim  is  to 
ensure  that  the  Wi-Fi  technology  used  in 
China  is  secure.  But  U.S.  tech  companies 
aren't  buying  it,  and  they're  lobbying 
Washington  to  step  in.  If  the  rule  is  allowed 
to  stand,  U.S.  tech  execs  fear  Chinese  com- 
panies will  use  their  Wi-Fi  technology  to 
build  the  expertise  needed  to  grab  a  big 
share  of  the  growing  market  for  chips  in 
China.  And  later,  as  they  achieve  economies 
of  scale,  Chinese  chipmakers  could  become 
global  rivals.  Says  George  M.  Scalise,  presi- 
dent of  the  Semiconductor  Industry  Assn. 
(SLA):  "Once  you  start  down  this  path  by 
giving  in,  you  open  the  door  for  more  de- 
mands and  end  up  having  a  whole  bunch  of 
competitors  using  your  technology." 

A  RISK  OF  BEING  SHUT  OUT 

HOW  MUCH  TECHNOLOGY  should  be 
shared  with  Chinese  partners?  The  issue 
been  debated  for  years.  On  one  hand,  tech 
outfits  don't  want  to  give  away  trade  secrets 
that  will  spawn  low-cost  rivals.  But  if  they 
turn  down  the  government's  demands,  they 
risk  being  shut  out  of  a  fast-growing  mar- 
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ket.  "The  Chinese  are  customers  at  the  end 
of  the  day,"  says  Colin  L.  M.  Macnab,  vice- 
president  of  marketing  at  Atheros  Commu- 
nications Inc.,  a  Sunnyvale,  Calif,  chipmak- 
er.  "Telling  customers  they  can't  have 
things  isn't  good  for  business." 

Still,  it's  easy  to  see  why  U.S.  tech  com- 
panies have  misgivings  about  Beijing's  Wi- 
Fi  policy.  Over  the  years,  numerous  foreign 
tech  businesses  claim  they  have  suffered 
from  China's  weak  protection  of  intellectu- 
al property— from  Microsoft  Corp.,  which 
alleges  that  its  software  has  been  widely 
counterfeited,  to  Cisco  Systems  Inc.,  which 
last  year  sued  a  Chinese  hardware  maker 
over  allegations  that  it  copied  and  used  Cis- 
co networking  software.  And  while  Beijing 
has  reined  in  some  of  the  worst  excesses 
since  joining  the  WTO  two  years  ago,  much 
remains  to  be  done.  Most  important,  say  le- 
gal experts,  Chinese  legislation  to  protect 
intellectual  property  is  vaguely  worded  and 
difficult  to  enforce.  "It  has  been  half  meas- 
ures," says  Joseph  Simone,  a  partner  at 
Baker  &  McKenzie  in  Hong  Kong.  "They 
haven't  done  the  full  job." 

What's  more,  the  moves  to  force  for- 
eign chipmakers  to  share  their  Wi-Fi 
technology  come  as  China  is  plainly  try- 
ing to  ramp  up  its  domestic  chip  industry. 
That's  an  enormous  undertaking,  of 
course,  and  the  Chinese  remain  years  be- 
hind the  U.S.,  Europe,  and  other  Asian 
nations.  For  now,  the  budding  industry  is 
churning  out  low- end  semiconductors, 
including  commodity  memory  chips,  for 
relatively  simple  goods.  To  help  get 
things  going,  however,  the  Chinese  have 
levied  a  17%  value-added  tax  on  all  chip 
imports.  By  contrast,  domestic  chipmak- 
ers pay  the  equivalent  of  a  3%  tax.  U.S. 
tech  companies  have  been  lobbying 
Washington  to  file  a  WTO  complaint,  and 
the  U.S.  was  expected  to  do  so  on  Mar.  18. 

With  the  Chinese  starting  to  move  into 
microprocessors— the  guts  of  everything 
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from  PCs  to  telecom  networking  gear— f 
move  to  force  foreign  chipmakers  to  coo 
erate  with  and  possibly  turn  over  their  V> 
Fi  technology  to  local  partners  is  setting  ( 
alarms.  Intel  and  others  fear  that  if  they  c 
Chinese  rivals  will  move  into  more  cor 
plex  manufacturing  over  the  next  10  yea] 
Intel  could  be  particularly  vulnerab 
since  Centrino  integrates  a  Wi-Fi  tran 
mitter  with  a  microprocessor.  The  U.S.  gt 
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Jit  might  have  to  hand  over  key  knowhow 
o  make  the  Chinese  standard  work. 

China  says  U.S.  companies  are  over-re- 
icting.  Beijing  says— righdy— that  cur- 
en  t  Wi-Fi  security  is  weak;  it  argues  an 
mproved  standard  will  instill  greater 
mblic  confidence  in  the  technology.  It 
Jso  argues  that  it  is  far  more  efficient  to 
et  one  national  standard,  so  as  to  avoid 
he  confusion  that  can  occur  when  multi- 


ple standards  flourish.  And  behind  those 
reasons  lies  a  deeper  national  security 
concern:  Fearful  of  their  vulnerability  to 
spying,  the  Chinese  simply  don't  want  to 
depend  on  foreign  suppliers  for  crucial 
encryption  technology.  "The  Chinese 
have  adapted  a  lot  of  American  standards 
for  network  and  communication  equip- 
ment," says  Liu  Jiren,  chairman  and  CEO 
of  Neusoft,  a  software  developer  based  in 
the  northeast  of  China,  and  one  of  the  24 
companies  named  to  work  on  the  new 
Wi-Fi  standard.  "China  is  really  an  open 
country.  The  purpose  of  this  is  really  to 
make  [Wi-Fi]  safer  and  create  confidence 
so  people  will  use  the  mobile  network." 

AN  ESCALATING  DISPUTE? 

BUT  CHIPMAKERS  POINT  to  what  has 
happened  in  the  cell-phone  industry.  In  the 
late  1990s,  nearly  all  the  handsets  sold  in 
China  were  foreign-made.  Then  Beijing 
awarded  licenses  to  local  companies  and 
closed  the  market  to  new  foreign  players. 
To  gain  entry,  such  newcomers  as  Sam- 
sung and  LG  Electronics  teamed  up  with 
those  Chinese  companies.  While  both 
Samsung  and  LG  say  they  shared  technol- 
ogy for  a  piece  of  the  Chinese  market,  it 
has  cost  many  rivals  dearly.  Today, 
Chinese  companies  such  as  TCL  Corp.  and 
Ningbo  Bird  produce  tens  of  millions  of 
handsets  a  year— many  for  export. 

Will  the  Wi-Fi  dispute  escalate?  The  In- 
formation Technology  Industry  Council, 
National  Association  of  Manufacturers, 
and  SIA  all  contend  that  Beijing's  policy  vi- 
olates WTO  rules.  U.S.  trade  experts  tend  to 
agree.  Alan  William  Wolff,  a  trade  lawyer  at 
New  York-based  law  firm  Dewey  Ballan- 
tine,  says  China's  mandated  technology 
transfer  could  be  illegal  under  WTO  rules 
because  governments  are  not  allowed  to 
treat  foreign  companies  differentiy  from 
domestic  ones.  Moreover,  chipmakers 
have  already  agreed  upon  improved  inter- 
national standards  to  address  many  of  the 
Wi-Fi  security  issues  China  raises. 

That  view  is  hardly  unanimous,  how- 
ever. Because  the  WTO  rules  give  govern- 
ments some  flexibility  over  national  secu- 
rity concerns,  some  believe  Beijing  has  a 
case.  What's  more,  WTO  rules  also  allow 
governments  to  set  standards  so  long  as 
they  promote  market  efficiency.  But 
while  that  argument  is  valid,  lawyer  Si- 
mone  says,  "national  security  is  an  even 
bigger  trump  card." 

In  truth,  the  chipmakers  hesitate  to  in- 
volve the  WTO.  Understandably  leery  of 
alienating  China,  they  are  working  be- 
hind the  scenes  to  convince  Beijing  to  kill 
the  standard— or  at  least  allow  chips  us- 
ing the  international  standard  to  be  sold. 


Faustian 
Bargain 

Multinationals  have  worried 
about  providing  technology 
to  Chinese  partners  since 
the  '80s— but  Beijing  keeps 
making  demands 


RISK  VS.  REWARD 


To  get  access  to  China's  market  in  the 
1980s,  multinationals  had  to  set  up  joint 
ventures  and  share  technology  with  local 
Chinese  partners.  Some  Chinese 
companies  then  used  the  technology  to  set 
up  rival  operations. 

HOME  PHONE 

As  recently  as  the  late  '90s,  Motorola,  Nokia, 
Siemens,  and  Ericsson  dominated  China's 
cellular-phone  market.  Then  Beijing 
awarded  licenses  to  local  companies  and 
closed  the  market  to  other  toreign  players. 
Samsung  and  LG  shared  technology  with 
Chinese  partners,  which  quickly  learned  the 
cell-phone  business.  They  now  export 
handsets  around  the  world. 
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PPING  THE  ANTE 

Last  year,  China  mandated  its  own 

.  ption  standard  for  Wi-Fi  and  said 
foreign  chipmakers  would  have  to  team  up 
and  share  technology  with  one  of  24 
domestic  partners.  China  insists  it  is  only 
ensuring  that  WiFi  is  secure.  But  U.S. 
chipmakers  say  China's  aim  is  to  strengthen 
local  chipmakers. 


The  U.S.  government  has  also  written  to 
China,  while  trade  officials  have  pressed 
the  industry's  case  in  Beijing. 

The  dispute  could  drag  on  for  months, 
pressuring  chipmakers  to  fold  their  cards. 
Analysts  say  Intel  has  the  least  to  lose  by  re- 
fusing to  cooperate  with  the  Chinese,  at 
least  for  now,  since  Centrino  represents  a 
fraction  of  its  sales.  Atheros  and  Broadcom 
Corp.,  on  the  other  hand,  rely  heavily  on  Wi- 
Fi  technology  in  their  chips.  If  the  Chinese 
won't  compromise,  say  analysts,  they  may 
find  it  tougher  to  remain  out  of  the  market. 
How  the  issue  is  resolved  may  depend  on 
whether  U.S.  chipmakers  remain  united.  ■ 
-By  Cliff  Edwards,  in  San  Mateo, 
Calif.,  with  Jim  Kerstetter  in  San  Francis- 
co, Bruce  Einhorn  in  Hong  Kong,  and 
Paul  Magnusson  in  Washington 
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INVESTING 


LOWERING  THE  BAR 
FORTECHIPOs 

Risk  is  climbing  back  up  as  bankers  push 
Silicon  Valley  startups  to  go  public 


CHIEF  EXECUTIVE  HARRY 
E.  Gruber  admits  he 
couldn't  have  taken  Kin- 
tera  Inc.  public  a  year 
ago.  Investment  banks 
refused  to  back  most  ini- 
tial public  offerings  for 
tech  outfits  that  didn't  have  at  least  $60 
million  to  $80  million  in  sales  and  two 
quarters  of  profits.  Kintera,  which  makes 
management  software  for  nonprofits, 
lost  $9.9  million  in  2003  on  $8  million  in 
sales.  Now  bankers  are  lowering  the  bar. 
Kintera  got  the  green  light  for  an  IPO  on 
Dec.  18,  and  guess  what?  Its  stock  has 
doubled.  "You're  always  selling  the  fu- 
ture" in  an  IPO,  Gruber  says. 

Sound  familiar?  Throughout  Silicon 
Valley,  bankers  are  pushing  startups  to  go 
public— including  companies  whose  size 
or  red  ink  would  have  ruled  them  out  since 
the  bust  of  2000.  Citing  fears  that  election- 
year  uncertainties  will  send  stocks  lower, 
mid-tier  banks  like  S.G.  Cowen  Securities 
Corp.  and  Thomas  Weisel  Partners  LLC  are 
prodding  companies  as  small  as  $35  mil- 
lion in  sales  to  sell  shares,  the  companies 
say.  Profits  can  be  optional,  too,  if  the  com- 
pany is  close  to  black  ink.  Says  Bradford  C. 
Koenig,  co-head  of  tech  banking  at  Gold- 
man, Sachs  &  Co.,  which  is  wooing  candi- 
dates with  as  little  as  $40  million  in  sales: 
"The  market  is  more  open  to  companies  at 
earlier  stages  of  development." 

GROWTH  TRACK 

AND  HOW:  HALF  OF  the  26  companies  to 
go  public  this  year  have  lost  money  for  the 
last  12  months.  That's  up  from  30%  of  the 
138  companies  that  went  public  in  2002 
and  2003,"  says  Paul  Bard,  an  analyst  at 
IPO  boutique  Renaissance  Capital.  Of 
eight  tech  IPOs  this  year,  three  were  un- 
profitable but  all  are  within  six  months  of 
black  ink,  Bard  says.  Indeed,  most  upcom- 
ing IPOs  aren't  the  flimsy  concept  compa- 
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nies  of  1999  but  survivors  of  tech's  nuclear 
winter.  "We're  looking  for  IPOs  that  can  be 
much  larger  companies,"  says  Christopher 
J.  Ainley,  who  runs  the  TCW  Galileo  Small- 
Cap  Growth  Fund.  "Whether  they're  prof- 
itable when  they  come  out 
doesn't  really  matter." 

Speculative  IPOs  are  get- 
ting a  look  because  small 
caps  have  starred  in  the 
bull  market.  The  Russell 
2000  index  is  up  51%  since 
late  2002,  vs.  28%  for  the 
Standard  &  Poor's  500- 
stock  index.  Fidelity's 
Small  Cap  Stock  Fund  saw 
$500  million  pour  in  dur- 
ing January  and  February, 
up  from  $72  million  a 
month  in  late  2003,  says 
Carl  Wittnebert,  research 


THE  STAT 


In  2002,  companies 
needed  $60  million 
to  $80  million  in 
sales  and  two 
quarters  of  profits  to 
go  public.  Now  some 
may  do  IPOs  with  as 
little  as  $35  million  in 
sales  and  no  earnings. 


director  at  TrimTabs.com  Investment 
search  Inc.  Venture  capitalists  think  t 
banks'  pitch  will  prod  some  compan 
into  the  market,  especially  if  the  upcomi 
IPO  of  software  maker  salesforce.com  L 
goes  well.  "There's  a  big  backlog  of  co 
parties  preparing,"  says  Gary  Morgc 
thaler,  general  partner  of  Morgentha  $* 
Ventures  in  Menlo  Park,  Calif. 

That  doesn't  mean  every  promisi 
company  is  ready  to  jump  into  the  fray.  J 
Nordmark,  CEO  of  luggage  e-tailer  eBa 
Inc.,  says  Wall  Street  would  have  slaug 
tered  him  for  a  mistake  he  made  b   ' 
Christmas,  when  he  overestimated  eBaj   A, ' 
growth.  With  eBags  in  the  black, 
doesn't  need  to  rush  to  go  public  before  1 
business  gets  more  predictab 
Bruce  Hendrix,  CEO  of  new' 
profitable  security  company  Se 
Gate  Technologies  Inc.,  has  sin 
lar  fears.  With  40%  of  his  sales 
Asia,  he  frets  over  a  possit 
SAPvS  recurrence.  "The  idea  is 
look  good  9  or  12  months  aft 
the  offering,  not  just  on  D 
One,"  he  says. 


WEAKNESS  AHEAD? 

THAT  CAUTION  helps  expla 
why  upcoming  IPOs  are  startii 
to  look  a  bit  stronger  than  son 
recent  deals.  Fourteen  of  17  te> 
outfits  that  have  filed  to  go  pubi 
since  Jan.  1  are  profitable.  Amoi 
the  best:  E-jeweler  Blue  Ni 
Inc.,  which  made  $27  million  i 
$129  million  in  2003  sales.  Tht 
there's  Web  search  compai 
Google  Inc.,  as  the  market  awai 
its  filing.  But  bankers  point  to  d 
Mar.  3  filing  by  used-book  e-ma 
ketplace  Alibris  Inc.,  which  lo 
$5  million  on  $45  million  in  sales,  as 
possible  sign  of  weak  deals  to  come.  Ali 
ris  declined  comment. 

It's  hardly  Bubble  Redux,  but  wit] 
standards  dropping,  investors  need  to  t 
careful.    Most    shoul 
leave  IPOs  to  the  profe 
sionals— and  even  sorr 
of  them  are  skeptica 
"We'd   be   inclined   1 
give  these  deals  a  hai 
cut  on  valuation,"  saj 
Paul  T.  Cook,  head 
the    Munder    Net/N 
Fund.  "They're  a  mixe 
bag."     Risk    is    bacl 
Caveat  investor.  ■ 
-By  Timothy  J.  Mullaru 
in  New  Yor 
and  Peter  Burrow 
in  San  Mate 
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e-file  instead  and  get  receipt  confirmation 
in  48  hours,  accuracy  and  your  refund  in 
half  the  time.  Uisit  aboutefile.com  or  tell 
your  tax  preparer  to  e-file  for  you.  find 
this  tax  season,  join  the  53  million  people 
uiho  can't  go  wrong. 


r* 


m 


*<• 


aboutefile.com 


consider  it  done. 


_ 


News  Analysis  &  Commentar 


COMMENTARY 


BY  STEVE  HAMM 
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A  Second  Wind  for  Big  Iron?  I 

Forty  years  into  the  mainframe's  run,  there's  a  new  vision  of  centralized  computing  j| 


IT  WAS  A  DAY  that  would  live  on  and 
on  in  computing  history.  Forty  years 
ago,  on  Apr.  7, 1964,  IBM  introduced 
a  groundbreaking  computer,  the 
IBM  System/360— otherwise  known 
as  the  mainframe,  or  simply  big  iron.  Pre- 
viously, computers  tended  to  be  single- 
purpose  machines.  But  with  the  launch  of 
the  mainframe,  governments,  businesses, 
and  scientists  could  use  one  machine  for 

anything  from  plotting  the  trajec- 
tory of  rocket  launches  to  tracking 
insurance  claims.  And  once  they 
wrote  a  software  program  for  one 
member  of  this  family  of  comput- 
ers, it  would  work  on  any  other 
mainframe. 

Like  circuits  on  silicon,  that  day 
is  etched  on  the  memories  of  peo- 
ple who  helped  IBM  CEO  Thomas 
J.  Watson  Jr.  introduce  it.  One  of 
the  fathers  of  the  mainframe,  Bob 
0.  Evans,  remembers  standing  in 
an  IBM  lab  in  Poughkeepsie,  N.Y., 
explaining  how  the  computer 
worked  while  TV  cameras  whirred. 
So  caught  up  was  Evans  that 
"World  War  III  could  have  started 
and  I  wouldn't  have  known  it,"  he 
says.  Indeed,  it  was  a  defining  mo- 
ment. Even  today,  a  decade  after 
pundits  declared  the  mainframe 
dead,  more  than  70%  of  the  ma^m^^^mm 
world's  digital  information  resides 

on  the  machines.  And  last  year,  IBM's  sales  of  big  iron  actually 
increased  6%,  to  $4.2  billion,  according  to  IDC. 

What's  more,  the  mainframe  computing  model— the  idea  of 
tapping  into  powerful  central  computers— has  made  a  come- 
back. While  PCs  and  small  PC  server  computers  remain  im- 
portant, many  new  tasks  are  now  handled  by  powerful  servers 
tucked  away  in  data  centers  that  serve  the  purpose  main- 
frames did  40  years  ago.  Send  an  e-mail  from  your  PC.  Down- 
load music  for  your  iPod.  Order  airline  tickets  on  your  Web- 
surfing  cell  phone.  Somewhere,  there's  a  muscle -bound  server 
doing  the  heavy  lifting. 
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The  model 
for  the  future 
is  shared 
access  for  all 


Many  of  these  machines  differ  from  the  early  mainframe; 
one  crucial  respect.  The  original  System/360  technology  vi 
proprietary,  and  once  it  became  a  de  facto  industry  standa 
IBM  used  it  to  beat  competitors  into  submission  and  lock  c>j 
tomers  into  its  products.  Microsoft  Corp.  does  the  same  toe 
with  its  Windows  operating  system.  But,  increasingly,  toda 
server  computers  operate  on  open-standard  technologi 
owned  by  no  single  company.  It's  a  brand-new  kind  of  machi^ 
Businesses  and  consumers  need  not  get  locked  into  one  co 
pan/s  products.  And  innovation  should  be  able  to  flourish. 
For  a  look  inside  the  soul  of  the  new  machine,  swing  b} 
small  lab  at  IBM's  Thomas  J.  Watson  Research  Center 
Yorktown  Heights,  N.Y.  This  is  the  birthplace  of  Blue  Gene 
new  kind  of  supercomputer  that's  essentially  a  cluster 

servers.  IBM  is  scheduled  to  tu 
the  first  version  over  to  Lawren 
Livermore  National  Laboratory 
2005.  With  128,000  microproa 
sors  strung  together,  it  will  be  i 
times  faster  than  today's  fastt 
supercomputers. 

Think  of  Blue  Gene  as  the  21> 
century  mainframe.  The  compai 
is  considering  installing  small 
versions  in  supercomputing  ce 
ters  it  recently  opened  in  Poug 
keepsie  and  France.  The  first  us 
are  expected  to  include  drug  r 
search  and  real-time  pricing  of 
nancial  derivatives.  IBM  foresees  a  time  when  doctors  operatir 
on  a  cancer  patient  will  be  able  to  take  tissue  samples,  digitu 
the  information,  and  send  it  to  a  remote  computer  for  analys 
while  the  patient  is  still  in  surgery. 

In  the  boom  days  of  the  mainframe,  this  concept  was  calk 
time-sharing.  Companies  would  buy  time  on  computer 
paying  only  for  as  much  as  they  used.  That's  now  one  of  th 
foundations  of  a  new  vision  called  utility  computing— the  ide 
that  computing  power  should  be  as  easy  to  tap  into  as  th 
electrical  grid.  To  realize  this  utility  vision,  though,  today 
servers  have  to  become  as  reliable  and  secure  as  the  first  mair 
frames.  IBM  is  transferring  some  of  the  core  technology  of  ii 
mainframes  to  other  kinds  of  servers  to  make  them  more  re 
bust.  At  the  same  time,  IBM  wants  its  computers  to  fit  in 
world  where  open  standards  are  starting  to  rule.  So,  IBP 
servers  run  the  Linux  open-source  operating  system  as  an  a) 
ternative  to  its  own  software. 

That  switch  to  open  standards  may  turn  out  to  be  the  most  sig 
nificant  change  in  the  computing  world  for  the  next  40  years.  Th 
old-style  mainframe  is  phasing  out.  Long  live  the  new  one. 


COMPANIES  THAT  WERE 
JUST  IDEAS  YESTERDAY 
RUN  SAP 


What  if  you're  onto  something  big,  but  aren't  big  yet?  Start  with  SAP®  solutions  for  small  and  midsize  companies. 
Solutions  designed  to  fit  any  size  business  —  and  any  size  budget.  And  because  they're  built  with  expansion  in 
mind,  they  won't  just  help  you  grow,  they  will  grow  with  you.  Visit  sap.com/ideas  or  call  800  880  1727,  because 
we  have  a  few  big  ideas  of  our  own. 
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HEADLINER 
RICHARD  FULD 


LEHMAN'S 
HE-MAN 

Let  the  good  times  roll. 
Lehman  Brothers  Chairman 
and  CEO  Richard  Fuld  has 
been  stubbornly  trying  to 
transform  Lehman  into 
more  than  just  a  bond  house 
ever  since  American  Express 
spun  off  the  company  in 
1994.  He  appears  to  be  on 
the  right  track.  On  Mar.  16, 
Fuld,  who  got  his  start  at 
Lehman  as  a  commercial- 
paper  trader  in  1969, 
surprised  Wall  Street  with 
record  first-quarter  earnings. 
Profits  totaled  $670  million, 
up  an  astonishing  123%  from 
a  year  earlier. 

Blowout  bond-trading 
returns  were  a  big  factor- 
revenues  from  fixed-income 
trading  jumped  80%— but 
there  was  more  to  the  results 
than  that.  Equity  sales  and 
trading  revenues  increased 
124%,  while  investment- 
banking  revenues  were  up 
39%.  As  the  economy 
recovers,  analysts  expect  the 
bond  bonanza  that  has  fueled 
Lehman's  earnings  lately  to 
fade.  When  that  happens,  the 
firm  will  have  to  rely  more  on 
its  asset- management, 
brokerage.  jind  investment- 
banking  bus:  -esses.  Luckily, 
Fuld  has  been  building 
them  up.     -Ei  nily  Thornton 


BofAIS 
BATTING  .500 

Good  news  and  bad  news  for 
Bank  of  America  Chief 
Executive  Kenneth  Lewis:  On 
Mar.  17,  his  $47  billion  bid  for 
FleetBoston  Financial  was 
overwhelmingly  approved  by 
shareholders,  making  BofA 
the  third-largest  U.S.  bank, 
with  $1  trillion  in  assets.  The 
deal  gives  BofA  a  big 
footprint  in  New  England, 
where  it  had  scant  presence. 
Two  days  earlier,  the 
Charlotte  (N.C.)  bank  settled 
with  New  York  State  Attorney 
General  Eliot  Spitzer  and  the 
Securities  &  Exchange 
Commission,  agreeing  to  pay 
$675  million  in  fines  and 
restitution.  It  is  the  highest 
ever  paid  by  any  firm 
involved  in  the  late-trading 
scandal  with  New  York 
hedge-fund  firm  Canary 
Capital  Partners.  The  bank 
shelled  out  an  additional  $70 
million  in  March  to  settle 
with  both  the  New  York  Stock 
Exchange  and  the  SEC  on 
other  insider-trading  issues. 


NO  NET  FEARS 
FOR  FEDEX 


The  Internet  taketh  away,  but 
it  also  giveth.  Just  ask  FedEx. 
The  diminishing  need  for 
businesses  to  ship  documents 
by  air  express  wouldn't  seem 
to  bode  well  for  FedEx,  which 
is  identified  with  shipping 
documents  that  "absolutely, 
positively"  have  to  get  there 


overnight.  But  the  Memphis- 
based"company  has  made  the 
transition  to  delivering 
books,  CDs,  and  other  goods 
from  online  retailers.  As  a 
result,  its  bottom  line 
remains  strong:  On  Mar.  17,  it 
reported  a  41%  jump  in  fiscal 
third-quarter  profits,  to  $207 
million.  FedEx  also  surprised 
analysts  with  an  upbeat 
forecast  for  the  year. 


NUMBER  WOES 
AT  NORTEL 

Nortel  Networks  benched  two 
of  its  top  financial  officers  on 
Mar.  15,  amid  an  internal 
audit  of  its  books  by  an 
independent  firm.  By  placing 
its  chief  financial  officer  and 
controller  on  paid  leave,  the 
Brampton  (Ont.)  telecom- 
equipment  maker  raised 
investor  concern  that  it  faced 
more  serious  accounting 
problems  than  expected. 
Neither  exec  could  be 
reached  for  comment.  Nortel 
warned  on  Mar.  10  that  it 
would  likely  restate  financial 
results  for  the  second  time  in 
six  months.  It  hasn't  said 
when  the  audit  will  be 
complete,  but  it  will  not  meet 
the  Mar.  30  deadline  for  filing 
key  financial  documents  with 
the  SEC. 


DILLER'S 
BETE  NOIRE 

It's  Barry  Diller  vs.  the 
French,  part  deux.  More  than 
a  year  ago,  Diner's 
Inter ActiveCorp  sued  Vivendi 
Universal  over  tax-related 
payments  it  said  should  have 
been  paid  on  dividends  for 
preferred  shares  that  it  owns 
in  the  French  company.  Now 
Vivendi,  weeks  away  from 
closing  its  deal  to  sell  its 
Hollywood  studio  and  other 
holdings  to  General  Electric's 
NBC  unit,  has  sued  Diller. 
Vivendi  alleges  that  Diller  is 
trying  to  hold  up  the  NBC 


deal  by  refusing  to  sign  a  $1 
billion  letter  of  credit  to 
secure  those  preferred  shan 
Vivendi  also  says  Diller  is 
trying  to  use  the  letter  of 
credit  to  put  pressure  on 
Vivendi  to  resolve  the  tax 
issue.  NBC,  meanwhile,  says 
that  Diller  isn't  its  problem, 
and  intends  to  close  the  dea 
sometime  this  spring.  Diller 
had  no  comment  other  than 
"we  will  prevail." 


ETCETERA... 

»Dealmaker  John  Malone 
says  he'll  spin  off  Liberty 
Media's  international  assets. 
»  Bear  Stearns'  fiscal  first- 
quarter  profits  rose  32%. 
]>>  Former  Attorney  General  | 
Nicholas  Katzenbach  was 
named  chairman  of  MCI. 


CLOSING  BELL 


Dallas  Mavericks 
owner  Mark  Cuban 
wants  his  mamma, 
and  he's  not  alone. 
On  Mar.  16,  shares 
ofMamma.com 
soared  24%,  to 
$9.78,  after  Cuban, 
who  in  2000  sold 
Broadcast.com  to 
Yahoo!  for  $5.7 
billion,  disclosed  his 
6.3%  stake  in  the 
Internet  search 
engine  to  the  SEC. 


DOLLARS 


MARllW  MAR.17 

Data:  Bloomberg  Financial  Markets 
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The  DYMO® 
LabelWriter®  printer 

gives  you  more  time  to  work  on  important  things  by 


/frEsselte 


eliminating  the  hassle  of  sheet  labels.  Whether  you're  printing  labels  for  shipping,  mailing, 
CDs  or  Pendaflex®  filing  products,  DYMO  prints  perfect  labels  in  seconds.  What's 
more,  DYMO  is  PC  or  Mac  compatible,  works  with  popular  desktop  software  including 
Microsoft*  Word  and  Outlook-  and  is  as  simple  as  "click  and  print."  So  if  you  need  one  label  or  100,  DYMO  makes 
printing  labels  fast  and  easy,    www.dymo.com  LJw    rV/M^J 

saves  youtrme 

TYMO 


Corporation 


Microsoft*  and  Outlook*  are  registered  trademarks  of 
Microsoft  Corporation  in  the  United  States  and/or  other  countries 


PC  Connection- 


Office  DEPOT 


COW? 


OfficeMax 


Siemens.USA:  energy  &  power  •  information  &  communication  •  medical  solutions  •  lighting 
financial  services  •  home  appliances  •  transportation  •  industry  &  automation  •  building  technologies 


Information  is  the 


best  medicine. 


Healthcare  professionals 


costs  and,  most 


informed.  By  successfully  integrating  medical  and  information  I 
Siemens  provides  physicians  and  health  executives  with  instant  ao 
information  so  they  can  make  the  right  decisions  right  away.  F'ro 
management  systems  to  networked  imaging  systems,  Siemens 
medical  solutions  to  improve  workflow,  reduce  costs  and,  mosi 
make  cutting-edge  care  available  to  everyone,  even  where. 

Whether  enhancing  the  quality  and  efficiency  of  healthcare 
transportation  s\  stems  that  make  travel  safer  and  more  reliabl 
world  leader  in  logic  controllers  for  industrial  automation.  Sier 
and  redefining  entire  industries.  We  have  (>.").()()()  I  .S.  employe 


access  to  c  i  itic.-il 


ealthcare,  developing 
>rc  reliable  or  being  the 


We  ha\e 


.S.  employees 


together  with  thousands  more  all  around  the  world.  Exchanging  ideas.  Sharing 


knowledge 


and  businesses. 


SIEMENS 


Global  network  of  innovation 
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"earn  Bush  Scrambles 
"o  Recover  the  Ball 


WAS  THE  KIND  OF  MISFIRE  that  a  political  machine  running  on  all 
flinders  isn't  supposed  to  make.  On  Mar.  10,  the  Bush  Admin- 
tration  announced  that  it  would  reveal  the  name  of  its  long- 

layed  manufacturing  czar  at  9:30  the  next  morning.  But  the 
romised  press  conference  never  took  place.  Instead  of  intro- 

cing  Nebraska  businessman  Anthony  R  chusetts  senator  as  a  two-faced  oppor- 
umondo  to  the  applause  of  assembled      tunist.  A  TV  blitzkrieg  portrays  Kerry  as  a 


anufacturing  leaders,  Bush  aides  found 
emselves  deep  in  a  political  morass  over 
e  migration  of  jobs  offshore,  explaining 
yay  their  choice  of  a  CEO  who  had  fired 
>mestic  workers  while  expanding  opera- 
ms  in  China.  A  day  later,  Raimondo  with- 
ew  his  name,  and  the  vaunted  Bush  op- 
ation  found  itself  under  assault  from  foes 
id  friends  alike.  "This  was  gross  incom- 
tency  on  the  White  House's  part,"  Sena- 
r  Chuck  Hagel  (R-Neb.)  said  on  CNN. 
A  temporary  setback,  perhaps— but  not 
e  first.  A  White  House  that  prides  itself  on 
eticulous  planning  and  message  discipline 
is  lately  been  flailing, 
om  the  extra  $140  bu- 
rn that  suddenly  ap- 
;ared  in  George  W 
ash's  Medicare  drug  bill 
the  forecast  of  2.6  mil- 
m  jobs  that  quickly  dis- 
>peared  from  the  Eco- 
jmic  Report  of  the 
esident,  Bush's  political 
am  seems  less  than 
ire-footed.  "They've  got 

stop  slipping  on  the 
inana  peel,"  says  Brian 
inde,  an  organizer  of 
emocrats  for  Bush.  ^^ 

Senior  Bush  cam- 
ugn  officials  downplay  the  problems- 
it  they're  moving  fast  to  reverse  the  re- 
:nt  trend.  Their  goals:  reinstall 
ganizational  discipline,  put  John  Kerry 
1  the  defensive,  and  focus  on  issues  favor- 
)le  to  the  President,  including  national  se- 
lrity  and  a  wealth-generating  "ownership 
>ciety."  Team  Bush  also  has  accelerated  its 
metable  for  trashing  Kerry.  Through  at- 
ick  ads,  aggressive  use  of  local  surrogates, 
id  withering  one-liners  from  the  Presi- 
ent,  Bush  hopes  to  redefine  the  Massa- 


SHE'SBACK 

A  bigger  role 
for  former  aide 
Hughes 


"wrong  for  America"  liberal  who  would 
raise  taxes  by  at  least  $900  billion,  weaken 
the  Patriot  Act,  and  "delay  defending 
America  until  the  United  Nations  ap- 
proved." Says  chief  Bush  campaign  strate- 
gist Matthew  Dowd:  "As  we  continue  to  set 
the  record  straight,  things  will  get  better." 

"A  Level  Head" 

BEHIND  THE  SCENES,  Bush  is  giving  a 
larger  role  to  longtime  adviser  Karen 
Hughes,  who  left  Washington  in  2002  to 
return  with  her  family  to  Texas.  "The  Pres- 
ident counts  on  her  because  she  has  a  level 
head  and  great  judg- 
ment," says  Dallas  manu- 
facturing executive  Fred 
Meyer,  a  top  Bush  fund- 
raiser. "She  will  have  a 
leavening  effect  as  the 
campaign  progresses." 
Hughes,  known  for  her 
ability  to  articulate  mes- 
sages appealing  to  swing 
voters,  is  expected  to  be- 
come a  more  visible 
spokeswoman  and  issues  adviser.  Many 
Bush  loyalists  expect  her  to  serve  as  a  coun- 
terbalance to  Bush's  more  hard-edged  po- 
litical strategist  Karl  Rove,  whom  some 
blame  for  underestimating  the  potency  of 
job  outsourcing  as  a  2004  issue. 

GOP  strategists  take  comfort  in  one  fact: 
Despite  three  months  of  nonstop  Democra- 
tic attacks  and  a  series  of  self-inflicted 
wounds,  the  Presidential  contest  is  a  dead 
heat.  Still,  in  a  50-50  nation,  the  November 
vote  will  likely  be  decided  by  a  small  cadre  of 
swing  voters  who  probably  aren't  yet  paying 
attention  to  the  campaign.  If  Bush  wants 
them  on  his  side,  he'll  need  to  fix  the  prob- 
lems in  his  political  operation  before  they 
start  tuning  in.  ■ 


CAPITAL 
WRAPUP 

CHINA  TRADE:  LABOR 
ASKS  BUSH  TO  ACT 

SAY  THIS  for  the  AFL-CIO:  It 
sure  knows  how  to  put  George 
Bush  on  the  spot.  As  an  election 
campaign  centered  on  jobs  and 
foreign  competition  heats  up, 
the  labor  federation  asked  the 
Bush  Administration  on  Mar.  16 
to  decide  whether  worker 
repression  allows  China  to  price 
its  exports  below  their  true 
market  value.  Now  Bush  must 
choose  by  the  end  of  April 
whether  to  anger  China  by 
launching  a  formal  probe— or 
alienate 

The  idea: 
Repressed 
labor 
amounts 
to  a  state 


subsidy 


factory 
workers  in 
such  key 
battleground 
states  as 
Pennsylvania 
and  Ohio. 

Beyond 
the  political 
maneuver  is 
the  nub  of  an 
argument 
that  could 

someday  help  labor  achieve  a 
decades-old  goal:  getting 
worker  rights  accepted  as  part  of 
global  trading  rules.  The  AFL- 
CIO  argues  for  the  first  time  that 
a  country's  failure  to  enforce  its 
own  labor  laws  provides  an 
implicit  government  subsidy  to 
its  manufacturers— no  different 
in  effect  from  cut-rate  financing. 
With  presumed  Democratic 
nominee  John  Kerry  working  to 
include  labor  rights  into  U.S. 
trade  pacts,  the  AFL-CIO 
petition  provides  a  blueprint  for 
how  a  future  Administration 
could  act. 

The  White  House  says  it 
will  consider  the  labor 
federation's  petition,  but  a 
formal  probe  is  unlikely.  While 
the  request  is  pending,  the 
President  will  entertain  Chinese 
Vice-Premier  Wu  Yi,  who  is 
scheduled  to  visit  Washington 
to  talk  trade  in  April. 

-Aaron  Bernstein 
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MERGERS 


A  DRUG  BEHEMOTH 
IN  THE  MAKING? 

Novartis  plus  Aventis  would  create  the  world's  No.  2 
drugmaker,  unless  politics  get  in  the  way 


THE  TWO-MONTH  TAKE- 
over  battle  between 
France's  two  biggest  drug- 
makers  lends  new  mean- 
ing to  the  notion  of  a  hos- 
tile bid.  Ever  since 
Paris-based  Sanofi-Syn- 
thelabo  made  its  audacious,  $56  billion 
offer  for  Aventis,  a  Strasbourg  drugmaker 
more  than  twice  Sanofi's  size,  it  has  be- 
come painfully  clear  that  wedded  bliss 
isn't  an  option.  While  Sanofi  Chief  Execu- 
tive Jean-Francois  Dehecq  describes  the 
proposed  union  as  "a  beautiful  story  for 
the  future,"  Aventis  CEO  Igor  Landau  is 
asking  shareholders  to  veto 
"a  blatant  attempt  to  acquire 
Aventis  on  the  cheap."  He's 
also  mnning  a  $7  million  ad 
campaign  featuring  a  pill 
packet  labeled  "hostile  bid" 
and  a  warning  that  "this 
medication  can  seriously 
stunt  growth." 

Now  this  straightforward 
hostile  bid  is  getting  a  lot 
more  complicated.  On  Mar. 
12,  Swiss  drug  giant  Novar- 
tis announced  that  it  was 
"exploring  the  feasibility  of 
a  combination  with  Aven- 
tis." A  week  later,  the 
French  government  ex- 
pressed concern  about  a 
Swiss  company  buying  a 
French  rival.  The  French 
government  has  little  legal 
power  to  squash  a  deal,  but 
Paris  can  exert  considerable 
political  pressure. 

If  it  were  up  to  investors, 
though,    a    Novartis    bid 


would  win  hands  down— and  Sanofi 
would  be  knocked  off  the  game  board. 
With  more  than  $10  billion  in  cash  and 
the  strongest  credit  rating  of  any  Euro- 
pean drugmaker,  Novartis  has  formidable 
financial  firepower.  Sanofi,  by  contrast,  is 
stretched  on  the  financial  side— and  ap- 
pears to  be  boxed  into  a  corner. 

"LESS  FLEXIBILITY" 

LANDAU  WASN'T  the  only  one  to  judge 
Sanofi's  bid  low:  The  market  did,  too. 
Sanofi's  offer  is  81%  shares  and  only  19% 
cash.  Novartis  can  easily  afford  an  offer 
that  is  50%  cash— which  would  be  far 


i 


The  Perfect  Marriage? 


GLOBAL  HEFT 

If  Novartis  merged 
with  Aventis,  the  new 
company  would  have 
combined  2004 
prescription  drug 
sales  of  nearly  $40 
billion  and  a  global 
market  share  of  9%, 
ranking  second 
worldwide  behind  U.S. 
leader  Pfizer. 

WORLD  LEADER  IN 
CARDIOLOGY 

Combined  sales  of 
cardiology  drugs  in 
2004  are  estimated  at 
$9.7  billion  and  likely 
to  rise,  with  promising 
products  in  the 
pipeline. 

Data:  Susme.- 


STRONGER  POSITION 

IN  U.S.  Together,  40% 
of  overall  sales  will 
come  from  the  U.S., 
where  the  new 
company's  combined 
2003  revenues  of 
$17.5  billion  and 
11,000-strong 
salesforce  will  make  it 
the  second  largest 
drugmaker  in  J.he  U.S. 

SIZABLE  SAVINGS 

Some  $2.5  billion 
from  restructuring 
could  be  squeezed  out 
of  Aventis,  and  more 
than  $8  billion  in 
noncore  businesses  at 
both  companies  could 
be  divested. 

nr  Hentsch;  IMS  Health  Inc 


more  attractive  to  Aventis  sharehold 
To  match  that  cash  component,  Sai 
would  have  to  triple  the  $11  billion  in  d 
it  initially  intended  to  assume.  "Sai 
has  less  ffexibility,''  says  Karl  Heinz  Ko 
a  pharmaceuticals  analyst  at  Lomb: 
Odier  Darier  Hentsch,  a  private  bank 
Zurich.  "The  irony  is  that  it  could  find 
self  on  the  block." 

If  Sanofi's  options  are  limited,  Nov 
tis'  are  wide  open.  In  January  it 
nounced  a  record  19%  surge  in  2 
sales,  to  nearly  $25  billion,  and  a  6%  g 
in  profits,  to  $5  billion.  That  makes 
vartis  the  strongest  performer  among 
world's  top  10  drugmakt 
At  the  time,  CEO  Daniel 
Vasella  reiterated  his  int 
est  in  playing  a  leading  r  L 
in  what  he  sees  as  the 
evitable    consolidation 
the  $400  billion  prescr  , 
tion-drug  industry.  But 
ter   repeated   attempts 
woo    Swiss-based    Roc 
Holdings    into    a    merg 
were  rebuffed,  most  indi 
try  observers  had  expect 
Vasella  to  focus  on  a  tar£  .^ 
in   the   U.S.,   the  work 
fastest-growing  market, 
when  Novartis  signaled  i 
terest  in  a  target  much  ck 
er    to     home— 60     mil 
across    the    Swiss-Fren 
border,  to  be  precise— ma 
in  the  industry  were  caug 
by  surprise. 

Vasella  could  walk  aw 
from  Aventis  in  the  en 
Some  Aventis  drugs  w 
soon  face  generic  rivals,  ai 


N0.1  IN  CANCER 

A  merger  will  create 
the  world's  No.l  maker 
of  cancer  treatments, 
with  combined  2004 
sales  estimated  at 
$6.6  billion. 

CRITICAL  MASS  IN 

DIABETES  Together, 
diabetes  drugs 
account  for  an 
estimated  $3  billion, 
or  8%  of  2004  sales. 

POWERFUL  PIPELINE 

The  two  companies 
will  have  22  new  drugs 
in  late-stage 
development,  with 
total  sales  potential  of 
more  than  $16  billion. 


.well 
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topped 
Sanofis 
offer  by  $8 


pthers  are  mature  products    ^Trw^Q-ptic 
vith  litde  growth  potential.    -^ Uxdl  11^ 
!n  addition,  European  labor    COllld  Snag 
aws  will  make  cost  reduc-  .       ~Zf? 

ions  tough  for  the  com-    AVClltlS  1 
t>ined  companies.  "Novartis 
s  well-placed  to  deliver  at- 
Tactive  growth  and  returns 
n  its  own  right,"  says  Mark 
^lark,      an      analyst      at 
Deutsche  Bank  in  London. 
That  may  be  so.  But  as 
lead  of  the  world's  nfth- 
argest  drug  company,  Vasella  could  justi- 
fy a  bid  for  Aventis  easily  enough.  The 
nerged  company  would  be  No.  2  behind 
Pfizer  Inc.,  with  9%  of  the  global  market. 
\nd  Aventis  is  fast  increasing  market 
mare  in  the  U.S.,  where  it  has  concentrat- 
ed sales  efforts  on  10  drugs  that  offer  the 
biggest  potential.  With  11,000  sales  reps, 
i  merged  Novartis-Aventis  would  also 
Doast  the  second-largest  force  in  the  U.S. 
rhat  would  give  it  a  strong  platform  to 
market  the  22  new  drugs— with  a  peak 


sales  potential  Koch  puts  at 
$16  billion  yearly— in  late- 
stage  development  at  both 
companies. 

What's     more,     Aventis 
would  give  Novartis  a  boost 
in  a  number  of  therapeutic 
areas.  The  merged  company 
would  be  the  world's  No.  1 
player   in   the   market   for 
cancer  drugs,  with  a  14% 
share.  Aventis  already  makes 
the     world's     best-selling 
chemotherapy  agent,  Taxotere;  among 
Novartis'  strengths  are  Gleevec,  the  block- 
buster leukemia  drug,  which  garnered 
more  than  $1  billion  in  sales  last  year. 

The  market  for  diabetes  treatments  is 
one  Novartis  has  long  wanted  to  get  into, 
but  its  initial  offering,  an  oral  drug  called 
Starlix,  has  proved  disappointing.  While 
Novartis  is  developing  a  promising  new 
drug,  Aventis  would  give  it  a  broad  port- 
folio of  diabetes  products.  Aventis'  Lantus 
is  the  second-best-selling  insulin  in  the 


U.S.,  behind  Eli  Lilly's  &  Co.'s 
Humalog,  and  Aventis  will 
launch  a  short-acting  insulin 
called  Apidra  later  this  year. 

Analysts  believe  the  two 
would  be  just  as  powerful  in 
the  cardiovascular  market. 
Aventis'  big  seller  is  Lovenox, 
an  anticlotting  drug,  while 
Novartis  is  already  a  major 
player,  with  treatments  for 
hypertension  that  include 
Diovan,  Lotrel,  and  Lescol, 
which  reduces  cholesterol. 

A  VEILED  WARNING 

BUT  THERE'S  A  more  basic 
reason  that  Vasella  has  gotten 
out  the  slide  rule:  Companies 
the  size  of  Aventis  rarely 
come  into  play,  and  he  may 
now  have  a  chance  to  acquire 
one  in  a  friendly,  well-priced 
deal.  Novartis  could  succeed 
with  an  offer  of  around  $78— 
$8  a  share  more  than  Sanofi's 
bid,  say  many  analysts.  And 
Aventis'  Landau,  who  was 
determined  to  stay  independ- 
ent, now  says  "all  options  are 
open." 

Still,  a  Novartis  bid  is  far 
from  certain.  The  risk  of 
generic  competition  for 
Lovenox  and  Aventis'  allergy 
drug  Allegra  is  imminent, 
and  older  Aventis  products 
are  likely  to  weigh  on  sales 
growth.  Add  to  this  the 
French  government' s  preference  for  an 
all-French  deal,  and  a  Novartis-Aventis 
merger  begins  to  look  tricky.  On  Mar.  16, 
French  Prime  Minister  Jean-Pierre  Raf- 
farin  issued  what  many  analysts  took  to 
be  a  veiled  warning  to  any  potential  for- 
eign buyer.  The  government,  he  noted, 
would  be  "particularly  vigilant  in  ensur- 
ing that  these  developments  [in  the  drug 
industry]  do  not  prejudice  our  national 
interest."  Such  rhetoric  may  lead  Vasella 
to  conclude  that  Aventis  isn't  worth 
the  trouble. 

None  of  these  problems  is  insurmount- 
able. With  80%  of  Aventis  shareholders 
outside  France,  it's  unlikely  the  French 
government  could  legally  block  Novartis 
or  any  other  foreign  buyer.  Moreover, 
Aventis  already  is  spinning  off  older,  non- 
core  products  with  combined  sales  of 
around  $2  billion,  and  Lombard's  Koch 
reckons  that  it  could  raise  that  figure  to  $6 
billion.  The  next  move  is  Vasella's.  A  giant 
company  could  be  the  result.  ■ 

-By  Kerry  Capell  in  London 
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SOUTH  KOREA 


WHY  ROH  MAY  HAVE 
THE  LAST  LAUGH 

The  impeachment  brouhaha  could  give 
the  President  an  unexpected  boost 


A  HALF-PRESIDENT. 
That's  what  South  Ko- 
rea's Roh  Moo  Hyun 
has  been  predicting  he 
will  be  if  his  backers 
don't  win  in  the  coming 
elections.  But  that  is  ex- 
actly what  he  has  been  in  his  13  months 
in  office,  since  constant  fighting  with  the 
majority  opposition  in  the  National  As- 
sembly has  prevented  Roh  from  carrying 
out  reforms.  That  battle  reached  an  ab- 
surd crescendo  on  Mar.  12,  with  the  As- 
sembly voting  to  impeach  Roh  and  strip 
him  of  his  executive  powers  over  what 
most  observers  consider  a  minor  offense. 
He  will  remain  on  the  sidelines  until  the 
Constitutional  Court  makes  a  ruling  on 
the  charges  against  him— which  could 
take  six  months.  Now  Roh,  57,  spends  his 
days  reading  books,  hiking— and  no 
doubt  plotting  revenge. 

Vengeance  could  be  Roh's  as  soon  as 
Apr.  15,  when  voters  go  to  the  polls  in  na- 
tional elections.  By  all  accounts,  the  vast 
majority  of  the  public  is  so  angry  at  the 
damage  done  to  national  stability  by  the 
unprecedented  impeachment  that  they 
are  rallying  behind  the  Uri  Party  formed 
by  ardent  Roh  supporters  in  November.  It 
was  because  he  called  for  a  big  Uri  victo- 
ry that  Roh  was  impeached,  since  South 
Korean  law  forbids  civil  servants,  includ- 
ing the  President,  from  electioneering. 

How  badly  did  Roh's  enemies  miscal- 
culate? Very  badly,  according  to  opinion 
polls.  One  survey  shows  Uri's  popularity 
has  soared  from  about  15%  to  53.8%, 
compared  with  15.7%  for  the  main  oppo- 
sition Grand  National  Party  (GNP).  Cur- 
rently, the  GNP  has  147  seats  in  the  273- 
seat  National  Assembly  and  Uri  47. 

Indeed,  the  impeachment  has  done 
more  for  Roh's  popularity  than  he  ever 
did  himself.  His  approval  rating  has  hov- 
ered around  30%  for  the  past  year.  The 
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ex-labor  lawyer  was  never  a  friend  to  Ko- 
rea's elites,  and  he  has  disappointed  his 
anti-U.S.  supporters  by  reversing  course 
and  endorsing  a  strong  alliance  with 
Washington.  Worse,  several  close  associ- 
ates of  the  graft-fighting  President  have 
been  implicated  in  corruption. 


A  Dance  With  Disaster 

FEB.  24  President  Roh  Moo  Hyun  tells  journalists  he  expects 
the  people  to  overwhelmingly  support  the  Uri  Party,  which 
backs  him,  in  elections  on  Apr.  15. 


FEB.  25  Opposition  Grand  National  Party  (GNP)  declares  this 
a  violation  of  a  law  that  says  civil  servants  must  be  impartial. 

MAR.  5The  smaller  Millennium  Democratic  Party  (MDP) 
says  it  will  seek  impeachment  unless  Roh  apologizes. 


h 


MAR  9  The  GNP  and  MDP  jointly  submit  an  impeachment 
motion  to  Parliament. 


MAR.  12  Parliament  passes  the  motion,  which  removes 
Roh  from  office  until  completion  of  a  trial  by  the  Constitu 
tonal  Court. 


i 


The  logical  course  for  the  oppositio 
might  have  been  to  sit  back  and  wait  ft 
the  voters  to  make  their  harsh  judgmen 
Instead  they  went  for  the  jugular— wi 
impeachment,  which  passed  by  an  ove: 
whelming  193  to  2  after  guards  remove 
Uri  lawmakers  from  the  Assembly  ch 
ber  when  they  tried  to  physically  preven 
the  vote  from  proceeding. 

The  day  after  the  impeachment,  tens  c 
thousands  of  vexed  Koreans  stage' 
demonstrations.  They  were  especially  ap 
palled  at  the  National  Assembly  scene  i 
which  lawmakers  traded  punches  an 
hurled  furniture.  "The  opposition  law 
makers  sought  to  overrule  the  people': 
choice  in  the  presidential  election  for  a  to 
tally  unjustifiable  reason,"  says  Park  He 
Woong,  a  computer  engineer  who  too 
part  in  a  protest. 

But  Roh,  too,  bears  a  share  of  tin 
blame.  He  could  have  headed  off  im 
peachment  by  apologizing  to  the  natior 
after  the  National  Election  Commissioi 
warned  him  to  stop  supporting  Uri 
He  refused.  "The  im 
peachment  was  a  dirtr 
political  move,"  say 
Kim  Yung  Myung,  i 
political  writer.  "Bu 
we  worry  about  ouj 
nation's  future  if  Ror 
refuses  to  be  flexible." 
Korea's  financia 
markets  dipped  in  rej 
sponse  to  the  crisis  bu 
recovered  after  Rot 
smoothly  passed  powei 
to  Prime  Minister  Gol 
Kun.  But  that  doesn' 
mean  Korea  has  no 
been  damaged.  Per 
haps  the  biggest  casu 
alty  is  the  fading  hopt 
that  15  years  after  th 
end  of  dictatorship 
South  Korea  has  be 
come  a  mature  democ 
racy.  "The  impeach 
ment  sets  the  stage  fo 
political  leaders  to  en 
gage  in  a  perennia 
game  of  brinksman 
ship,"  worries  Cho 
Gong  Pil  of  the  Kon 
Institute  of  Finance 
Unfortunately,  Ro 
Moo  Hyun,  president 
in-suspension,  seems 
all  too  willing  tc 
join  in  that  destruc 
tivegame.  ■ 

-By  Moon  Ihlwart 
in  Seou, 
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The  right  software  can  transform  your 
infrastructure  into  an  on-demand  environment. 

The  best  way  to  survive  any  business  crisis  is  to  avoid  it  altogether.  That's  why 
our  management  software  is  designed  to  make  your  business  more  responsive 
than  ever.  It  lets  you  align  your  IT  to  fit  your  business  needs.  And  it's  seamlessly 
integrated.  As  a  result,  you  can  maximize  your  resources  and  increase 
profitability.  To  find  out  more  about  transforming  your  IT  environment  tor 
business  success,  go  to  ca.com/management1. 
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COMMENTARY 


BY  MANJEET  KRIPALANI 


Ban  Outsourcing?  Bad  Idea 

Such  legislation  in  the  U.S.  could  derail  India's  moves  to  open  its  economy 


THE  UPROAR  IN  the  U.S.  over  the 
outsourcing  of  jobs  to  India  is 
deafening.  On  Mar.  5,  California 
State  Senator  Joseph  Dunn 
greeted  an  application  for  a  tax 
exemption  by  Infosys  Technologies  Ltd., 
India's  premier  software- services  com- 
pany, with  an  accusation  that  such  compa- 
nies "want  to  steal  jobs"  and  "taxpayer 
dollars."  On  Mar.  10,  U.S.  Trade  Represen- 
tative Robert  B.  Zoellick  chastised  India  for  demanding  that  the 
U.S.  keep  the  door  open  to  Indian  information  technology  serv- 
ices while  still  being  "one  of  the  world's  most  closed 
economies."  And  Democratic  Presidential  hopeful  John  F.  Ker- 
ry, an  erstwhile  free  trader,  has  labeled  outsourcers  "Benedict 
Arnold"  companies  after  the  Revolutionary  War  traitor. 

But  U.S.  politicians  better  watch  out  they  don't  invoke  a 
backlash,  India-style.  Just  as  jobs  are  a  crucial  is- 
sue in  the  upcoming  U.S.  election,  jobs  are  an  is- 
sue in  India,  too,  which  is  facing  its  own  national 
elections  from  Apr.  26  to  May  10.  India,  in  fact,  is 
trying  to  change  its  approach  to  creating  jobs,  and 
the  U.S.  could  ultimately  benefit  if  it  plays  its 
cards  right. 

To  put  everything  in  perspective,  it's  important 
for  outsiders  to  note  that  this  is  the  first  national 
campaign  in  India  where  one  party  is  openly  cam- 
paigning on  a  platform  of  economic  reform  and  de- 
velopment. Until  recently,  socialist  Indian  govern- 
ments—and the  labor  unions  that  backed 
them— thought  the  best  way  to  protect  jobs  was  to 
impose  high  tariffs  and  other  barriers  to  foreign  investment. 

Now  the  ruling  Bharatiya  Janata  Party  (BJP)  has  learned 
from  India's  IT-services  companies  what  a  fantastic  job-creator 
free  trade  can  be.  The  government  never  protected  Infosys  or 
Wipro  Ltd.  with  tariffs;  they  had  to  compete  with  global  rivals 
on  a  level  playing  field.  The  result  has  been  a  thriving  new  sec- 
tor for  India,  which,  though  small— some  3%  of  gross  domestic 
product— has  started  to  convince  India's  policymakers  that  low- 
ering barriers  is  the  way  to  go. 

Thus,  outsourcing  is  the  vanguard  that' s  transforming  the 
world's  second  largest  country  from  a  closed  economy  into  an 
open  one— to  the  great  potential  benefit  of  U.S.  corporations. 
Since  January  New  Delhi  has  cut  tariffs  on  IT-related  hardware 
such  as  PCs  in  half,  to  18.5%,  and  to  0%  for  microprocessors.  It 
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For  the  first 
time,  an 
Indian  partv 
is  pushing 
market 
reforms 


also  raised  the  ce 
for  foreign  equity  i 
vestment  in  Indi 
banks  from  49% 
74%.  And  when  Nc  \v} 
Delhi  decided  to  cot 
puterize  its  tax  and  re 
enue  departments,  t  JAV 
first  $150  million  co  iV.V 
tract  was  won  on  Mar  |,«Vi 
not  by  an  Indian  cor 
pany  but  jointly 
Hewlett-Packard 
Microsoft.  That's 
biggest  governm 
contract  ever  snaggi 
by  multinationals.  "Gi 
en  the  huge  market  p 
tential  of  an  economy 
1  billion  people,  Indi; 
globalization  should 
of  special  interest  to 
Western  world,"  says  Kiran  Karnik,  president 
the  National  Association  of  Software  &  Service  Cc 
But  if  U.S.  politicians  keep  trying  to  legislati 
ban  on  outsourcing,  they  run  the  risk  of  drivi 
India  back  into  the  protectionist  shell  from  whi 
its  pro -reform  leaders  have  pried  it  over  the  p 
five  years.  So  far,  there's  no  sign  of  anti-Amei 
canism.  But  bellicose  tirades,  frets  Arun  Shouri 
India's  Communications  &  Information  Techno  J»W 
ogy  Minister,  threaten  to  revitalize  Indian  opp<  *$ 

inislfty, 


nents  of  reform  at  a  time  when  they  are  diminisl 
ing  in  influence  but  still  vocal  enough  to  be  take 
seriously.  It  would  benefit  no  one— least  of  all  tl 
U.S.— to  turn  India's  clock  back  to  the  1980s,  when  even  loc 
investors  could  not  start  a  company  or  expand  existing  open 
tions  without  a  government  license,  when  there  were  strict  fo 
eign-exchange  controls,  and  multinational  corporations  wet 
not  welcome. 

Better  instead  to  give  India's  reformers  a  chance.  The  ru 
ing  BJP  is  promising  a  host  of  changes,  including  the  privati 
zation  of  many  industries  and  the  deregulation  of  powi 
plants  and  airports.  Some  of  the  money  the  government  plar 
to  spend  to  modernize  India  is  likely  to  go  to  multinational 
The  last  thing  critics  of  outsourcing  want  is  for  those  oppo 
tunities  to  melt  away.  With  their  attacks,  U.S.  politicians  ma 
get  more  votes.  But  in  the  long  run,  both  India  and  the  U.J 
could  end  up  as  losers.  ■ 
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"Secure  Web  access  to  our 
key  applications  without  a 
single  rewrite  was,  by  itself, 
a  huge  benefit  from  using 
Citrix.  In  addition,  Citrix 
cut  annual  telecom  costs  at 
our  370  dealerships  by  40%." 


Joyce  Vonada,  CIO 
AutoNation,  Inc. 


INFRASTRUCTURE  FOR  THE  ON-DEMAND  ENTERPRISE 

AutoNation  has  rapidly  become  the  largest  retailer 
of  new  and  used  vehicles  in  the  U.S.,  with  370 
dealerships  across  17  states.  With  the  need  to  provide 
secure  access  over  the  Internet  to  key  business 
applications  running  on  widely  diverse  IT  systems, 
AutoNation  turned  to  Citrix.  Without  a  single 
rewrite,  Citrix  made  it  possible  for  12,000  users  to 
access  hundreds  of  applications  over  the  Web. 
AutoNation,  along  with  99%  of  the  Fortune  500, 
uses  Citrix*  software  to  deploy  applications  centrally 
for  secure,  easy,  and  instant  access  to  business-critical 
information — anywhere,  anytime,  from  any  device. 
We  call  it  the  on-demand  enterprise.  And  it's  helping 
more  than  120,000  of  our  customers  save  money 
and  reduce  IT  complexity.  To  learn  what  Citrix  can 
do  for  your  business,  call  888-820-7918  or  visit 
www.citrix.com. 


CITRIX 
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TELECOM 


THE  PHONE  KING 
OF  LATIN  AMERICA? 

On  the  acquisition  trail,  Mexico's  Carlos 
Slim  is  quickly  constructing  an  empire 


EXICAN  BILLION- 
AIRE Carlos  Slim  is 
determined  to  be- 
come the  dominant 
telecommunications 
provider  in  Latin 
America.  On  Mar.  15, 
he  moved  closer  to  that  goal  when  Tele- 
fonos  de  Mexico  (Telmex),  the  Mexican 
phone  giant  he  controls,  offered  $360 
million  for  bankrupt  MCl's  52%  share  of 
Brazil's  top  long-distance  operator,  Era- 
bratel.  That  move  came  just  three  weeks 
after  Slim  acquired  AT&T  Latin  America 
Corp.'s  regional  assets  for  $207  million. 
And  he  isn't  done  yet.  "Any  telecommu- 
nications       asset  

that  has  reason- 
able, appropriate 
conditions  inter- 
ests me,"  Slim  re- 
cently told  Busi- 
ness Week. 

Indeed,  as  he  ex- 
pands beyond  his 
base  in  Mexico, 
Slim's  deal  offen- 


TARGETED 

Slim  is  vying 
for  control 


sive  is  creating  one 
of  the  world's 
largest  emerging- 
market  telecom 
empires,  with  combined  sales  of  $15.8 
billion  and  service  to  61  million  cus- 
tomers—fixed line  and  wireless  com- 
bined—across nine  nations.  The  latest 
bids  follow  a  string  of  profitable  ventures 
for  the  64-year-old  Slim,  the  wealthiest 
individual  in  Latin  America.  The  busi- 
ness tycoon  has  an  unmatched  reputa- 
tion for  snapping  up  undervalued  assets 
and  turning  them  around,  starting  with 
Telmex  after  its  1990  privatization. 

Slim's  push  into  Latin  American 
wireless,  long  distance,  and  data  servic- 
es comes  not  a  moment  too  soon.  That's 
because  the  company  long  regarded  as 
his  crown  jewel,  Telmex,  while  still  a 
cash  cow,  has  matured  into  a  slow- 
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growth  asset.  "This  opens  an  oppor 
nity  for  expanding  Telmex,  wh, 
was  just  in  the  Mexican  market,  i 
only  to  diversify  but  to  grow,"  says  . 
turo  Elias  Ayub,  Telmex'  director 
strategic  alliances. 

ASSETS  FOR  LESS 

THE  OPPORTUNITIES  are  especially 
tractive  in  wireless.  Telmex  spun  off 
wireless  business  to  create  America  Mc 
in  2000:  That  company  now  domina 
the  Mexican  cellular  market,  and  thou 
it  is  not  the  top  player  in  every  Latin  m 
ket,  it  is  the  top  operator  overall  in  La 
America,    with    43.7    million    wireli 

clients.  That  size 

lows  the  compj 
to  reap  savings 
back-office    ope 
tions  and  in  pi 
chasing.  "They  h; 
tremendous    seal 
have  made  some  t| 
cellent  acquisitioB 
of  good  companJ 
at  low  prices,  al 
their    timing    hi 
been    great,"    sal 
Stephen     Grahai 
telecom  analyst  f  I 
UBS  Securities  in  Rio  de  Janeiro. 

Neither  AT&T  nor  MCI  could  turn  thtl 
Latin  American  businesses  into  mone 
spinners.  Yet  Slim  figures  he  can.  For  0:j 
thing,  he's  buying  the  assets  for  a  sonj 
MCI  paid  $2.3  billion  for  its  controlluj 
stake  in  Embratel;  Slim  wants  to  bil 
100%  of  voting  shares  for  $628  millio 
Slim  faces  some  stiff  competition  in  Lat 
markets,  especially  from  Spain's  Telefor 
ca.  That  telecom  titan  just  offered  $5.M 
billion  in  cash  and  assumed  debt  to  bi 
BellSouth  Corp.'s  regional  wireless  open 
tions.  But  with  Telmex5  $1.5  billion  w 
chest  and  Slim's  own  billions,  betting  c 
the  Mexican  may  prove  the  smart  play. 
-By  Geri  Smith  in  Mexico  Ci 
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.( ,  Edwards,  the  only  true  measure  of  our  financial  consultants'  success  is  our  clients'  success.  That's  because  our 
icial  consultants  have  the  freedom  to  be  fully  accountable  to  each  investor  and  nothing  else.  And  they're  backed  by  an 
experienced  team  of  research  analysts  and  planning  specialists.  117  years  of  satisfied  clients  says  that's  a  pretty  good  way 
to  do  business.  To  meet  with  an  A.G.  Edwards  financial  consultant,  visit  www.agedwards.com  or  call  (866)  379-4243. 


A.G.EDWARDS 

FULLY  INVESTED  IN  OUR  CLIENTS. 


WE  BELIEVE 

A  FINANCIAL  CONSULTANT  CAN 
BEST  SERVE  THE  CLIENT  BY  ABIDING 
BY  THE  GOLDEN  RULE. 


AND  NOT  JUST  BECAUSE 

IT  HAS  THE  WORD  "GOLD"  IN  IT. 


©2004  A.G.  Edwards  &  Sons,  Inc.  •  Member  SIPC 
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Bill  is  our  president.  He  stresses  the  importance  of  integrity  in  money 

management.  He  knows  that  we  succeed  only  by  making  others  successful. 

Can  strong  values  contribute  to  strong  results?  Just  look  at  the  numbers. 


Name  of  Fund 

Fund  Category 

lYr. 

5Yrs. 

lOYrs./LifeofFund 

Inception  Date 

VistaSM  (TWCVX) 
Global  Growth*  (TWGGX) 
Large  Company  Value+  (ALVTX) 
High-Yield  Muni+*  (ABHYX) 

Mid-Cap  Growth 
World  Stock 
Large  Value 
High-Yield  Muni 

42.82% 
34.52% 
28.97% 
6.37% 

12.16% 
6.94% 

5.51% 

8.62%/ 10.58% 

—  /8.57% 

—  /4.92% 

—  /5.94% 

11/25/83 
12/1/98 
7/30/99 
3/31/98 

Average  annual  total  returns  as  of  12/31/03 

Data  presented  reflect  past  performance  and  are  no  guarantee  of  future  results.  Current  performance  may  be  higher  or  lower  than  the  per- 
formance shown.  Investment  return  and  fund  share  value  will  fluctuate,  and  redemption  value  may  be  more  or  less  than  original  cost.  To  obtain 
the  most  current  performance  data,  please  contact  us.  Performance  reflects  Investor  Class  shares.  For  information  about  other  available  share 
classes,  please  consult  the  prospectus.  Data  assume  reinvestment  of  dividends  and  capital  gains. 

You  should  consider  a  fund's  investment  objectives,  risks,  and  charges  and  expenses  carefully  before  you  invest.  The  fund's  prospectus,  which 
can  be  obtained  by  calling  1-877-44-AMCEN,  contains  this  and  other  information  about  the  fund,  and  should  be  read  carefully  before  investing. 

International  investing  involves  special  risk,  such  as  political  instability  and  currency  fluctuations. 

f Available  exclusively  through  investment  professionals. 

f Investment  income  may  be  subject  to  certain  state  and  local  taxes  and,  depending  on  your  tax  status,  the  federal  alternative  minimum  tax. 
Capital  gains  are  not  exempt  from  state  and  federal  income  tax.  The  lower-rated  securities  in  which  the  fund  invests  are  subject  to  greater  credit 
risk,  default  risk  and  liquidity  risk. 

honesty.  Hard  work.  Patience.  We  believe  strong  values  and 
strong  performance  go  hand  in  hand. 


American  Century 
Investments 

Genuine.  Results. 


Call  1-877-44-AMCEN  or  your  investment  professional,  or  visit  www.americancentury.com 


American  Century  Investment  Services,  Inc.  The  American  Century  logo,  American  Century  and  American  Century  Investments  are  service  marks  of  American  Century  Services  Corporation,  ©  2004  American  Century  Services  Corporation 


r 


2:07PM  LOG  INTO  HOT  SPOT  2:08  PM 
NETWORKSECURESTHIN  AIR  2:09PM 
TRANSMIT  FILESTHROUGH  THIN  AIR 
2:25PM  UPDATE  PURCHASE  ORDER 
2:35PM  EXPENSE  COFFEE  ORDER 

nore  freedom  you  give  employees  to  work  anywhere,  the  more  you  can  achieve.  That's  good.  But,  at  the  same  time,  the  more  you  expc 

yourself  to  intruders  and  worms.  That's  not  so  good.  How  far  can  a  network  travel  to  protect  your  office?  Now,  the  answer  is  everywhere.  Cis 

network;  egrated  wireless  security,  protect  mobile  workers  who  constantly  move  outside  the  safety  of  the  corporate  network.  : 

information  is  secured.  No  matter  where  it  exists.  To  learn  more  about  how  Cisco  can  help  plan,  design  and  implement  your  network  secun 

sco.com/securitynow.  SELF-DEFENDING  NETWORKS  PROTECT  AGAINST  HUMAN  NATURE. 
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Cisco  Systems 


THIS  IS  THE  POWER  OF  THE  NETWORK.  nOW. 

"served.  Cisco.  Cisco  Systems.  Cisco  IOS.  and  the  Cisco  Systems  logo  are  register - 

ademarks  of  Cisco  Systems.  Inc  and/or  Hs  affiliates  in  the  US.  and  certain  other  cc. 
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News  International  Outlook 


EDITED  BY  ROSE  BRADY 


Is  the  U.S.  Out  on  a  Limb 
With  Musharraf? 


PAKISTAN  PRESIDENT  GENERAL  PERVEZ  MUSHARRAF  has  declared  war 
on  what  he  claims  are  "500  to  600  foreign  terrorists"  operating 
in  tribal  areas  along  the  Afghan  border.  On  Mar.  15,  Musharraf 
told  tribal  chiefs  in  Peshawar  that  a  Libyan  member  of  al  Qaeda 
was  behind  two  failed  attempts  to  assassinate  him  in  December 

and  that  he  would  crack  down  if  the  terror-  But  the  wild  card  is  the  Army.  Pakistani 

ists  did  not  surrender.  A  day  later  a  fierce     military  analysts  predict  that  the  army  core 


gun  battle  broke  out  between  Pakistani 
troops  and  suspected  militants  near  the 
border,  resulting  in  at  least  38  deaths. 

Extremist  On  Deck? 

THE  ASSASSINATION  attempts  underscore 
just  how  shaky  the  Bush  Administration 
policy  toward  Pakistan  has  become.  Since 
the  events  of  September  11,  Washington 
has  depended  heavily  on  Musharraf  for  its 
war  on  terror— and  its  hunt  for  al  Qaeda.  Yet 
two  days  before  Secretary  of  State  Colin 
Powell  was  scheduled  to  visit  Pakistan  on 
Mar.  17,  security  forces  defused  a  massive 
bomb  outside  the  U.S.  con- 
sulate in  Karachi.  That  threat 
followed  astounding  news  in 
February  that  Pakistan's  top 
nuclear  scientist  had  illegally 
exported  nuclear  technology 
to  Libya,  Iran,  and  North 
Korea— supposedly  without 
the  government's  knowl- 
edge. "Pakistan  has  failed  as 
a  democracy  and  as  a  military 
autocracy,"  warns  Stephen  P. 
Cohen,  an  expert  on  South 
Asia  at  the  Brookings  Institu- 
tion. "We  should  be  worried 
about  the  long-term  future 
of  Pakistan."  -*■—■* 

Worse,  what  would  hap- 
pen if  another  assassination  attempt  against 
Musharraf  were  to  hit  its  mark?  It  could 
throw  Washington's  policy  into  disarray. 
According  to  Pakistan's  constitution,  if 
Musharraf  were  killed  or  incapacitated,  the 
chairman  of  the  Pakistan  senate, 
Mohammedmian  Soomro,  would  succeed 
him  as  acting  President  And  Prime  Minister 
Mir  Zafarullah  Khan  Jamah  would  continue 
as  chief  executive.  Both  generally  support 
Musharraf  s  current  pro-Western  policy. 


UNDER  THREAT 

Musharraf  has 
twice  dodged 
assassination 


commanders  would  likely  appoint  General 
Mohammed  Aziz  to  succeed  Musharraf  as 
Army  Chief  of  Staff.  Aziz  currently  holds  the 
post  of  chairman  of  the  Joint  Chiefs  of  Staff 
Committee,  a  rank  senior  to  Musharraf  s. 
What's  impossible  to  know  is  whether  the 
commanders  would  support  Soomro  as  act- 
ing President  or  decide  to  name  Aziz  as 
President— just  as  Musharraf  currently 
heads  both  the  army  and  the  country.  An 
Aziz  presidency  could  deal  a  major  blow  to 
the  U.S.  He  is  viewed  as  a  strident  national- 
ist and  less  supportive  of  Washington. 
The  rise  of  a  radical  general  would  also 
help  the  Muttahida  Majlis-e- 
Amal  (MMA)— a  coalition  of 
religious  parties  that  controls 
a  fifth  of  parliamentary 
seats— gain  influence.  "The 
MMA  would  provide  the  po- 
litical platform  [the  new 
general]  needs,  and  this  will 
be  dangerous  and  destabiliz- 
ing," warns  Ejaz  Haider,  a 
Lahore  political  analyst. 

About  the  least  frighten- 
ing   scenario    for   a   post- 
Musharraf  Pakistan  could  be  quick 
elections,  if  the  secular  former  Prime 
Ministers  Benazir  Bhutto  and  Nawaz 
Sharif  returned  from  exile  and  de- 
manded them.  Something  similar 
happened  in  the  late  1980s,  when  Pak- 
istan's then-leader,  General  Zia  ul  Haq, 
died  in  a  plane  crash  and  the  other  generals 
allowed  elections.  But  in  their  previous 
stints  in  power,  neither  Bhutto  nor  Sharif 
proved  able  to  master  Pakistan's  turbulent 
politics  for  long.  The  Bush  Administration 
is  no  doubt  crossing  its  fingers  that  any 
would-be  assassins  in  Pakistan  fail.  ■ 

-By  Naween  A.  Mangi  in  Karachi  and 
Manjeet  Kripalani  in  Bombay 


GLOBAL 
WRAPUP 

A  BOLD  MOVE  BY  PARIS 
AND  CHINA? 

FRANCE'S  RECENT  overtures 
toward  China  could  be  the  start 
of  a  new  period  of  tension  be- 
tween Washington  and  Paris.  On 
Mar.  16  the  French  and  Chinese 
navies  began  five  days  of  joint 
exercises  off  the  north  Chinese 
coast.  For  Beijing,  the  exercises 
are  the  most  sophisticated  ever 
with  a  foreign  navy.  They  could 
be  the  sign  of  much  tighter 
relations  to  come  between  China 
and  France,  particularly  if  the 
French  government  succeeds  in 
persuading  the  European  Union  to 
drop  its  15-year-old  embargo  on 
arms  sales  to  China. 

The  French  aerospace  and  de- 
fense industries  see  China  as  a 
potentially  lucrative  market.  But 
sales  of  French  missiles  and  other 
defense  products  would  raise 
concerns  in  Washington,  which 
still  restricts  technology  sales  to 
China.  Washington  also  isn't 
likely  to  be  pleased  with  appar- 
ent French  interference  in 
Chinese-Taiwanese  relations. 
The  naval  exercises  began  just 
days  before  voters  in  Taiwan 
head  to  the  polls  to  decide 
whether  to  reelect  a  pro- 
independence  President. 

NO  CHANGE  IN  SPAIN'S 
ECONOMIC  POLICY 

SPAIN'S  NEW  Socialist 
government  seems  intent  on 
changing  policy  toward  the  U.S. 
and  the  European  Union,  but  the 
Spanish  business  community 
isn't  expecting  a  shift  from 
orthodox  economic  policies 
followed  by  outgoing  Prime 
Minister  Jose  Maria  Aznar.  Most 
execs  and  analysts  are  betting 
that  Socialist  economic  guru  and 
former  banker  Miguel  Sebastian 
will  be  Finance  Minister. 
Sebastian,  who  earned  a  doctor- 
ate in  economics  at  University  of 
Minnesota,  is  well  known  for 
promising  tight  budgets,  low 
inflation,  and  tax  cuts. 
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IN  FEBRUARY,  2001,  ANN  FUDGE  DID  SOMETHING  THAT  HAS  BE- 

come  achingly  common  among  high-powered  career  women. 
She  quit.  After  a  quarter- century  as  a  rising  star  in  Corporate 
America  and  just  one  year  after  she  had  been  promoted  to  run 
a  $5  billion  division  of  Kraft  Foods  Inc.,  Fudge  walked  away. 
She  didn't  do  it  for  her  two  sons,  who  were  already  grown  and 
embarked  on  careers  of  their  own.  She  didn't  do  it  to  accept  an- 
other turnaround  challenge,  building  on  her  reputation  for  re- 
viving brands  from  Minute  Rice  to  Maxwell  House.  Like  a  num- 
ber of  her  peers,  she  simply  wanted  to  define  herself  by  more 
than  her  professional  status,  considerable  as  it  was,  and  finan- 
cial rewards,  sizable  as  they  were.  "It  was  definitely  not  dissat- 
isfaction," says  Fudge,  now 
n52.  "It  was  more  about  life." 
For  Fudge,  that  meant  cy- 
cling around  Sardinia  and  go- 
ing   to    movies    on    Sunday 
nights.  It  meant  finally  enjoy- 
ing   her    Westport    (Conn.) 
home,  where  she  had  done  lit- 
tle more  than  grab  a  few  hours 
sleep  amid  the  grind  of  corpo- 
rate life— "things  like  going  out 
on  the  deck  and  writing  in  my 
journal."  It  meant  rising  to  do 
yoga  instead  of  racing  to  work, 
reading  books  about  moving 
the  soul  instead  of  moving 
products,  and  sitting  down  to 
dinner  with  her  husband,  Rich, 
instead  of  grabbing  a  slice  of 
pizza  at  the  office.  And,  per- 
haps most  refreshing  for  a 
woman  cast  as  a  role  model  for 
much  of  her  career,  it  meant 
anonymity.  "I  loved  it.  You 
drop  off  the  map,  and  nobody 
cares  about  you  anymore." 

Well,  not  quite.  About  two 
years  into  her  sojourn,  Fudge 
got  a  call  from  Martin  Sorrell, 
chief  executive  of  Britain's  ad- 
vertising conglomerate,  WPP 
Group  PLC.  He  wasn't  inter- 
ested in  seeking  her  reflections 
on  retirement.  If  anything,  he 
says,  "I  thought,  what  a 
waste."  If  everybody  followed 
Fudge's  lead,  he  argues,  "look  at  the  damage  to  the  economy  to 
have  all  these  talented  50-year-olds  out."  No,  Sorrell  called  to 
tempt  Fudge  back  in  with  an  offer  to  run  Young  &  Rubicam 
Inc.,  the  distressed  advertising  and  communications  giant  that 
he  had  bought  for  $4.7  billion  in  2000.  He  thought  that  Fudge, 
with  her  marketing  expertise  and  renowned  people  skills,  could 
rescue  a  company  that  two  CEOs  in  three  years  couldn't  And  he 
certainly  wasn't  oblivious  to  the  buzz  that  hiring  a  prominent 
black  woman  would  create.  Besides,  the  notoriously  hands-on 
boss  contends,  "women  are  better  managers  than  men." 

What  an  offer,  though:  Fudge  would  take  over  a  company 
with  about  40%  of  the  revenues  of  the  unit  she  ran  at  Kraft,  a 
company  that  a  former  Y&R  client  calls  "distracted  and  unin- 
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two-year 
break  from 
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those  lessons 
help  her  fix 
Young  & 
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spired"  in  an  industry  worried  about  becoming  irrelevant  All  at 
a  time  when  Fudge  was  dreaming  of  starting  her  own  children's 
media  venture.  But  here  was  a  chance  to  make  a  difference  in  a 
hurry.  As  CEO,  she  could  alter  the  way  that  business  was  done- 
turning  the  company  from  an  insular  idea  factory  stymied  by  its 
own  turf  battles  to  a  truly  client-focused  and  efficient  operation. 
Her  ideal:  a  collaborative  family  in  which  independent  busi- 
nesses work  together  to  diagnose  and  solve  customers'  prob- 
lems. This  was  a  company  where  she  could  put  her  marketing 
savvy  and  management  ideas  into  practice,  a  company  that 
needed  her,  a  company  of  her  own.  And  so  in  May,  2003,  she  be- 
came chairman  and  chief  executive  of  what  is  now  called  Young 
&  Rubicam  Brands,  as  well  as  Y&R,  its  flagship  ad  agency. 

In  this  way,  Fudge  stands  out  among  top-tier  executive 
women  who  choose  to  leave  the  corporate  world  because  of  its 
unrelenting  demands:  Most  who  walk  away  seem  not  to  return, 
unless  it's  to  found  and  run  their  own  businesses.  In  a  culture 
that  exalts  loyalty  to  the  job,  if  not  the  company,  and  disparages, 
however  quietly,  those  who  try  to  limit  its  hold  on  their  lives, 
leaving  is  often  seen  as  a  sign  of  weakness,  a  sometimes  unfor- 
givable lack  of  ambition.  Most  Americans  are  even  reluctant  to 
take  all  of  their  annual 
vacation;  Fudge  her- 
self measured  her  ma- 
ternity leaves  in  weeks, 
not     months.     While 
PepsiCo      Inc.      CEO 
Steven  S.  Reinemund, 
who  has  watched  sev- 
eral high-level  female 
colleagues  quit  for  per- 
sonal reasons,  says  he 
has  thought  about  tak- 
ing a  long  break  "a 
number  of  times"  over 
his  career,  he  hasn't. 
Few  have.  It  shouldn't 
be  a  stigma,  but  it  is. 

No  wonder  that 
what  really  intrigues 
Fudge's  female  peers 
isn't  that  she  left  but  that  she  went  back.  Or,  just  as  important, 
that  she  could  go  back.  Few  high-level  women  dropouts  have 
the  opportunity  to  rejoin  the  corporate  elite  with  their  credibil- 
ity intact.  And  even  for  Fudge,  that  is  anything  but  certain:  At 
Young  &  Rubicam,  she  has  been  welcomed  with  as  much  skep- 
ticism as  enthusiasm.  Fudge  was  an  unconventional  choice  as 
chief  executive,  and  she  is  taking  an  unconventional  ap- 
proach—importing a  management  rigor  and  an  inclusive  style 
rarely  associated  with  advertising.  Fudge's  leadership  could  re- 
sult in  dramatic  improvements  or  end  in  very  public  failure. 


In  a  culture  that  exalts 
loyalty  to  the  job,  leaving  is 
seen  as  a  sign  of  weakness 
—or  lack  ofambition 


i 


Awkward  Match 


FUDGE  TRADED  HER  ENLIGHTENED  early  retirement  and  en- 
trepreneurial plans  for  a  daunting  challenge.  She  has  thrust  her 
newly  centered  self  smack  in  the  middle  of  a  company  that  has 
endured  neglect,  executive  greed,  and  a  messy  merger.  Some 
big  clients  have  left  in  frustration:  Burger  King  Corp.  pulled 
Y&R  as  its  lead  ad  agency  on  its  estimated  $350  million  account 
less  than  a  year  after  awarding  it;  executives  there  declined  to 
say  why.  According  to  AdWeek,  which  tracks  the  industry, 
billings  at  Y&R'S  New  York  headquarters  have  shrunk  from 
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$3.4  billion  at  the  end  of  1998  to  about  $1  billion  today— ;f 
downward  trend  that  company  insiders  acknowledge  but  say  i.'f* 
exaggerated  by  several  spinoffs.  The  various  divisions  of  th^ 
group,  from  direct  marketer  Wunderman  to  brand  consultancj 
Landor,  rarely  work  together.  Some  employees  are  bitter.  Anc 
now  many  are  peeved  to  have  a  consumer-products  executive 
who  espouses  management  principles  like  "Lean  Six  Sigma"  ai 
the  helm  of  an  ad  agency,  where  a  modicum  of  chaos  is  thoughij 
to  be  necessary  for  creativity.  To  them,  it's  an  awkward  match 
The  new  CEO  acknowledges  that  it'll  take  time  to  creati 
goodwill  among  a  group  of  people  who  have  been  so  disillu 

sioned  for  the  past  fewk 
years.  A  slew  of  senioi  I 
executives,  including  H 
CEO  Peter  A.  Georges^  | 
cu,  cashed  out  after 
the  75-year-old  com- 
pany went  public  in  Ian 
May,      1998  — the 
largest  initial  public 
offering  in  advertising  *£ 
history  and  one  that  &:  * 
ate  up  two  years  of  at 
tention  within  the(W») 
company.  In  2000   : 
Sorrell    acquired    tht 
group  after  a  stormyjj^ii 
five-month  takeove 
that  had  all  the  hall    ■ 
marks  of  a  high  school 
romance— tantrums,  L 
HIDEBOUND?  Y&R  made     tears,  intrigue,  and  shifting  infatu- 
this  ad  for  Land  Rover       ations.  Insiders  say  a  second  CEo|[J 
mmm^m^m^mu  took  the  money  and  left;  his  suc- 

cessor barely  showed  his  face  outside  the  office. 

While  it's  too  soon  to  judge  the  success  of  Ann  Fudge's  sec- 
ond act,  an  intriguing  drama  is  starting  to  unfold.  Some  col- 
leagues speak  glowingly  of  her  vision,  intelligence,  and 
warmth,  saying  she  has  brought  a  healthy  disdain  for  outdated 
practices  to  the  offices  of  Young  &  Rubicam  worldwide.  Others 
dismiss  her  as  a  celebrity  CEO  who  lacks  a  feel  for  the  industry 
and  a  rousing  competitive  instinct.  Not  only  is  she  an  outsider, 
she  is  someone  who  opted  out. 

A  surprising  number  doubt— quietly  for  now,  anyway— that 
a  woman  who  openly  hugs  fellow  execs  and  values  her  life  be- 
yond the  workplace  can  raise  Y&R  to  new  creative  and  financial 
heights.  As  one  senior  executive  puts  it:  "I  just  don't  know  if 
someone  who  can  spend  months  on  a  bicycle  has  the  24/7  drive 
we  need."  Even  outsiders  wonder  about  the  fire  in  her  belly. 
"Does  Y&R  need  a  General  Patton  or  a  well-rounded,  solid 
business  leader?"  ponders  veteran  consultant  Richard  Roth, 
whose  firm  helps  clients  find  the  right  ad  agency.  "Ann  certain- 
ly represents  the  latter."  Fudge  laughs  off  the  innuendo.  "I 
really  love  doing  things  differently  from  the  norm,"  she  says. 


MM 
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The  notion  that  she  is  somehow  not  up  to  the  job  because  she 
■>k  time  off  rankles  her  peers.  "What's  two  years  in  a  career  that 
imps  most  careers  that  are  twice  as  long?"  says  Mary  Lou 
rinlan,  a  consultant  and  former  ad  exec  who  was  handling 
irketing  for  Folgers  coffee  when  Fudge  was  working  wonders 
Maxwell  House.  "The  thought  that  you  can't  take  two  years  off 
d  come  back  to  work  intensely  is  ridiculous,"  adds  Ellen  R. 
arram,  a  partner  in  private-equity  firm  North  Castle  Partners 
C,  who  took  a  year  off  after  stepping  down  as  CEO  of  Tropicana 
verage  Group  when  it  was  sold  to  PepsiCo.  Especially  since 
dge  regularly  puts  in  15-hour  days  and  has  already  criss- 
issed  the  world  to  visit  Y&R  offices,  reorganized  top  staff  to 
ake  them  direcdy  responsible  for  all  their  clients'  needs,  moved 
,cut  costs,  and  is  pushing  to  garner  more  business  in  areas  like 
chnology,  health  care,  and  direct-to-consumer  marketing. 
But  it  is  Fudge's  vision  for  how  Y&R  should  operate  that  real- 
puts  her  at  odds  with  some  of  her  new  colleagues.  She  brings 
dient's  perspective  to  the  job  in  a  way  that  is  fundamentally  dif- 
t-ent  from  the  usual  ad  agency  ethos.  In  Fudge's  world,  creativ- 
r  is  only  worthwhile  if  the  client  appreciates  it.  That's  practically 
'resy  to  some.  As  an  experienced  marketing  executive,  she 


knows  all  too  well  the  limits  of  the  traditional  30-second  com- 
mercial. When  clients  approach  her  agency  for  help  selling  a 
product,  she  believes  the  response  should  be  to  find  the  best  pos- 
sible combination  of  services,  drawing  on  all  the  far-flung  units  in 
the  empire.  To  underscore  this,  she  launched  the  Young  &  Rubi- 
cam  Brands  name  for  the  group's  family  of  companies.  That's  a 
difficult  mind  shift  for  a  confederation  of  businesses  used  to 
working  independendy  and  even  competing  against  one  anoth- 
er. Meanwhile,  many  insiders  complain  that  despite  the  change 
in  nomenclature,  Fudge  has  failed  to  give  Y&R  the  dynamic,  fresh 
identity  it  needs  to  draw  customers  and  talent  back  into  the  fold. 
Instead,  from  her  open  cubicle  at  Madison  Avenue,  she  has  fo- 
cused on  meeting  with  customers  and  encouraging  her  employ- 
ees to  unite  in  giving  them  better  service.  Her  goal:  more  revenue 
from  existing  clients,  rather  than  the  buzz  of  new  business.  Y&R 
Vice-Chairman  Stephanie  Kugelman  calls  the  griping  "old  world 
ad-speak,"  arguing  that  marshaling  resources  for  clients  trumps 
fresh  slogans.  "This  is  what  you  have  to  do  these  days,"  says 
Kugelman.  "The  whole  business  has  changed." 

Fudge  may  not  have  won  the  hearts  and  minds  of  all  her 
staffers,  but  at  least  some  clients  are  in  sync  with  the  kinds  of 
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Y&R 

The  flagship  ad 
agency  founded  in 
1923,  with  clients 
such  as  Colgate 
(below)  and  Ford. 
But  an  exodus  of 
clients  and  talent 
as  well  as  reports  of 
animosity  between 
Fudge  and  creative 
head  Michael  Patti 
has  generated 
more  bad  buzz 
than  billings. 


Burson- 

Marsteller       Landor 


Influential  public 
relations  consult- 
ancy, with  clients 
ranging  from  the 
Beijing  Olympic 
Committee  to  the 
U.S.  Bureau  of 
Engraving  and 
Printing  (above). 
Known  for  its 
CEO/Corporate 
reputation 
study.  Founder 
Harold  Burson 
is  considered  the 
most  influential 
PR  person  of  the 
20th  century. 

GRADE 


As  the  brains 
behind  such  brand 
launches  as 
Altoids  (below), 
Smirnoff,  and 
Xbox,  Landor  is 
considered  one  of 
the  world's  top 
brand-strategy 
and  design 
consultancies. 
But  insiders  say  it 
may  be  losing 
ground  to  hotter 
competitors. 


Cohn  & 
Wunderman  !  Wolfe 


GRADE 
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Founded  in  1958  by 
Lester  Wunderman, 
who  is  regarded 
as  the  father  of 
direct  marketing. 
Young  &Rubicam's 
big  win  with 
Microsoft  was 
largely  a  coup  for 
Wunderman,  one 
of  the  world's 
largest  direct- 
marketing  firms. 
With  clients  like 
Citibank,  Ford,  and 
Danone,  as  well  as 
new  business  from 
such  clients  as 
AT&T  and  Bayer, 
Wunderman 
is  a  favored 
child.  But 
some  execs 
are  peeved  at 
having  parent 
Y&R  steal  the 
thunder  for  the 
Microsoft  win. 

GRADE 


After  a  period  of 
seeming  to  have  its 
head  in  the  sand, 
the  international 
public-reiations 
agency  is  again  out 


Sudler& 
Hennessey 

Pioneer  health-care 
communications 
company,  with 
clients  such  as 
Forest  Labs,  which 
sells  Alzheimer's 
drug  Namenda 
(below),  Pfizer, 
Astra/Zeneca,  and 
Roche.  Also  works 
with  governments 
and  companies 
such  as  Colgate. 


A      B 


winning  business 
from  companies 
such  as  Pfizer. 
Hilton  Hotels 
(above)  and 
Smucker's  are  also 
prominent  clients. 

GRADE 


GRADE 
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Ann  Fudge's  Self-Help  Program 

Young  &  Rubicam  has  suffered  through  poor  leadership  and  a  messy  merger  in  recent  years. 
The  various  units  tend  to  work  in  isolation.  The  ad  agency  has  lost  some  big  clients.  And 
employees  are  disgruntled.  Here's  how  Ann  Fudge  wants  to  change  the  company: 

W^  Push  Collaboration  Encourage  teamwork  among  divisions  in  client  pitches,  cut  the  turf  wars,  and  move  joint  projects 
rr   under  the  umbrella  of  Young  &  Rubicam  Brands.  For  Fudge,  it  reflects  the  new  realities  of  what  clients  want.  For  some  others, 
it's  an  unwelcome  incursion  into  their  fiefdoms  and  too  forced  a  notion  to  work. 


ttW  FOCUS  on  Clients  Diagnose  client  needs  instead  of  pushing  ads  or  cross-selling  services.  How?  Make  some  senior  staff 
VV  directly  responsible  for  all  aspects  of  a  client  account  and  focus  more  on  serving  existing  clients  than  on  chasing  new  business. 
Sounds  good,  say  critics,  but  that  won't  distinguish  Y&R  from  the  pack.  And  new  business  matters. 


» 


Six  Sigma  for  Creativity!  Simplify  processes  and  ramp  up  efficiency  through  the  principles  of  "Lean  Six  Sigma."  Fudge's 
goal:  Free  up  time  and  space  for  people  to  be  creative  and  cut  costs.  Insiders'  groan:  This  isn't  a  widget  plant,  thank  you  very  much. 


» 


Spread  the  Joy  Boost  troop  morale  through  global  Webcasts  and  travel  to  remote  parts  of  the  empire.  Finally,  a  bright, 
nurturing  leader  who  even  hugs  fellow  execs.  But  critics  say  she  doesn't  have  that  24/7  drive  to  rev  up  enthusiasm— and  profits. 


changes  she's  trying  to  make.  "Too  many  people  add  a  lot  of 
cost  and  not  a  lot  of  value,"  says  M.  Carl  Johnson  III,  chief  strat- 
egy officer  at  client  Campbell  Soup  Co.  "They  have  to  stop  do- 
ing stuff  that's  stupid."  Fudge's  first  big  success  was  Microsoft 
Corp.'s  recent  decision  to  give  roughly  $250  million  of  its  cus- 
tomer-relationship management  business  to  Y&R.  "If  it  wasn't 
for  her  leadership,  we  wouldn't  have  been  able  to  close  the 
deal,"  says  John  B.  Kahan,  Microsoft's  general  manager  of  cor- 
porate customer-relationship  management.  "Most  agencies 
come  to  the  table  with:  'Here's  what  I  did  for  other  customers.' 
She  says:  What  does  it  take  to  delight  your  customer?'" 


Bruising  Egos 


BUT  EVEN  THAT  DEAL  has  sparked  internal  grumbling.  The 
bulk  of  the  business  will  be  done  by  Wunderman,  the  direct- 
marketing  unit  that  arguably  has  a  more  potent  brand  name 
at  the  moment  than  Y&R. 
Few  of  the  company's  divi- 
sions want  to  be  grouped  un- 
der a  single  brand,  and  they 
certainly  don't  want  to  work 
more  closely  with  what  they 
regard  as  the  high-handed 
and  dysfunctional  Y&R  ad 
agency.  As  one  unit  exec  puts 
it:  "Who  wants  to  dull  down 
a  pitch  by  bringing  someone 
you  wouldn't  choose  to  the 
table?"  Fudge  says  she  "ab- 
solutely totally  respects  the 
individual  entities,"  arguing 
that  more  collaboration  does 
not  necessarily  mean  the  end 
of  their  independence.  "The 
concern  is  more  at  the  senior 
level,"  she  sighs.  "The  middle 
guys  get  it." 

Fudge's  message  of  disci- 
pline is  also  bruising  egos. 
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CREATIVE 

DIRECTOR  PATTI 

He  says  Fudge 
nurtures  clients 
while  he  pushes 
the  "wow!" 
creative  work 


Many  openly  snicker  at  her  attempts  to  introduce  Six  Sigma,  1 
rigid  and  almost  religious  quality-control  program  long  associl 
ated  with  General  Electric  Co.  (where  Fudge  sits  on  the  board] 
They  call  it  Sick  Sigma.  She  calls  the  initiative  FIT— for  focus,  i 
novation,  and  teamwork— and  says  if  s  tailored  to  simplifyinl 
processes  in  the  ad  industry.  She  now  has  staffers  trained  as  S£j 
Sigma  "green  belts,"  who  tackle  everything  from  sourcing  sup 
plies  to  honing  the  process  for  developing  creative  strategies 
Despite  resistance,  several  converts  are  already  excited  about  th  I 
results,  with  Y&R  account  manager  Kathryn  Burke  arguing! 
"This  really  needed  to  be  done."  Fudge  saw  how  the  program 
boosted  productivity  at  Kraft,  and  she  believes  it'll  actually  frel 
up  time  for  more  creativity  at  Young  &  Rubicam.  As  she  saysj 
"Do  we  really  need  six  meetings  to  get  an  idea?" 

One  of  Fudge's  most  critical— and  allegedly  most  strained-| 
relationships  is  with  Michael  Parti,  the  brilliant,  often  bellicose 
worldwide  creative  director  of  Y&R  ad  agency  and  head  of  iuf 
New  York  office.  Terms  like  "client-centric"  don't  seem  to  figurq 

in  his  vocabulary.  While  somt 


insiders  say  the  duo  bare! 
talk,  both  deny  a  rift.  "Wtl 
read   each   other's   minds!" 
says  Fudge.  But  Parti,  who 
was  hired  in  a  multimillion- 
dollar  deal  mere  weeks  before 
Fudge  joined  with  a  lucrative 
multiyear    contract    of  her 
own,  clearly  has  a  different 
view  of  what  will  it  take  to  [ 
turn  around  Y&R  His  dream  [ 
definition    of    the    agency:! 
"Young  and  Restless.  Hun-j 
gry."   He   calls   his  boss   a 
"  touchy-feely . . .  gatherer"  of  I 
ideas   who   has   brought   a| 
"calming  effect"  to  the  office. 
In  his  view,  Fudge  helps  to 
nurture    clients,    while    he 
pushes  the  "wow!"  creative 
work.  "She  can  hold  their 
hands  as  we  go  there,  and  I 
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"I  DON'T  GET  IN  MUCH.' 
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The  265-hp  Acura  MDX  with  electronic  4-wheel  drive.  Take  on  more  than  the  occasional  pothole.  Its  a  breeze 
when  you  have  a  city-escaping  V-6  VTEC  engine.  Not  to  mention  a  Drive-by-Wire  Throttle  System,"  side  curtain  airbags 
and  seating  for  up  to  seven  city  slickers.  The  adventure  begins  at  acura.com  or  call  1-800-To-Acura.     ®  ACURA 
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High-performance  supply  chain, 
delivered. 

When  the  world's  number  one  computer 
company  set  out  to  upgrade  its  already 
world-class  manufacturing  infrastructure 
several  years  ago,  they  began  with  a  bold, 
yet  simple  premise:  "build  more  systems 
with  less  inventory."  In  about  100  days, 
Accenture  and  Dell  conceived  and 
implemented  an  approach  that  allows  Dell 
to  operate  on  no  more  than  two  hours  of 
inventory  at  a  time.  Now  in  place  in  Dell's 
plants  around  the  world,  the  program  paid 
for  itself  five  times  over  during  the  first 
12  months  of  operation.  Dell  is  able  to 
adapt  more  quickly  to  rapidly  changing 
technologies  and  maintain  its  position  as 
a  high-performance  business. 


New  York  City  311 

High  performance  delivered  for 
government. 

More  than  900  non-emergency  city 
services  in  170  languages  for  8  million 
residents-services  that  once  took  14  pages 
of  telephone  numbers  in  New  York  City- 
are  now  available  24/7  with  a  single  call 
to  311.  Working  closely  with  the  city's 
Department  of  Information  Technology 
and  Telecommunication,  Accenture  took 
the  nation's  largest  311  project  live  in  just 
seven  months,  introducing  not  just  new 
applications  and  technologies,  but  a  new 
way  of  doing  business.  Having  surpassed 
million  call  milestone  in  just  five  months, 
n  is  giving  the  city  of  New  York 
the  agility  required  for  high  performance. 


When  faced  with  new  questions, 

do  you  reply  with  old  answers,  or  new  ones? 


Go  on.  Be  a  Tiger. 


• 


' 


* 


There  are  times  when  the  best  shot  at  success  isn't  the 
most  obvious.  To  see  how  we  can  harness  the  power  of 
innovation  to  help  you  become  a  high-performance 
business,  visit  accenture.com 

Consulting  •  Technology  •  Outsourcing 


accenture 

High  performance.  Delivered. 
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can  go  out  and  get  it  done,  hopefully,"  says  Patti,  adding  that 
"it's  a  pleasant  change  to  be  partnering  with  a  woman."  This 
from  a  man  who  spent  the  past  18  years  in  what  he  calls  the 
"testosterone  culture"  of  BBDO  Worldwide  ad  agency. 

Such  observations  underline  two  obvious  characteristics 
that  set  Fudge  apart:  She  is  female,  and  she  is  black.  That  may 
account  for  the  preponderance  of  adjectives  like  "lovely,"  "nur- 
turing," and  "nice"  that  get  thrown  at  her.  It  may  also  explain 
why  Fudge  says  she  is  used  to  being  underestimated.  On  a  re- 
cent business  trip,  someone  mixed  up  Fudge  and  a  junior  as- 
sociate, who  is  white.  "I  almost  think  it's  funny,"  says  Fudge, 
noting  that  she  has  experienced  racism  every  day  of  her  life. 
When  her  sons  were  teenagers,  she  used  to  tell  them  not  to  put 
their  hands  in  their  pockets,  in  case  people  thought  they  were 
carrying  guns.  "It's  not  different  for  any  person  who  grows  up 
black  in  this  country.  You  understand  who  you  are.  You  deal 
with  it."  The  bigger  issue,  she  says,  is  "the  challenge  of  being 
questioned  all  the  time." 


'Always  So  Adult' 


GROWING  UP  WITH  a  brother  11  years  her  junior  in  a  middle- 
class  neighborhood  of  Washington,  Fudge  says  the  racism  she 
felt  was  outweighed  by  a  close-knit  community  and  strong  role 
models.  Her  mother  worked  as  a  manager  at  the  National  Se- 
curity Agency;  her  father  had  a  job  with  the  U.S.  Postal  Service. 
After  12  years  of  Catholic  school  education,  she  headed  off  to 
Simmons  College  in  Boston,  where  she  earned  a  degree  in 
management  in  1973.  More  important  to  Fudge,  she  left  Sim- 


Ann  M.  Fudge 

She  stands  out  by  being  able  to  return 
to  the  corporate  big  leagues. 

BORN  Apr.  23, 1951,  in  Washington. 
Her  mother  worked  at  the  National 
Security  Agency,  her  father  at  the 
U.S.  Postal  Service. 

EDUCATION  BA  in  management, 
Simmons  College  1973  (left);  MBA, 
Harvard  Business  School,  1977 

POSITION  Chairman  and  CEO  at 
Young  &  Rubicam  Inc.,  May  2003. 

BONA  FIDES  Over  a  23-year 
caree-  at  General  Foods, 
General  Mills,  and  Kraft,  she 
helped  develop  Honey  Nut 
Cheerios,  revived  brands  from 
Kool-Aid  to  Shake  n'  Bake,  and 
turned  around  Maxwell  House. 

FIRST  UNUSUAL  CAREER 
MOVE  Just  before  turning  50 
and  a  year  after  being  named 
head  of  a  $5  billion  division  at 
Kraft,  she  quit.  For  two  years, 
she  traveled,  did 
philanthropic  work, 
served  on  boards,  and 


Fudge  has  always  had  a 
strong  sense  of  personal 
priorities,  colleagues  say 


mons  at  age  22  with  a  husband— she  married  Harvard  Gradu . 
ate  School  of  Education  student  Rich  Fudge  in  her  sophomorjft 
year— and  a  child,  Rich  Jr.  A  friend  and  former  classmate 
Lynne  White,  recalls  that  Fudge  was  "always  so  adult,  so  ahea 
of  the  rest  of  us."  As  black  women  in  a  predominantly  whi 
women's  college,  they  were  active  in  student  politics  and  ci 
rights.  All  the  while,  Fudge  seemed  to  balance  her  studie 
motherhood,  marriage,  and  extracurricular  activities  as  if  " 
wasn't  a  juggle  or  a  struggle  for  her." 

Fudge  says  it  was  tough  but  claims  she  simply  didn't  co: 
sider  doing  it  differendy.  She  worked  two  years  in  human  n 
sources  at  GE  and  had  a  second  son,  Kevin,  by  the  time  she  ar 
rived  at  Harvard,  where  she  received  her  MBA  in  1977.  Aft 
graduating,  she  avoided  applying  to  companies  such  as  Mc 
Kinsey  &  Co.  because  the  long  hours  and  travel  would  be  hare! 
on  her  family.  Her  situation  was  so  unusual  in  those  days  tha 
her  first  boss  at  General  Mills  Inc.  asked  how  she  could  do  he; 
job  as  a  marketing  assistant  with  two  children  at  home  and 
husband  who  worked  full-time  in  the  training  department 
3M  Corp.  She  swallowed  her  fury  and  outdid  her  colleague 
After  work,  she  would  pick  up  her  sons  from  day  care  and,  on 
they  were  in  bed,  settle  down  to  revie 
pages  of  data.  Her  boss  later  gave  her  i 
book,  Games  Mother  Never  Taught  You 
Corporate  Gamesmanship  for  Women, 
an  apology. 

Although  she  seemed  to  have  found  *' 
delicate  balance  as  a  working  mother 
Fudge  had  also  begun  planning  for  an  ear 
ly  exit  from  the  workforce  during  her  23 
year  ascent  at  General  Mills  and  Gener: 
Foods,  which  later  became  part  of  Kraft  In 
her  late  thirties,  she  asked  a  financial  ad- 
viser about  retiring  at  50— not  because  she 
was  unhappy  at  work  but  because  even 
such  as  her  sister-in-law's  diagnosis 
multiple  sclerosis  made  her  realize  th 
there  was  more  she  wanted  to  do  th 
climb  the  corporate  ladder. 

Former  colleagues  say  that  sense  oi 
personal  priorities  was  always  eviden 
despite  her  obvious  drive  and  intuitivi 
marketing  savvy.  At  Kraft,  where  she  re 
juvenated  such  brands  as  Kool-Aid,  Log 
Cabin  syrup,  and  Stove  Top  Stuffing,  sb 
never  inflated  the  importance  of 
work.  Jeri  Finard,  senior  vice-preside 
and  general  manager  of  Kraft's  coffee  di 
vision,  sums  it  up  as  the  "perspective  that 
we're  not  in  the  business  of  saving  lives, 
we're  in  the  business  of  selling  coffee.* 
And  sell  coffee  she  did:  Fudge  obsessed 
over  product  quality  while  keeping  costa 
under  control— and  significandy  inn 
creased  profits  at  Maxwell  House  during 


finished  The  Artist's  Way  at  Work 
(above).  One  result:  "When  people 
have  questions  or  criticisms,  it 
doesn't  bother  me.  Because  it's  not 
about  me.  I  might  have  taken  it 
more  personally  before." 

SECOND  UNUSUAL  CAREER 
MOVE  Returning  to  the  corporate 
world,  to  a  troubled  :ompany 
where  some  don't  think  much  of 
her  decision  to  take  a  sabbatical. 

ADVICE  TO  HARVARD  WOMEN 

Don't  wait  too  long  to  marry.  Fudge 
herself  wed  at  age  19  and  had  her 
first  son  before  graduating  college. 

FAMILY  Married  to  Rich,  an 
educational  consultant;  they  have 
two  grown  sons  and  three 
grandchildren. 
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asier  and  more  efficient  • 


r 


ow  there's  a  better  way  to  manage  information,  from  the  time  it's  created 
|  ntil  the  moment  you  dispose  of  it  -  information  lifecycle  management.  It's  a 
i  rocess  that  helps  you  reduce  cost  and  complexity,  get  the  most  out  of  your 
II  assets,  and  meet  regulatory  compliance  requirements.  All  while  it  keeps 
1  our  information  safer  and  more  accessible.  EMC  is  the  only  company  that 
I  as  the  technologies,  services,  and  solutions  to  bring  information  lifecycle 
l  anagement  to  life.  To  learn  more,  visit  EMC.com/ilm  or  call  (866)  796-6369. 


EM 


where  information  lives 


EMC2  EMC.  and  where  information  lives  are  registered  trademarks  of  EMC  Corporation- 
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her  eight-year  stint  managing  the  brand. 
Still,  many  were  shocked  when  Fudge 
resigned  barely  a  year  after  she  became 
head  of  Kraft's  Beverages,  Desserts  &  Post 
Division,  which  made  up  about  15%  of  the 
company's  total  revenues.  Retired  GE 
Chief  Executive  Jack  Welch,  who  brought 
Fudge  onto  his  board,  gave  her  one  piece  of 
advice  when  she  was  considering  her  de- 
parture: "Don't  leave  without  another  job 
to  go  to."  Welch,  who  has  never  taken  more 
than  a  few  weeks  off  at  a  time,  jokes:  "It's 
the  only  piece  of  advice  I  ever  gave  her,  and 
she  didn't  take  it."  Fudge  explains  that  she 
didn't  feel  right  talking  to  investors  ahead 
of  the  company's  IPO  if  she  wasn't  plan- 
ning to  stick  around.  And  she  wasn't.  Her 
mother  had  recently  died  and  two  friends 
also  had  passed  away  within  a  few  months 
of  each  other.  She  was  ready  to  explore  life 
outside  the  corporate  world. 


A  Deep  Breath 


An  Office 
Of  Their  Own 


Like  Fudge,  these  womgn  left 
high-powered  positions  in  the 
corporate  world  to  find  a  place 
where  they  could  work  on  their 
own  terms. 

Brenda  Barnes 

Left  her  job  as  president  and  chief 
executive  of  the  North  American 
division  of  Pepsi-Cola  in  1997  at 
age  43.  Now  she  serves  on  the 
board  of  six  major  companies  and 
has  taught  at  the  Kellogg  School  of 
Management.  But  she  hasn't  ruled  out  a 
return  to  the  corporate  world. 


WHILE  FUDGE  REMAINED  active 
on   several   boards    after   leaving 
Kraft,  she  devoted  most  of  her  time 
to  work  that  was  closer  to  her  heart. 
She  completed  The  Artist's  Way  at  Work— a 
best-selling  book  of  exercises  aimed  at  un- 
leashing creativity  and  innovation  on  the 
job  that  she  still  follows.  Cathleen  P.  Black, 
president  of  Hearst  Magazines  and  a 
friend,  says  "she  took  a  deep  breath  for  a 
couple  of  months"  before  delving  into  her 
other  passions.  She  traveled  to  Morocco, 
Thailand,  and  Bah,  played  with  her  three 
grandchildren,  and  even  helped  organize 
Kevin's  wedding.  "It  was  stepping 
back  and  asking:  What  are  you  real- 
ly here  for?  What  do  you  really  want 
to  accomplish?"'  Fudge  explains. 

Going  into  advertising  wasn't  ex- 
actly at  the  top  of  her  list  But  when 
Sorrell  called,  she  couldn't  resist  the 
offer  to  run  a  company  where  she  could  ap- 
ply her  new  ideas  and  one  that  was  in  an  in- 
dustry she  was  already  familiar  with.  The 
children's  media  venture  could  wait.  Her  sons  were  enthusiastic 
but  warned:  "Don't  lose  what  you  gained  over  the  past  two 
years."  To  this  day,  they  call  frequendy  to  check  on  her  stress  lev- 
el. So  far,  she  laughs,  they  tell  her  "you  haven't  lost  it  yet." 

Quite  the  opposite.  Fudge  seems  distinctly  uninterested  in  the 
clandestine  infighting  and  overt  sniping  that  has  characterized 
Y&R  in  recent  years.  In  fact,  pals  like  Ann  Moore,  chairman  and 
CEO  of  Time  Inc.,  observe  that  she  seems  "amazingly  energized" 
by  the  new  challenge.  And  what  a  challenge  it  is.  At  a  recent  town 
hall  meeting  in  Chicago's  Hard  Rock  Hotel,  the  CEO  gave  her  sig- 
nature upbeat  talk  to  a  somewhat  stony-faced  group  of  staffers 
from  several  of  the  group's  brands.  Few  asked  questions  and,  de- 
spite the  spread  of  wine,  beer,  and  nibbles,  many  returned  to  their 
offices  mere  minutes  after  she  delivered  her  speech.  That  fol- 
lowed a  lunch  meeting  with  key  executives  such  as  Kary  Mcll- 
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Geraldine  Laybourne 

Was  the  creative  and  business  force 
behind  Nickelodeon.  But  two  years 
after  she  was  promoted  to  a  vice- 
president  at  Disney/ABC,  she 
walked  away,  complaining  of  the 
lack  of  entrepreneurial  zeal.  In  1998, 
at  age  51,  she  launched  her  own 
network  for  women,  Oxygen  Media. 


Ellen  Marram 

At  51,  quit  as  CEO  at  Tropicana 

Beverage  Company  when  it 

was  sold  to  PepsiCo  in  1998. 

After  a  brief  stint  as  head  of  an 

online  wholesale  food-and- 

beverage  exchange,  she  joined  private  equity 

firm  North  Castle  Partners. 


ny- 


Mary  Lou  Quinlan 

Now  50,  had  been  running  ad 
agency  N.W.  Ayer  for  four  years 
when  she  took  a  five-week 
sabbatical  in  1998.  During  that  time, 
she  developed  the  idea  for  Just  Ask 

a  Woman,  a  consulting  firm  that  helps  big 

companies  market  to  women. 


wain,  the  president  and  CEO  of  Y8 
Chicago  office,  who  told  Fudge  that 
in  the  prairie,  people  are  still  looking  for  I 
momentum  of  change."  Although  node 
and  taking  notes,  Fudge  said:  "If  you' 
looking  for  a  big  nuclear  bomb  revolutio  j 
it's  not  going  to  happen." 

What  Fudge  has  done  is  to  try  to  rea 
sure  staff  that  she  is  paying  attention  i 
them.  Before  she  came  in,  Jed  Beidt 
chairman  and  CEO  of  Sudler  &  H 
nessey,  a  Young  &  Rubicam  unit  th 
specializes  in  health-care  commui 
cations,  recalls  long  periods  of  fet ' 
ing,  well,  ignored:  "There  were  preo 
ecessors  to  Ann  who  couldn't  evel 
pronounce  the  name  of  our  comp: 
Fudge,  in  contrast,  knows  the  nam 
and  faces  of  people  in  offices  around  tb 
world.  William  Eccleshare,  who  heads  u 
Y&R/Wunderman  in  Europe,  the  Middl  ^  j| 
East,  and  Africa,  believes  she  bringj 
much-needed  enthusiasm  and  a  "huge  ir: 
tuitive  understanding  of  the  business. 
Beitler  says  he's  "relieved  and  pleasedr 
see  a  leader  who  is  meeting  his  people  an 
clients  for  a  change.  "There  are  a  lot  mori 
of  these  Kumbaya  get-togethers  where  v\ 
actually  talk  to  each  other,"   he  say 
adding  that  "there  are  a  helluva  lot  of  pec 
pie  who  are  prepared  to  fall  on  thei 
sword  for  Ann." 

Then  there  are  those  who  would  stic  I 

it  in  her  back.  After  calling  her  an 

credibly  nice  person,  such  critics  launcj| 

into  a  volley  of  concerns  over  her  prior  H 

ties.  They  question  whether  she  is  creaifl 

ing  an  environment  that  fosters  creativitM 

and  attracts  the  best  talent.  They  want  t  n 

see  some  new  lieutenants  at  the  helm— an  E 

more  new  clients.  One  executive  says  he'B 

in  "show-me  mode"  while  another  comB 

plains  that  "we're  just  supposed  to  gej^ 

more  efficient  and  cozy  with  clients."  Anc 

once  again,  there  is  that  sabbatical:  "A  fe 

years  is  a  long  time  to  be  away." 

Does  Fudge  see  some  resistance  aheac 
Sure.  Does  she  care  what  people  are  wr 
pering  behind  her  back?  Not  really.  "A| 
this  juncture  in  my  life,  it's  so  much  not  about  me,"  say< 
Fudge.  Sorrell  figures  it  could  take  at  least  three  years  to  revi  I 
talize  the  group  and,  given  her  outsider  status,  "with  Ann,  i  I 
might  take  longer  than  that."  He  shrugs  off  the  grumbling  ail 
an  inevitable  consequence  "whenever  people  try  to  chang^l 
things"  and  says  he  simply  wants  to  see  results.  Of  course  1 
Fudge  is  well-acquainted  with  the  imperatives  of  the  corporan  I 
world.  But  she  wants  be  remembered  as  someone  who  "macU  I 
a  difference  in  how  people  view  themselves  individually  anfl  I 
how  they  view  themselves  collectively."  Guess  Sorrell  knev  I 
that  when  he  hired  her.  ■ 

-With  Brian  Grow  in  Chicago  and  bureau  report* 


BuMiit'ssUedJ 


For  a  Q&A  with  Young  &  Rubicam's  Ann  Fudge, 
go  to  www.businessweek.com/magazine/extra.htm 
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Science&Technology  Physics 


More  Bang 
From  the  Bubble? 

"Sonofiision"  may  one  day  outshine  other 
nuclear  methods  in  generating  energy 


OSS  TESSIEN  IS  A  BIG- 
think  guy.  He  believes  that 
his  tiny  startup,  Impulse 
Devices  Inc.  in  Grass  Val- 
ley, Calif.,  will  be  able  to 
pull  off  a  staggering 
breakthrough  that  for  a 
half-century  has  defied  the  world's  best 
minds  in  physics.  The  48-year-old  me- 
chanical engineer  expects  to  build  a  com- 
mercial fusion-energy  generator  within  a 
decade  or  so. 

Fusion  power  is  the  holy  grail  of  ener- 
gy research.  By  emulating  the  reactions 
that  cause  the  sun  to  shine,  fusion  would 
create  cheap  and  virtually  limitless  elec- 
trical power— and  produce  far  less  radia- 
tion than  today's  nuclear  power  plants. 
Government  agencies  in  the  U.S.,  Europe, 
and  Asia  annually  spend  hundreds  of  mil- 
lions of  dollars  on  this  quest.  Neverthe- 
less, fusion  power  has  always  remained 


20  years  or  more  in 
the  future. 

So  how  does  Tes- 
sien   figure   he'll   be 
able  to  outshine  such 
big-bucks  programs? 
By  harnessing  a  new 
but  controversial  ap- 
proach, dubbed  sono- 
fiision.  It  works  by 
bombarding  a  liquid 
with  sound  waves  to 
create   tiny   bubbles. 
The    bubbles    mush- 
room in  size  and  then    ^^^ 
collapse  so  violently 
that  they  generate  a  flash  of  light  and 
enormous    heat.    This    phenomenon, 
which  has  been  studied  for  years,  is 
known  as  sonoluminescence. 

Sonoluminescence  emerged  as  a  seri- 
ous candidate  for  fusion  with  a  report  in 


AT  IMPULSE 

For  Gaitan  and 
Tessien,  fusion 
is  the  holy  grail 


Table-Top  Fusion 

Scientists  hope  to  harness  a  phenomenon 
called  sonoluminescence  to  produce  energy 
in  inexpensive  sonofusion  devices.  Here  is 
the  basic  idea  behind  "table-top  fusion": 

L  PINPRICK  BUBBLES  are  created  when  sound 
waves  agitate  a  solution  of  acetone,  which  is  laced 
deuterium  and  bombarded  with  neutrons. 

2.  A  SECOND  WAVE  greatly  swells  the  bubbles 

ie  acetate, 

3.  AT  A  CRITICAL  SIZE,  the  bubbles  collapse. 

nigh  temperatures.  If  the  bubbles 
reatly  in  size,  they  may  generate  sufficient 
heat  to  cause  deuterium  atoms  to  fuse  together 


the  Mar.  8,  2002,  issue  of  the  journ 
Science.  A  team  led  by  engineers  at  O; 
Ridge  National  Laboratory  in  Tenness< 
claimed  it  had  produced  bubbles  hi 
enough  to  trigger  fusion  among  atoms  » 
deuterium,  a  form  of  hydrogen.  Mo 
physicists  scornfully  dismissed  the  n 
port:  It  smacked  of  the  "cold  fusion"  d<l 
bade  of  1989. 

NEW  AND  IMPROVED 

NOW,  THE  SAME  TEAM  is  back  with  be  frt 
ter  results  from  more  detailed  expei 
ments,  using  improved  equipment  funttr  lone 
ed  by  the  Pentagon's  Defense  Advano 
Research  Projects  Agency.  The  report  wi  y  ::■ 
appear  in  the  journal  Physical  Review  1  toai,th 
but  draft  copies  have  already  been  circb 
lating    among 
cists  for  months.  "A 
the  questions  that  pec  mnt 
pie  brought  up  abou  . 
our   first   paper   hav  \j[$ 
been  clarified,"  insist  i 
team    leader    Rusi    1  IDS  L 
Taleyarkhan,  who  las^X 
year  was  awarded  a:  ^ 
endowed  chair  at  PurJ 
due  University's  Schoc 
of  Nuclear  Engineer 
ing.  "Taleyarkhan's  new  findings  seer 
very,  very  impressive,"  says  Henry 
Bass,  director  of  the  National  Center  fol 
Physical  Acoustics,  a  federally  fundei 
lab  at  the  University  of  Mississippi. 

Not  all  physicists  have  been  won  ove  esswe 
by  the  latest  report,  however.  Seth  J 
Putterman,  a  sonoluminescence  pionee 
at  the  University  of  California  at  Los  An 
geles,  says  that  some  of  the  new  data 
would  be  "pretty  exciting"  if  it  weren'Lj 
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■  one  fact:  Oak  Ridge  physicists  failed 
replicate  the  original  experiment  two 
ars  ago.  Until  there's  independent 
hfirmation,  Putterman  says  he'll  re- 
iin  a  skeptic. 

'For  the  most  recent  round  of  exped- 
ients, Taleyarkhan's  team  used  more 
risitive  gear  and  detected  increased 
;ns  of  fusion— that  is,  more  tritium,  a 
ltale  byproduct  of  fusion,  and  more 
utrons,  which  fusion  reactions  emit, 
oreover,  the  new  round  of  experiments 
:luded  "control"  runs  that  hadn't 
en  done  for  the  2002  report.  In  the 
tntrol  tests,  neither  tritium  nor  abnor- 
al  counts  of  neutrons  were  spotted.  To 
bsien,  this  adds  up  to  "conclusive  evi- 
dence of  fusion." 

Tessien  expects  to 
confirm      Taleyark- 
han's results  by  using 
much  more  powerful 
LllCr  equipment,     which 

was  developed  with 
the  help  of  D.  Felipe 
Gaitan,  chief  scien- 
tist at  Impulse  De- 
vices. Most  sono  re- 
search is  done  by 
holding  the  liquid  in 
small,  2-inch-diame- 
•  spheres  or  cylinders  made  from 
iss.  Impulse  Devices  has  fabricated 
j-inch-diameter  aluminum  spheres 
th  thick  walls  to  withstand  internal 
essures  of  1,000  atmospheres. 

REALLY  BIG  IF'" 

IAT  IMPROVEMENT  IS  significant,  ac- 
rding  to  Putterman.  "Since  ordinary 
noluminescence  delivers  so  much  ener- 
at  pressures  of  only  one  or  two  atmos- 
eres,"  he  says,  "you  could  hope  that  at 
>00  atmospheres,  you'd  be  in  fusion  ter- 
ory— if  the  temperature  also  scaled  up. 
it  that's  a  really  big  'if.' " 
Still,  Bass  of  the  National  Center  for 
lysical  Acoustics,  in  Mississippi,  can't 
lit  to  get  his  hands  on  Impulse  Devices' 
uipment.  "We've  got  to  get  involved," 
ys  Bass.  "If  sonofusion  is  real,  it  would 
ing  a  major  scientific  revolution." 
Impulse  Devices  sells  its  equipment 
r  $250,000.  But  such  devices  are  just  a 
epping  stone  to  the  systems  that 
ssien  believes  will  one  day  free  the 
Drld  of  its  dependency  on  oil  and  coal, 
nofusion  spheres  measuring  a  few  feet 
diameter,  he  predicts,  will  soon 
t  the  living  standards  of  remote 
linese  and  African  villages.  If  he's 
;ht,  great  things  would  grow  from 
lall  bubbles.   ■ 

By  Otis  Port  in  Grass  Valley,  Calif. 
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I  Affairs  Defense 


Art,  Science, 
Crapshoot 

Defending  CEOs  is  dicey.  Here's  how  elite 
lawyers  maneuver  in  treacherous  waters 


WHAT  PARIS  IN 
1865  was  to  artists 
and  Vienna  in  1900 
to  psychologists, 
New  York  in  2004 
is  to  white-collar 
defense  lawyers. 
It's  history  in  the  making.  For  one  special 
moment,  the  most  prominent  legal  leg- 
ends are  working  side-by-side  in  lower 
Manhattan  on  behalf  of  the  best,  most  re- 
viled clients  they're  ever  likely  to  see. 

Consider  the  scene  around  Foley 
Square  on  Mar.  3.  That's  the  day  Reid  H. 
Weingarten  escorted  former  WorldCom 
Inc.  CEO  Bernard  J.  Ebbers  into  the  feder- 
al courthouse  to  face  charges  of  securities 
fraud.  Elsewhere  in  the  same  building, 
Robert  G.  Morvillo,  elder  statesman  of  the 
New  York  criminal  defense  bar,  was  busy 
risking  his  reputation  on  behalf  of  the 
now-convicted  Martha  Stewart.  And  next 
door,  Stephen  Kaufman,  the  man  who  de- 
fended Michael  Milken,  was  trying  to 
punch  holes  in  the  government's  case 
against  ex-Tyco  International  Ltd.  CEO  L. 
Dennis  Kozlowski.  "What  we  are  seeing 
now  is  a  test  of  the  old-boy  network,"  says 
Harvard  Law  School  criminal  law  profes- 
sor Alan  M.  Dershowitz.  "They  all  have 
terrific  reputations,  and  now 
they  are  being  tested." 

From  the  courthouse 
steps,  experts  critique  the 
lawyers'  daily  performance. 
They  have  been  hounding 
Morvillo,  for  instance,  for 
mishandling  the  defense  of 
Martha  Stewart.  Some  sec- 
ond-guessers  say  she  would 
not  be  facing  jail  if  she  had 
testified  in  her  own  defense. 
But  much  of  the  commen- 


Leading 
white-collar 
attorneys 
can  make 
$5  million 
a  year 


tary  is  superficial.  For  all  the  play-by-play, 
little  light  has  been  shed  on  the  art  of 
white-collar  criminal  defense.  To  under- 
stand what  makes  a  performance  great— 
or  inept— involves  digging  into  the  tricky 
tactical  challenges  unique  to  this  practice. 
Defending  an  accused  corporate  crim- 
inal is  one  of  the  most  difficult  assign- 
ments a  lawyer  can  take.  Take  the  top  10 
corporate  lawyers,  and  they  might  each 
handle  a  complex  merger  in  pretty  much 
the  same  way.  The  top  10  white-collar- 
crime  attorneys  have  no  such  template. 
Every  case,  every  jury,  every  client  is  dif- 
ferent. There's  far  more  room  for  improv- 
isation, surprise,  and  tactical  gamesman- 
ship in  a  high-profile  corporate  crime  case 
than  in,  say,  a  copyright  or  antitrust  law- 
suit. Successful  criminal  defense  lawyers 
also  need  a  Spielbergian  gift  for  story- 
telling and  predicting  how  their  audience 
will  react 

That's  why  the  top  white-collar  law- 
yers, a  group  of  a  roughly  two  dozen  vet- 
eran former  prosecutors  who  have  been 
dominating  the  field  for  two  decades, 
make  up  to  $5  million  annually.  Once  a 
boutique  practice,  corporate  criminal  de- 
fense has  gone  upscale.  Blue-chip  firms 
that  used  to  eschew  the  practice  are  now 
recruiting  at  U.S.  attorneys' 
offices,  trying  to  meet  their 
clients'  demand  for  lawyers 
who  can  defend  execs  ac- 
cused of  fraud,  insider 
trading,  and  tax  evasion. 

The  artistry  of  the  prac- 
tice has  been  supplement- 
ed, in  recent  years,  by  a  sci- 
entific dimension.  Wealthy 
clients  often  test  their  attor- 
neys, and  their  own  per- 
formances,   in    front    of 


KAUFMAN 

and  his  client 
Kozlowski 
(right)  of  Tyco 


MORVILLO 

defending 

Martha 

Stewart 
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mock  juries.  The  cost?  Up  to  $100,000  a 
pop.  Focus  groups  and  community  atti- 
tude polls  are  also  popular.  Scientific  wit- 
nesses, such  as  ink  experts,  frequently 
play  a  critical  role— such  as  the  one  who 
helped  clear  Merrill  Lynch  &  Co.  broker 
Peter  Bacanovic  of  one  charge  of  making 
a  false  document  in  the  Stewart  case.  The 
true  legal  geniuses  are  those  who  balance 
science  and  art,  jury  management  and 
client  management,  friendly  plea-bar- 
gaining and  fierce  cross-examination. 
Here  are  the  four  key  decisions  lawyers 
face  at  each  step  of  the  way: 

1  TALKING  TO  INVESTIGATORS 
Whenever  executives  are  involved  in 
a  potential  crime,  they  usually  get  a 
phone  call  from  prosecutors  before  too 
long  inviting  them  to  come  in 
and  discuss  what  happened. 
This  is  the  first  big  gut-check 
for  accused  corporate  crimi- 
nals and  their  attorneys— and 
where  many  go  astray. 

Exhibit  A  is  Martha  Stew- 
art. On  Feb.  4, 2002,  lawyers 
from  the  New  York  firm 
Wachtell,  Lipton,  Rosen  & 
Katz  (Morvillo  had  not  yet 
been  hired)  took  her  in  for 
an  interview  with  investiga- 
tors from  the  Justice  Dept., 
Securities  &  Exchange  Com- 
mission, and  FBI.  That's 
when  she  aired  her  fishy  sto- 
ry about  the  alleged  $60 
agreement  for  selling  Im- 
Clone  Systems  Inc.  stock. 
The  feds  didn't  buy  the  alibi 
and  charged  her  with  lying 
to  them— the  accusation  that 
became  the  basis  for  her  ulti- 
mate conviction. 

If  Stewart  had  never  coop- 
erated, she  wouldn't  be  fac- 
ing the  likelihood  of  a  jail 
sentence  now.  And  Martha 
isn't  alone.  Two  former  En- 
ron executives,  Kevin  A. 
Howard  and  Michael  W. 
Krautz,  have  also  been  crim- 
inally charged  for  allegedly 
lying  to  federal  investigators 
in  voluntary  pre-indictment 
interviews.  Stories  like  these 
are  common— and  they  are  a 
big  reason  why  most  of  the 
defense  lawyers  interviewed 
by  BusinessWeek  generally 
don't  allow  their  clients  to 
speak  to  government  investi- 
gators. "It's  over  my  dead 
body  that  a  client  goes  in  and 


talks,"  says  criminal  defense  attorney 
and  novelist  Scott  Turow.  "It  just  doesn't 
work  out." 

But  there  are  a  few  exceptions  to  this 
rule.  Managers  who  are  have  tangible 
proof  of  their  innocence  should  go  in 
and  talk,  as  should  those  who  are  unde- 
niably guilty.  Sometimes  executives  who 
are  involved  in  crimes  with  lots  of  co- 
conspirators can  also  help  their  cause  by 
sprinting  into  the  prosecutor's  office  to 
strike  a  deal  first.  In  the  Enron  case, 
"there  were  a  number  of  people  who 
were  on  the  bubble  that  the  government 
struck  deals  with  and  opted  not  to 
charge,"  says  one  lawyer  who  represents 
several  former  employees.  The  Justice 
Dept.  "needed  witnesses,  and  it  couldn't 
charge  everybody." 


White-collar 
Warriors 

Most  front-page  corporate-crime  cases 
are  handled  by  a  small  club  of  veteran 
defense  lawyers.  Based  mainly  in  New 
York  and  Washington,  they  have 
dominated  the  field  for  years. 

CURRENT  CLIENT 

STEPHEN  KAUFMAN,  72  DENNIS  KOZLOWSKI 

Defended  Michael  Milken  in  the  last  big  corporate  crime 
wave.  Practices  in  a  two-person  boutique  with  his  son. 
But  that  doesn't  scare  off  major  clients,  including  former 
Sotheby's  CEO  Diana  Brooks. 

JOHNKEKER.60  FRANK  QUATTRONE 

Based  in  San  Francisco,  he  gained  fame  prosecuting 
Oliver  North.  He  has  also  represented  Genen- 
tech  and  Cadence  Design  Systems  in  intellectual- 
property  cases.  ^^ 

ROBERT  MORVILLO,  66  MARTHA  STEWART 

Gruff  former  prosecutor  now  heads  New  York's  best-known 
white-collar  litigation  boutique.  Martha  loss  will  tarnish 
high-profile  career. 

EARLSILBERT.68  KENNETH  LAY 

After  nearly  20  years  as  a  prosecutor,  revoived  into  private 
practice  in  1979.  Defended  Indonesian  businessman 
James  Riady  and  Clinton  Chief  of  Staff  Erskine  Bowles. 

CHARLES  STILLMAN,  66  MARKSWARTZ 

Lots  of  big  tabloid  cases.  Former  clients  include  ex-New 
York  Mayor  David  Dinkms,  retired  Judge  Sol  Wachtler,  and 
the  Reverend  Sun  Myung  Moon. 

REIDWEINGARTEN.54  BERNIEEBBERS 

Onetime  child  of  the  '60s  is  now  Washington's  hottest 
white-collar  attorney.  Represented  former  Rite  Aid  exec 
Franklin  C.  Brown,  former  Agriculture  Secretary  Mike  Espy, 
and  Teamsters  ex-President  Ron  Carey. 
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LAMP  OF  INVESTMENT. 


DOUBLE  YOUR  EXPECTATIONS 

Hub  of  ASEAN 
&  Gateway  to  Asia 

Thailand  is  ideally  located  and 
our  up-to-date  communication  and 
transport  infrastructure  guarantee 
fast  and  fluid  product  distribution  to 
all  parts  of  Asia.  Moreover  today. 
with  our  close  ties  to  all  neighboring 
countries,  we  have  become  an 
ASEAN  hub  and  gateway  to  Asia. 

Blessed  with  natural  resources. 
a  skilled  labor-  force  and  an  ASEAN 
leadership  role.  Thailand  offers 
opportunities  both  to  invest  in 
diversified  industries  amid  a  robust 
economic  environment  and  with 
easy  access  to  the  world's  largest 
markets. 
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2  ACCEPTING  A  PLEA  BARGAIN 
This  is  often  the  most  important  de- 
cision defense  lawyers  make.  Ac- 
cording to  the  Administrative  Office  of 
U.S.  Courts.,  about  87%  of  all  federal 
fraud  cases  are  resolved  with  plea  bar- 
gains. While  great  courtroom  orators  may 
get  all  the  ink,  they  are  not  as  valuable  to 
most  accused  criminals  as  cagey  behind- 
the-scenes  negotiators.  The  most  effective 
advocates  are  frequently  the  ones  whose 
clients  never  set  foot  in  a  courtroom— or 
better  yet,  are  never  charged. 

The  incentives  to  make  a  deal  have 
never  been  greater.  Why?  Because  the 
federal  sentencing  guidelines  for  white- 
collar  criminals  keep  getting  tougher,  giv- 
ing judges  less  discretion  over  penalties. 
That  means  that  if  a  jury  finds  an  execu- 
tive guilty,  defense  lawyers  no  longer  have 
much  leeway  to  bail  their  clients  out  at 
the  sentencing  hearing.  Unlike  the  old 
days,  "the  judge  can't  just  say:  'You  come 
from  an  impoverished  background, 
you're  a  nice  guy,  you  got  wrapped  up  in 
this,  and  I'm  going  to  go  below  the  guide- 
lines,'" says  Houston  criminal  defense 
specialist  Philip  H.  Hilder. 

So  why  aren't  many  of  the  big  names  in 
the  current  round  of  cases— including 
Stewart,  Kozlowski,  Rigas,  and  high-fly- 
ing investment  banker  Frank  P.  Quat- 
trone— striking  deals?  Perhaps  because 
they  are  not  being  offered  such  appealing 
terms.  "The  first  rule  of  committing  a 
crime  in  America  is  always  [do  so]  with 
someone  more  important  than  you— so 
you  have  somebody  to  turn  in,"  says  Der- 
showitz.  "If  you  are  Mr.  or  Mrs.  Big,  then 
you  have  nobody  you  can  offer." 

3  TAKING  THE  STAND 
Once  an  executive  decides  to  roll  the 
dice  with  a  jury,  this  is  the  next  crit- 
ical call.  And  no  matter  what  the  lawyer 
and  the  client  decide  to  do,  they  are  likely 
to  be  subject  to  second-guessing.  Martha 
Stewart  stayed  mum— and  now  many  ex- 
perts say  she  should  have  testified.  Quat- 
trone  did  take  the  stand  and  wound  up 
with  a  hung  jury.  Yet  one  juror  said  he 
probably  would  have  been  declared  inno- 
cent if  he  had  kept  his  mouth  shut.  Now 
Quattrone  is  scheduled  to  face  a  retrial  in 
New  York  on  Apr.  13.  Sometimes  two  de- 
fendants facing  the  same  jury  make  dif- 
ferent decisions.  While  Kozlowski  did  not 
testify,  Tyco  CFO  Mark  Swartz  sat  down 
for  nine  days  to  make  his  case  directly  to 
the  jury. 

For  famous,  intelligent,  articulate  exec- 
utives, the  temptation  to  look  jurors  in  the 
eye  and  give  them  a  persuasive  sales  pitch 
can  sometimes  be  strong.  It's  something 


they  have  done  many  times  in  their  live 
But  there  are  enormous  risks.  Once  a  de 
fendant  decides  to  testify,  prosecutors  ar 
allowed  to  introduce  all  kinds  of  ne\ 
damaging  evidence  about  their  credibili 
ty— including  material  about  unrelatei 
legal  problems  and  petty  lies  they  ma; 
have  told  in  other  settings.  When  Swart 
testified  that  the  Tyco  board  had  approve 
a  $12.5  million  bonus  he  received  in  19% 
the  prosecutors  wheeled  out  superstar  fit 
igator  David  Boies,  who  was  hired  by  th 
board  to  conduct  an  independent  investi 
gation.  He  told  jurors  that  Swartz  hai 
contradicted  his  courtroom  testimony  b 
admitting  in  a  face-to-face  meeting  tha 
the  bonus  payment  was  a  mistake. 

An  even  greater  danger  in  letting  the 
defendant  testify  is  that  jurors  may  forge 
that  the  government  has  to  prove  its  cas* 
beyond  a  reasonable  doubt.  Instead,  the* 
will  simply  focus  on  whether  or  not  the? 
believe  the  defendant's  story— applying, 
as  a  practical  matter,  a  lower  standard  o 
proof.  "When  the  client  speaks,  tha 
overwhelms  the  other  evidence,"  say; 
Washington  criminal  lawyer  Michae 
Levy.  "It  alters  the  burden  of  proof.  June; 
simply  ask  themselves:  'Do  we  believe 
what  the  defendant  is  saying?' " 


4  REINING  IN  POWERFUL  CLIENTS 
This  is,  in  some  ways,  the  ultimat* 
challenge  for  the  Kaufmans,  Mor 
villos,  and  Weingartens  of  the  world.  Thi  m 
people  they  are  representing  are  confiden 
risk-takers.  They  have  probably  madt  I 
dozens  of  successful  decisions  in  theii 
lives  that  other  people  told  them  were  stun ' 
pid  at  the  time.  They  boss  lawyers  around  I 
all  day  and  often  hold  them  in  contempt  j 
as  worrywarts. 

As  a  result,  CEO  clients  frequently  ig- 
nore attorneys'  advice  on  critical  issuetr- 
such  as  accepting  plea  bargains  and  tes-  ^HCJ 


i 

hi 


tifying  to  a  jury.  They  also  tend  to  bristle  i  , 
at  tough  questioning,  since  they're  M 
accustomed  to  a  world  filled  with  obedi- 
ent sycophants.  "White-collar  defen- 
dants talk  down  to  people,"  says  Hous- 
ton lawyer  Randy  Schaffer.  "You  have  to 
work  hard  with  them  to  grind  do\ 
their  arrogance." 

Not  all  corporate  chieftains  are  willing 
to  succumb  to  this  learning  process.  Noil 
can  they  bridge  the  differences  in  wealth  J 
power,  and  education  that  separate  themj 
from  the  people  who  will  be  judgingj 
them.  That's  why  many  of  them,  in  thi- 
high  season  of  white-collar  crime  cases,b; 
will  be  spending  time  behind  bars.  And  L 
sometimes,  there's  not  much  even  thelea- 
shrewdest  lawyer  can  do  about  it.  ■ 

-By  Mike  France  in  New  ybHwc  - 
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The  Corporation  Strategies 


foys  'R'  Us:  Beaten 
At  Its  Own  Game 

Jnder  heavy  pressure  from  Wal-Mart,  the 
hain  may  sell  offstores  and  shift  focus 


HE  SINGS,  HE  DANCES, 
he  shakes  it  all  about.  For 
thousands  of  toddlers, 
Hokey  Pokey  Elmo  was 
one  of  the  great  things 
about  Christmas,  2003. 
But  for  Toys  'R'  Us  Inc., 
lmo  was  the  fuzzy  red  embodiment  of  all 
lat  went  wrong:  He  was  just  too  cheap. 
Last  October,  two  months  before  the 
eart  of  the  holiday  rush,  Wal-Mart 
tores  Inc.  surprised  all  of  its  competi- 
on  by  dropping  Elmo's  price  from  $25 


to  $19.50,  a  full  $4.50  below  what  many 
retailers  had  paid  for  it.  Within  days, 
Toys  'R'  Us  dropped  its  price  to  $19.99. 
The  price  war  dominoed  all  the  way 
down  the  toy  aisle.  "Our  choice  was 
short-term  profit  vs.  long-term  market 
share;  we  chose  to  protect  market 
share,"  says  CEO  John  H.  Eyler  Jr.,  who 
thinks  all  stores  could  have  sold  out  of 
the  popular  doll  at  $29.99. 

That's  profit  Toys  'R'  Us  couldn't  afford 
to  lose.  And  by  Jan.  8,  Eyler  and  his  board 
were  hiring  an  investment  bank  to  ex- 


plore strategic  alternatives.  If  s  a  move 
that  could  lead  to  a  dramatically  different 
company— and  almost  certainly  will  seek 
to  lessen  the  retailer's  dependence  on  its 
traditional  toy  stores. 

While  Toys  'R'  Us  is  in  nowhere  near 
the  dire  straits  of  KB  Toys  Inc.  and  FAO 
Schwarz  Inc.,  both  of  which  have  declared 
Chapter  11  in  recent  months,  2003  was 
the  third  disappointing  holiday  season  in 
a  row.  It  was  also  the  worst  since  Eyler 
was  hired  in  2000  to  stanch  market-share 
losses  to  Wal-Mart.  The  giant  discounter 
surpassed  Toys  'R'  Us  as  the  No.  1  toy 
seller  in  the  late  '90s  and  is  now  estimat- 
ed to  have  at  least  22%  of  the  market. 

DEBT  DOWNGRADE 

THE  HOLIDAY  SEASON  resulted  in  a  5% 
drop  in  sales  at  Toys  'R'  Us  stores  open  at 
least  a  year.  Net  income  for  the  year  fell 
27%,  to  $88  million,  on  $11.6  billion  in 
sales.  On  Mar.  10,  a  week  after  the  com- 
pany reported  those  numbers,  Standard  & 
Poor's  downgraded  its  debt  to  two  notch- 
es below  investment-grade.  The  chain  has 
$1.5  billion  in  cash,  but  S&P  voiced  con- 
cern about  its  ability  to  generate  enough 
earnings.  Some  of  its  $2.3  billion  debt 
load  comes  due  in  2006. 

Wal-Mart,  on  the  other  hand,  is  all 
smiles.       In      his 


STAT 


■27% 

Drop  in 
Toys  'R'  Us 
net  income 
last  year,  not 
including  a 
change  in 
accounting 


fourth-quarter  con- 
ference call,  CEO 
Lee  Scott  called 
2003  "an  excellent 
toy  season"  and 
toys  a  "a  very  prof- 
itable category  with 
a  very  strong  gross 
margin."  Clearly, 
Toys  'R'  Us  has  little 
hope  of  competing 
on  price  with  Wal- 
Mart.  "I  wouldn't 
want  to  play  that 
game,"  says  Duane 
Roberts,  portfolio 
manager  at  Dana  Investment  Advisors 
Inc.  in  Brookfield,  Wis.,  which  owns 
126,000  shares  of  Wal-Mart  and  none  of 
Toys  'R'  Us. 

Can  some  kind  of  asset  sale  or  restruc- 
turing solve  the  toy  problem  at  Toys  'R' 
Us?  The  company  does  have  thriving  di- 
visions—Babies 'R'  Us  is  growing  and 
profitable,  and  its  international  business 
had  a  good  year  in  2003.  In  a  Mar.  4  re- 
port, Banc  of  America  Securities  analyst 
Aram  Rubinson  calculated  the  value  of 
the  company's  separate  parts  at  $3-9  bil- 
lion, slightly  above  its  current  market 
capitalization  of  $3.4  billion,  even  after 
optimistic  investors  pushed  the  stock  up 
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Babies 
'R'Usis 
doing 
well  year- 
round 


30%  on  news  of  the  review.  Toys  'R'  Us 
shares  now  trade  at  around  $15.80. 

Still,  few  see  a  total  breakup  as  likely. 
Toys  'R'  Us  has  refused  to  comment  in 
detail,  but  industry  watchers  say  it's 
more  likely  to  shutter  underperforming 
toy  stores  in  the  U.S.,  possibly  as  many 
as  200,  as  it  did 
last  November 
when  it  an- 
nounced the  clos- 
ing of  148  Kids 
'R'  Us  clothing 
stores.  Those  sav- 
ings, combined 
with  the  sale  of 
some  real  estate 
holdings,  could 
be  funneled  into 
successful  stores.  Babies  'R'  Us,  which 
generates  just  15%  of  sales,  already  gets 
a  third  of  capital  investment.  Keeping 
that  unit  enables  Toys  'R'  Us  to  push 
more  products  through  its  distribution 
network  And  Babies'  year-round  sales 
partly  balance  the  toy  chain's  fourth- 
quarter  focus. 

Whatever  direction  management 
takes,  the  new  strategy  had  better  get 
results.  Eyler  has  spent  $476  million 
overhauling  the  681  U.S.  toy  stores.  He 
cut  the  number  of  middle  managers 
and  instead  hired  sales  staff  to  man  the 
floors.  He  has  pushed  for  exclusive 
toys,  including  a  successful  line  of 
stuffed  animals.  And  in  the  past  15 
months,  he  has  opened  2,000  toy 
boutiques  inside  Albertsons  Inc. 
supermarkets. 

These  moves  have  been  hailed  by 
toymakers  such  as  Isaac  Larian,  CEO  of 
MGA  Entertainment  Inc.,  which  makes 
the  hot-selling  Bratz  line  of  dolls.  But 
they  have  yet  to  win  over  parents.  Au- 
rore  Boone  of  Alpharetta,  Ga.,  was  re- 
cently at  her  local  Wal-Mart  checking 
out  kids'  bikes.  She  shops  at  Toys  'R'  Us 
to  see  what's  on  the  shelves,  but  of  the 
roughly  $500  she  and  her  husband 
Mark  spend  on  toys  a  year,  more  than 
half  goes  to  Wal-Mart,  the  rest  to  stores 
such  as  Target.  It's  cheaper,  and  she  can 
do  her  other  shopping  there,  too. 

It's  a  harsh  new  world  for  Toys  'R' 
Us,  which,  as  the  industry's  original 
800-pound  gorilla,  wiped  out  legions 
of  small  toy  stores  in  the  '60s  and  '70s 
with  its  cut-price,  no-frills,  big-box  out- 
lets. Now,- having  taught  consumers 
that  toys  should  be  cheap,  the  chain 
is  finding  that  they  learned  the  lesson 
all  too  well.  ■ 

-By  Nanette  Byrnes  in  New  York, 
with  Michael  Eidam  in  Atlanta 
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How  to  Rebuild 
A  B-School 

Carnegie  Mellon's  Dunn  is  shaking  up  thd 
program— and  starting  to  win  back  alum 


: 


ACK  IN  EARLY  2001, 
Kenneth  B.  Dunn  set 
himself  a  tough  goal:  to 
restore  Carnegie  Mellon 
University's  business 
school  to  its  once-lofty 
stature  of  the  1980s  and 
early  1990s.  He  talked  to  students,  con- 
sulted with  professors,  studied  the 
school's  course  requirements,  and  bench- 
marked  its  offerings  and  resources 
against  those  of  competitors.  By  the  time 
he  was  done  with  fact-finding,  Dunn  had 
developed  a  strategy  for  the  school  to 
"own  the  space  where  business  and  tech- 
nology intersect." 

And  all  that  was  before  Dunn  had 
worked  one  official  day  as  dean.  His 
July  1,  2001,  start  date  was  a  formality, 


says  Dunn,  since  he  wouldn't  be  collect  | 
ing  any  salary  over  $1.  For  the  53-year  | 
old  retired  Morgan  Stanley  managing 
director  and  former  Carnegie  Mellon  fi[ 
nance  professor,  giving  back  to  thel 
school  that  helped  launch  his  careeij 
was  always  his  plan— but  he  never  ex] 
pected  to  run  the  place. 

Today  Dunn's  well-laid  plans  seem  tc| 
have  borne  fruit— and  then  some.  The  B-1 
school,  once  a  star  attraction  on  thu 
Carnegie  Mellon  campus,  is  reviving  its] 
reputation  for  innovation  and  for  pro] 
viding  its  grads  with  analytical  decision- 1 
making  skills.  First,  Dunn  quickly  re  I 
newed  ties  with  deans  at  premieil 
Carnegie  Mellon  schools  such  as  engi- 
neering and  arts  and  sciences  to  help  ex-j 
pertise  flow  back  to  the  B-school.  Then 


U 


shook  the  cobwebs  off 
MBA  curriculum  and 
lesigned  it  to  encourage 
idy  in  other  university 
partments,  with  courses 
everything  from  biotech- 
logy  to  product  design. 

won  unanimous  support 
m  the  faculty  and  stirred 

excitement  among  stu- 
nts, who  had  a  some-    ^^^^^^ 
tes    chilly    relationship    ^^^^^^ 
th  officials  on  the  Pitts- 
rgh  campus. 

Dunn's  crowning  achievement  so  far 
s  been  financial.  On  Mar.  19,  the  school 
s  set  to  announce  a  $55  million  gift— 
e  of  the  largest  donations  ever  to  a  B- 
100I— from  1982  alum  David  A.  Tepper, 
;sident  and  founder  of  Appaloosa  Man- 
sment,  a  $3  billion  Chatham  (N.J.) 
dge-fund  investment  firm.  In  return,  the 
100I  would  henceforth  be  known  as  the 
vid  A.  Tepper  School  of  Business.  (First 
inn  had  to  win  Mellon  family  support  to 
ange  the  name  from  the  outdated 
aduate  School  of  Industrial  Adminis- 
tion.)  Says  Tepper,  46:  "If  you're  suc- 
sful,  you  look  back  to  see  who  or  what 
lped  you  out....  It  was  the  education  I 
t,  and  when  I  really  focus,  it  was  the 
otions]  classes  I  had  with  Ken  Dunn." 

JIET  PERSUASION 

'  THE  SAME  TIME,  Dunn  raised  $13 
Jlion  more  from  executives  with  ties  to 
:  school,  including  Raymond  W.  Smith, 
•mer  CEO  of  Bell  Atlantic  Corp.  The 
mey  will  support  faculty  research,  help 
ike  further  improvements  to  the  cur- 
iulum  and  the  campus,  and  pad  the 
lool's  endowment,  which  at  $137  mil- 
n  is  less  than  half  those  of  its  rivals. 
That  kind  of  connection,  combined 
th  Dunn's  refusal  of  a  salary,  is  a  huge 
aw  with  potential  donors.  "His  working 
b  bono  makes  people  feel  'if  he  can  give, 
sn  I  can  give,'  and  it  makes  everything 
says  to  them  very  sincere,"  says  Scott 
chard,  a  managing  director  at  Mor- 
n  Stanley,  where  Dunn  was  known 
a  man  of  character  with  a  knack  for 
iet  persuasion.  Despite  his  success- 
[  the  self-effacing  Dunn  might  raise 
en  more  money  if  he  can  overcome 
me  lingering  discomfort  in  asking  for 
^nations.  "When  I  told  him  I  wanted  to 
ve  some  money,  he  fumbled  [his 
)rds]  a  little,"  recalls  Tepper.  "I  told 
m:  'Ken,  just  ask.  People  expect  you 
,'  He's  getting  better  at  it." 
In  some  ways,  though,  the  harder 
o  has  been  revamping  the  school, 
reputation  as  an  MBA  for  Inter- 


Dunn's  big 
achievement: 
Landing  a 
$55  million 
gift  to  the 
school 


net-awed  techies,  especially 
in  the  dot-com  heyday,  had 
hurt  the  school  after  the 
bubble  burst  and  made 
Carnegie  Mellon  a  second 
choice  for  many  students. 
An  administration  known 
for  being  aloof  to  students 
didn't  help  much.  Dunn  im- 
mediately supported  the  es- 
^^^  tablishment  of  a  student 

government  and  began  to 
solicit  regularly  suggestions 
from  MBA  candidates.  He  quickly  won  stu- 
dents' trust,  says  Justin  Kaufman,  a  2004 
MBA  candidate  who  also  served  as  a  stu- 
dent president.  "He's  always  asking  us 
what  we  need,  always  open  to  getting  our 
input,"  says  Kaufman.  The  reserved  Dunn 
even  attends  students'  regular  Friday  get- 
togethers  and  often  invites  them  to  his 
house,  which  overlooks  the  city. 

The  new  dean  needed  all  the  goodwill 
he  could  garner,  given  the  curriculum 
overhaul  he  had  in  mind.  Early  on,  Dunn 
replaced  the  school's  generic  approach 
with  courses  that  included  classwork 
outside  the  B-school,  thus  giving  MBA 
candidates  exposure  beyond  the  staples  of 
finance,  management,  and  strategy.  One 
example:  The  Integrated  Product  Devel- 
opment class  brings  professors  and  stu- 
dents from  the  business  school  together 
with  those  in  engineering  and  fine  arts  to 
create  products.  Most  recently  they  fo- 
cused on  Ford  Motor  Co.'s  small  SUV,  the 
Escape.  "They  were  simulating  a  practice 
that  was  very  similar  to  the  real  world 
process  at  Ford  where  marketing  people, 


DOSSIER 


technical  people,  designers,  and  engi- 
neers all  come  together  to  design  a  prod- 
uct the  customer  wants,"  says  Stephen 
Lesh,  Ford's  program  supervisor  for  the 
Escape.  Ford  has  applied  for  patents  for 
three  products  developed  in  last  year's 
class— all  having  to  do  with  interior  com- 
ponents, says  Lesh. 

AN  ANSWER  TO  OUTSOURCING 

THE  NEW  CURRICULUM  contains  an  en- 
tire track  of  study  for  students  interested 
in  understanding  the  intersecting  points 
of  product  development.  Another  track: 
biotechnology,  in  which  students  study 
science  and  management.  Fostering  such 
innovation  across  functional  areas  isn't 
just  good  educational  practice,  says 
Dunn,  but  is  critical  as  more  high-level 
jobs  are  sent  abroad.  "Our  collaborative 
and  interdisciplinary  efforts... give  people 
the  skills  that  make  outsourcing  much 
less  desirable,"  says  Dunn. 

Carnegie  Mellon's  B-school  still  has  a 
ways  to  go  to  again  be  considered  a 
strong  competitor  to  the  likes  of  Massa- 
chusetts Institute  of  Technology's  Sloan 
School  of  Management.  For  one  thing, 
Dunn  will  need  to  tap  more  deeply  into 
the  school's  network  of  more  than  7,200 
MBA  alums,  making  grads  feel  an  affini- 
ty for  the  school  again.  And  to  find  his 
grads  jobs  consistently,  Dunn  needs  to 
attract  a  wider  range  of  recruiters.  He 
also  will  have  to  be  careful  to  balance  ac- 
ademics and  his  corporate  style  of  man- 
agement. But  so  far,  Dunn  is  acing  his 
toughest  assignment.  ■ 

-By Jennifer  Merritt  in  New  York 


Kenneth  B.  Dunn 

He  wants  Carnegie  Mellon's  B-school  to  "own  the  space 
where  business  and  technology  intersect" 


BORN  Nov.  2, 1951,  near 
Columbus,  Ohio 

EDUCATION  MBA,  Ohio  State 
University,  1976;  PhD  in  industrial 
administration,  concentration  in 
finance,  Purdue  University,  1979 

CAREER  Professor  at  Carnegie 
Mellon's  B-school,  hired  in  1979 
partly  based  on  his  research  on 
mortgage-backed  securities;  joined 
Miller  Anderson  &  Sherrerd  in  1987 
as  a  fixed-income  portfolio 
manager;  managing  director  at 
Morgan  Stanley  after  it  acquired  the 
firm  in  1996;  became  dean  at 


Carnegie  Mellon's  B-school  in  2001 

SALARY  $1  a  year 

HOBBY  Owns  a  10-seat  Citation  XL, 
which  he  uses  to  fly  to  meetings 
and  for  medical  Angel  Flights 

BUSINESS  PHILOSOPHY  The 

way  you  create  trust  is  to  have 
complete  transparency  of  your 
decisions" 

FAMILY:  Met  wife,  Pam,  in  church 
at  age  15;  two  children,  Brett,  25,  an 
MBA  student  at  Columbia 
University,  and  Amy,  23,  a  New  York 
City  Teaching  Fellow 
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Finance  Stocks 


Auto  Megadealers: 
RunningOutofGas? 

They're  debt-heavy  after  a  buying  spree,  and  their  margins 
are  suffering.  Now  investors  are  starting  to  gear  down 


LIKE  THE  SMOOTH-TALKING 
salespeople  on  their  show- 
room floors,  the  executives  at 
publicly  traded  car-dealer 
chains  made  an  enticing 
pitch  to  investors:  Get  a 
share  of  our  big  profits  as  we 
grow  huge  and  use  our  size  to  lower  the 
cost  of  selling  cars  and  trucks.  Investors 
responded,  pouring  billions  into  dealer 
groups  such  as  AutoNation  Inc.  and 
United  Auto  Group  Inc.  so  the  chains 
could  buy  up  1,250  independent  dealer- 
ships since  1998.  The  torrid  acquisition 
pace  has  duly  fueled  revenue  growth  of  as 
high  as  30%  a  year. 

For  much  of  the  past  year,  investors 
haven't  been  disappointed,  as  they 
rushed  to  these  stocks  like  bargain 
hunters  to  a  0%  financing  deal.  Auto- 
Nation soared  45%  in  the  past  year,  to  $19 
a  share.  United  Auto  and 
Asbury  Automotive 

Group  saw  their  shares 
more  than  double,  to  $30 
and  $17  a  share,  respec- 
tively. Group  1  Automo- 
tive, Sonic  Automotive, 
and  Lithia  Motors  each 
rose  at  least  50%. 

But  soon  these  compa- 
nies may  be  forced  to 
trade  in  their  sports-car 
business  models  for 
something  less  racy.  Al- 
ready, their  shares  are 
starting  to  come  down. 
Their  biggest  challenge? 
It's  getting  tougher  to 
keep  growing  fast  by 
making  big  acquisitions. 
At  the  same  time,  they 
haven't  figured  out  how 


to  perform  any  better  than  the  mom- 
and-pop  dealerships  they  bought.  In- 
deed, most  have  lower  net  margins  than 
the  independents.  And  many  make  only 
a  5%  to  6%  return  on  assets,  while  pay- 
ing between  6%  and  10%  on  the  money 
they  borrowed  to  buy  more  dealerships. 
Says  J.P.  Morgan  Chase  &  Co.  analyst 
Charles  Grom:  "They  aren't  creating  val- 
ue. They  should  slow  down,  cut  costs, 
and  reduce  debt." 

The  one  chain  that  has  started  to  do 
just  that  is  AutoNation,  easily  the  most 
mature  company  of  the  six.  Founded  in 
1996  by  Florida  billionaire  H.  Wayne 
Huizenga,  AutoNation  built  a  huge  net- 
work with  nearly  $20  billion  in  annual 
revenue.  (United  Auto  is  next,  with  $9 
billion  in  revenue.)  Now  it's  buying  far 
fewer  dealerships.  Last  year  it  added 
new  outlets  with  just  $300  million  in  an- 


Proceed  with  Caution 

Auto-dealership  chains  have  been  growing  fast  for 
years,  but  they  face  bumps  in  the  road  ahead: 

SLOWER  GROWTH  Finding  independent  dealers  selling 
coveted  car  brands  in  attractive  markets  has  become 
more  difficult.  And  some  chains  are  hitting  carmakers' 
limits  on  how  many  dealerships  they  can  buy. 

SLIM  MARGINS  Although  the  chains  pronfse  savings  in 
advertising  and  back-office  costs,  only  one— AutoNation- 
boasts  higher  net  margins  than  independent  dealers. 


ACCOUNTING  PLOY  Some  chains  put  their  best  face 
forward  by  highlighting  results  that  don't  include 
underperforming  dealerships,  which  they  are  allowed  to 
classify  as  discontinued  operations. 

JUNK  STATUS  Standard  &  Poor's  rates  the  bonds  of  every 
chain  as  junk.  Only  AutoNation  has  an  investment-grade 
corporate  line  of  credit. 


nual  revenue,  vs.  $500  million  in 
2002.  Says  AutoNation  Chair- 
man and  Chief  Executive 
Michael  J.  (Mike)  Jackson:  "The 
low-hanging  fruit  is  pretty  much 
gone." 

SLOWING  GROWTH 

JACKSON  HAS  AutoNation  acting 
more  like  an  old-line  industrial 
company  than  a  hot-growth  re- 
tailer. He  has  been  wringing 
costs  out  of  his  dealerships  and 
buying  back  stock  to  boost  earn- 
ings per  share.  He  is  now  resort- 
ing to  such  prosaic  moves  as 
buying  mechanics'  uniforms  in 
bulk  and  holding  down  salaries. 
The  cost-cutting  added  some 
$43  million  to  profits  last  year.  In 
fact,  AutoNation  was  able  to 
boost  its  profit  to  $479  million 
last  year  from  $382  million  in 
2002,  though  its  revenue  stayed 
roughly  the  same.  Still,  its  stock  hsl 
slipped  13%  since  September. 

Like  it  or  not,  the  rest  of  the  chair  ^; : 
might  have  to  follow  AutoNation's  lea  ll 
and   slow   their   headlong   expansioi 
There  are  still  plenty  of  dealerships  linin  t 
boulevards  across  the  country,  but  they'i 
getting  expensive,  even  for  chains  th£n' 
haven't  been  afraid  to  pay  top  dollar.  AnF: 
the  chains  are  beholden  to  the  big  autr 
makers,  which  control  the  number  cp" 
dealers  nationwide— roughly  22,000-r; 
and  decide  who  gets  to  own  them. 

The  auto  makers  don't  want  any  onr 
group  owning  too  many  dealers  in  on 
market  because  that  would  allow  thr 
chains  to  set  prices  and  undercut  the  reP 
maining  independents.  BMW  is  holdm 
up  Sonic's  purchase  of  several  dealers  iip 
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ALL  THE  TRIMMINGS 

AutoNation's  Jackson 
is  shaving  back  costs 


juston.  Lexus  limits  dealers  to  owning 
t  of  its  outlets  nationally,  and  Honda's 
p-shelf  Acura  division  caps  an  acquir- 
at  five.  Detroit  also  has  various  limits. 
As  a  result,  the  chains  appear  to  be 
iwnshifting  their  acquisition  drive. 
.  Jie  six  listed  chains  acquired  95  dealer- 
ips  in  2003,  adding  $2.5  billion  to 
eir  top  lines.  But  that  was  less  than 
Jf  the  $5.2  billion  in  new  revenue  from 
quisitions  in  2002.  Sonic  bought 
ough  dealerships  in  2002  to  add  $2 
lion  to  its  revenue,  but  it  came  up  with 
>t  $600  million  in  new- dealership 
venue  last  year.  It  is  aiming  to  add 
500  million  this  year.  Sonic  President 
leodore  M.  Wright  says  part  of  the  rea- 
n  is  that  the  company  needs  to  digest 
;  previous  acquisitions. 


Some  chains 
are  reachin 
ownership 
limits  set  by 
the  carmakers 


That  would  be  good 
news  for  auto-maker  ex- 
ecs,  who  say  better-per-    aTC  reaching 

forming  dealerships  sell  «    . 

more  vehicles  and  provide 
better  service.  Ford  Motor 
Co.  vetoed  Asbury's  bid  for 
a  San  Diego  dealership 
last  year,  noting  that  the 
chain    has    lower    profit 
margins  and  weaker  cus- 
tomer-satisfaction   ratings    than    other 
dealers.  Asbury  declined  to  comment. 
Ford  says  it  is  now  scmtinizing  other  deal- 
er-group purchases. 

What  Ford  and  other  car  companies 
see  is  that  solidly  performing  independ- 
ent dealers  earn  a  net  margin  before  tax- 
es of  roughly  2.6%,  estimates  dealer 


consulting  firm  NCM  Associates  Inc., 
while  only  AutoNation  tops  that.  The 
chains  save  money  by  reducing  advertis- 
ing costs,  consolidating  their  back-office 
work,  and  paying  lower  interest  rates 
on  inventory  from  the  manufacturers. 
But  the  savings  aren't  enough  to  offset 
the  cost  of  extra  management  layers 
or  the  regulatory  expenses  of  being  a 
public  company. 

HIGHLY  LEVERAGED 

BUT  THE  BIGGEST  DRAG  on  margins, 
dealer-group  execs  say,  is  the  $3.1  billion 
in  debt  the  companies  have  piled  up  to 
fund  their  acquisitions.  That's  why  they 
prefer  to  talk  about  operating  earnings— 
which  don't  count  interest  expenses— in- 
stead of  net  income.  "If  you  look  at  it  on 
an  operating  basis,  we're  more  prof- 
itable," says  Sonic's  Wright.  "But  we  are 
more  leveraged."  And  the  chains  pay 
high  rates  on  this  debt.  Asbury  forked 
over  $40  million  in  interest  payments 
last  year,  leaving  it  with  just  $15  million 
in  net  earnings.  United  Auto  paid  $43 
million  in  interest  last  year  and  earned 
$83  million  net.  The  more  profitable 
chains— AutoNation,  Lithia,  and  Group 
1— have  less  debt.  But  it  is  little  wonder 
that  Standard  &  Poor's  rates  the  bonds  of 
every  dealer  group  as  junk,  though 
AutoNation  does  have  an  investment- 
grade  corporate  line  of  credit. 

Earnings  per  share  also  look  rosier  be- 
cause of  a  quite  legal  and  widespread  ac- 
counting maneuver.  Under  generally  ac- 
cepted accounting  principles,  the  chains 
are  allowed  to  report  an  earnings -per- 
share  figure  that  doesn't  include  the  loss- 
es of  poorly  performing  dealerships  if 
the  chains  say  these  outlets  are  up  for 
sale.  Even  if  the  chains  still  own  them, 
they  classify  these  dealerships  as  discon- 
tinued operations.  By  ex- 
cluding such  losses,  Sonic 
was  able  to  highlight 
earnings  per  share  of 
$2.07  for  last  year, 
though  it  also  reported 
net  income  of  $1.69  per 
share.  Dealer  execs  say 
the  practice  is  perfectly 
acceptable. 

As  the  dealer  groups 

enter  midlife,  their  task  is 

clear:  boost  earnings  by  running  good 

operations,  not  just  by  snapping  up 

more  car  lots.  The  tougher  challenge  may 

be  persuading  investors  that  their  new 

business  models  can  be  just  as  rewarding 

as  the  flashier  ones  they  used  to  sell.  II 

-By  David  Welch  in  Detroit,  with 

David  Henry  in  New  York 
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One  Share, 
Many  Votes 

With  two  classes  of  stock,  the  usual  tools 
for  keeping  management  in  line  are  dulled 


IT  MAY  BE  THE  BEST  DEAL  IN 
Corporate  America:  own  a  tiny 
piece  of  a  company's  stock  but 
control  most  of  the  voting  power. 
Corporate-governance  types  hate 
it,  but  the  setup  is  making  a  come- 
back. Insiders,  usually  the 
founders,  get  stock  with  extra  votes  while 
others  get  second-class  shares  with  fewer 
votes.  "It's  a  crummy  business  structure,'1 
argues  activist  Sarah  B.  Teslik,  executive 
director  of  the  Council  of  Institutional  In- 
vestors. "Minority  shareholders  don't 
have  the  ability  to  protect  themselves." 

Media  company  Comcast  Corp.'s  all- 
stock  bid  for  Walt  Disney  Co.  has  brought 
the  issue  to  the  boil.  Comcast  CEO  Brian 
L.  Roberts  owns  superstock  that  repre- 
sents just  0.4%  of  outstanding  shares  yet 
guarantees  him  a  third  of  the  votes.  Crit- 
ics fret  that  exchanging  Disney  CEO 
Michael  D.  Eisner  for  Roberts  would  be 
swapping  one  overly  powerful  chief  for 
another.  Says  Kevin  J.  Cameron,  president 
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of  institutional  proxy  advisory  firm  Glass, 
Lewis  &  Co:  "Why  do  I  want  to  go  from 
being  a  peasant  to  being  a  serf?" 

Academics  figure  10%  or  more  of  all 
listed  companies  have  at  least  two  classes 
of  stock,  perhaps  twice  as  many  as  in  the 
1980s.  Washington-based  Investor  Re- 
sponsibility Research  Center  says  11.3% 
of  the  nearly  2,000  companies  it  now 
tracks  have  multiple  classes,  up  from  7.5% 
in  1990.  Corporate  spin-offs  and  initial 


public  offerings  are  pumping 
the  numbers.  In  2002,  no  less  th 
16.5%  of  IPOs  had  at  least  tv 
classes  of  stock— double  the  avt 
age  of  just  under  8%  a  year  in  t 
1990s,  says  University  of  Floii 
finance  professor  Jay  R.  Ritter. 

WORST  CASE 

SHAREHOLDER  ADVOCATES  sis 
the  practice  as  undemocratic.  I 
stead  of  giving  all  shareholde 
voting  clout  commensurate  wi 
the  capital  they  have  at  risk,!* 
dual-share   listing    gives    prh 
leged  stockholders  a  lion's  sha 
of  votes.  In  one  extreme  cas 
brewer  Adolph  Coors  Co.'s  ) 
shares,  owned  by  the  public,  ha', 
no  votes  except  in  the  case  o 
merger;  A-shares  held  by  t 
family  trust  have  all  the  votes  c 
other  issues.  "It's  the  worst 
both  worlds  from  a  sharehold^ 
perspective,"  says  Nell  Minow,  editor  . 
research  firm  the  Corporate  Library  LI 

A  rash  of  new  companies  has  been  aj  • . 
ing  the  older  outfits  lately.  Martha  Stewa 
Living  Omnimedia  Inc.,  for  instance,  we  , 
public  in  1999  with  supervoting  stock  co^' 
trolled  by  former  Chief  Executive  Marti 

MS. 


Stewart,  assuring  that  any  directors  sr 
backs  will  win.  Likewise,  when  the  Chic 
go  Mercantile  Exchange  went  public 
2002,  the  traders  who  owned  it  creatt  , 
special  stock  giving  them  an  outsize  voi<  >  -_ 
in  electing  directors.  So  did  the  five  airLim  B 
that  took  Internet  travel  booker  Orbitz  In  [ 
public  in  December. 

Corporate  critics  say  that  with  few  rcT 
straints,  management  can  spin  out  <r 
control.  They  point  to  cases  such  iL 
Hollinger  International  Inc.,  the  owner  ( t 
the  Chicago  Sun-Times  and  London  H 
Telegraph  Group  Ltd.  newspapers,  wheil 
independent  directors  accused  former 
CEO  Conrad  M.  Black  of  enriching  hhrf 
self  improperly.  Black,  who  denies  thr 
charge,  is  enmeshed  in  court  battles  bt[ 
cause  he  tried  to  sell  his  controlling  blocr 
of  supervoting  stock  after  promising  ncu 


Keeping  a 
Tight  Grip 

The  founders  of  public 
companies  sometimes 
create  a  special  class 
of  stock  that  gives 
them  more  voting 
power  than  other 
investors.  Here  are 
some  examples: 


COMPANY 

CONTROLING 
SHAREHOLDERS 

EQUITY 
STAKE' 

VOTING 

POWER' 

Adolph  Coors 

Coors  family  and  trust 

3.5% 

100% 

Dick's  Sporting  Goods 

Edward  Stack,  others 

37.7 

85.8 

New  York  Times 

Sulzberger  family,  others 

0.6 

70" 

Wm.  Wrigley  Jr. 

William  Wrigley  Jr.,  others 

17.7 

68.2 

Ford  Motor 

Ford  family  and  trust 

3.9 

40 

Comcast 

Brian  Roberts 

0.4 

33.3 

'Excludes  holdings  of  ordnary  sha 
Data:  Company  reports.  BusmessV 

res  "Only  has  power  to  elect  70%  of  tnetx 
Seek 

>ard 

The  independent  directors,  who 
nt  to  sell  the  entire  company  so  all 
ckholders  can  benefit,  recently  pre- 


,  led  in  a  Delaware  court. 

Pespite  such  concerns,  many  in- 
ors  are  willing  to  be  disenfran- 
sed— as  long  as  the  stock  performs 
1.  "To  dump  on  a  company  just  be- 

ise  it  has  two  classes  of  stock  is  sim- 
stic,"  argues  Linda  R.  Killian,  a  port- 

0  manager  at  IPO  Plus  Aftermarket 
id  in  Greenwich,  Conn.  She  has  in- 
ted  in  Dick's  Sporting  Goods  Inc.,  a 
,ional  retailer  taken  public  by  the 
nding  Stack  family  in  late  2002.  CEO 
ward  W.  Stack  has  10  votes  per  share 
autsiders'  one.  The  stock  has  soared 
m  $12  at  its  IPO  to  around  $55  now.  In 
er  cases,  big  investors  such  as  pension 
ids  can't  afford  to  shun  stalwarts  such 
Ford  Motor  Co.,  where  the  family  has 
%  of  the  stock  but  40%  of  the  votes. 

METIMES  IT  HELPS 

FENDERS  SAY  the  practice  shields 
lily  managers  from  Wall  Street's  ob- 
sion  with  short-term  results  and 
irantees  a  core  of  loyal  shareholders 
ean  times.  At  Dick's  Sporting  Goods, 
(s  Chief  Financial  Officer  Michael  F. 
les,  "decisions  are  made  for  the 
g-term  health  of  the  business." 
3roponents  also  point  to  the  media 
^iness,  where  editorial  independence 
ds  to  be  protected.  That's  how  New 
rk  Times  Co.  and  Dow  Jones  &  Co., 
ong  others,  justify  supervoting 
ck.  Says  Minow:  "No  newspaper 
hout  a  dual  class  of  stock  has  ever 
:n  truly  world-class."  Yet,  some  big 
blishers  such  as  Tribune  Co.,  owner 
the  Los  Angeles  Times  and  Chicago 
bune,  manage  without. 
Still,  backers  argue  that  investors 
ow  what  they're  getting  with  dual- 
ss  companies.  "If  you  approve  of  the 
y  the  company  is  managed  and  run, 

1  buy  shares  in  the  company,  and  if 
i  don't,  you  sell  them,"  says  Laura 
mkey,  a  Coors  spokeswoman. 
Despite  the  new  popularity  of  super- 
dng  shares,  some  managers  don't 
nt  them.  At  radio  giant  Clear  Chan- 
Communications  Inc.,  the  founding 

rys  family  has  stuck  to  one  share,  one 
:e.  Says  President  Mark  P.  Mays, 
lose  family  owns  about  6.5%  of  the 
ck:  "If  we're  not  doing  a  good  job 
ining  the  company,  then  [sharehold- 
]  ought  to  kick  our  butts  right  out  on 
street."  Managers  who  are  tempted 
hide  behind  supervoting  stock, 
ase  take  note.  ■ 

-By  Joseph  Weber  in  Chicago 


Directors 

In  the  Crosshairs 

Corporate  reformers  are  plotting  to  use 
proxy  votes  to  bust  up  clubby  boards 


IN  RECENT  YEARS,  UNION  AND 
public  pension  funds  have  filed 
torrents  of  shareholder  resolutions 
to  prod  Corporate  America  into 
good  governance.  Now,  the  re- 
formers are  getting  personal.  In- 
stead of  simply  targeting  manage- 
ment as  a  whole,  labor  and  other  activist 
institutional  investors  are  putting  indi- 
vidual board  directors  on  the  spot.  The 
most  contentious  move  is  a  spate  of  vote- 
no  campaigns  to  toss  out  key  directors  as 
they  come  up  for  reelection  in 
the  spring  annual  meeting 
season.  The  goal:  to  break  up 
the  cozy  club  atmosphere 
that  permeates  many  boards 
and  hold  directors  personally 
accountable  for  exorbitant 
executive  pay,  board  conflicts 
of  interest,  and  other  unsa- 
vory practices. 

Labor  has  been  gearing  up 
for  months  to  single  out  direc- 
tors, but  the  effort  suddenly 


The  goal 
is  to  single 
outboard 
members 
for  dodgy 
practices 


gained  momentum  after 
shareholders'  unprece- 
dented vote  of  no  confi- 
dence in  Walt  Disney  Co. 
CEO  Michael  D.  Eisner  at 
the  company's  Mar.  3  an- 
nual meeting.  Sources  tell 
BusinessWeek  that  labor 
plans  campaigns  against 
up  to  18  individual  direc- 
tors in  the  2004  proxy 
season.  "Investors  want 
assurance  that  directors 
are  looking  after  their  in- 
terests and  not  simply 
rubber-stamping  man- 
agement," says  Carol 
Bowie,  director  of  gover- 
nance research  at  the  In- 
vestor Responsibility  Re- 
search Center  (IRRC)  in  Washington. 

The  stakes  are  high.  The  Securities  & 
Exchange  Commission  is  now  mulling  a 
rule  that  would  allow  shareholders  to  run 
insurgent  candidates  against  directors  on 
the  proxy  in  some  circumstances.  One  of 
the  proposed  triggers,  a  no-vote  of  35%  or 
more  against  a  director,  seemed  an  almost 
insurmountable  hurdle  before  the  Eisner 
showdown.  No  more.  Labor's  new  cam- 
paign sets  the  stage  for  contested  director 
battles  in  2005,  when  the  new  SEC  rule  is 
likely  to  take  effect.  "We  are  go- 
ing to  [vote  no]  more  than  we 
did  in  the  past,  now  that  it 
[could  be]  more  meaningful," 
says  Peter  C.  Clapman,  senior 
vice-president  at  TIAA-CREF, 
the  $307  billion  teachers'  re- 
tirement fund. 

All  this  has  companies  edgy. 
The  Business  Roundtable  says 
that  putting  individuals  on  the 
hot  seat  will  disrupt  boards 
and  can  mask  a  separate  agen- 
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da.  "In  many  cases,  labor  unions  and 
other  interest  groups  are  trying  to  exer- 
cise influence  on  board  selection  and  ul- 
timately on  how  companies  are  run," 
says  BRT  President  John  J.  Castellani. 

Still,  the  AFL-CIO  plans  to  ask  other 
shareholders  to  withhold  votes  for 
Comcast  Corp.  CEO  Brian  L.  Roberts, 
arguing  that  as  a  company  insider  he 
should  step  down  from  the  board's 
nominating  committee.  It  also  opposes 
director  Decker  Anstrom,  saying  his 
ties  to  a  company  that  sells  program- 
ming to  Comcast  undercut  his  status  as 
an  outside  director.  A  Comcast  execu- 
tive says  both  men's  roles  are  in  com- 
pliance with  SEC  and  NASDAQ  rules. 

THE  FAT  PAYOUT  PATROL 

IN  APRIL,  LABOR  PLANS  to  roll  out  sim- 
ilar attacks  on  up  to  a  dozen  directors 
who  sit  on  compensation  committees 
that  have  lavished  fat  payouts  to  execs. 
Among  the  current  targets:  three  board 
members  at  United  Rentals  Inc.,  an 
equipment-leasing  company  that  has  of- 
fered big  severance  packages  for  top 
management— including  the  three  direc- 
tors themselves.  A  lawyer  for  United 
Rentals  says  the  company  expects  to 
slash  severance  deals  from  the  levels  that 
sparked  the  AFL-ClO's  concern. 

Labor's  tough  new  stance  has  been 
getting  results.  In  December,  the  pen- 
sion plan  of  the  American  Federation  of 
State,  County  &  Municipal  Employees 
(AFSCME)  and  three  public  pension 
funds  submitted  a  resolution  at  Marsh 
&  McLennan  to  nominate  directors  if 
the  SEC  adopts  its  shareholder-access 
rule.  The  company  was  expected  to  an- 
nounce on  Mar.  18  that  it  was  adding 
former  U.S.  Attorney  Zachary  W.  Carter 
to  its  slate  of  board  nominees,  a  candi- 
date with  strong  backing  from 
AFSCME.  In  return,  the  union  and 
funds  would  pull  their  proposal. 

Similarly,  to  head  off  an  embarrass- 
ing showdown  at  its  Apr.  28  annual 
meeting,  General  Electric  Co.  quietly 
agreed  to  take  Kenneth  G.  Langone  off 
its  compensation  committee  after  the 
AFL-CIO  threatened  to  withhold  votes 
from  the  controversial  director.  As  ex- 
chairman  of  the  New  York  Stock  Ex- 
change's compensation  committee, 
Langone  approved  former  Big  Board 
CEO  Richard  A.  Grasso's  $140  million 
payout.  If  unions  and  other  activists 
keep  up  the  pressure,  more  directors 
may  find  that  board  posts  aren't  quite 
the  cozy  perch  they  once  were.  ■ 

-By  Amy  Borrus,  with 
Aaron  Bernstein,  in  Washington 
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Hometown  Bankei 
In  the  Big  City 

Joe  Ficalora  has  quietly  built  a  collection! 
of  seven  banks  into  the  nation's  No.  3  thru 


OUTPLAYING 
THE  BIG  BOYS 


PERCENT 
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IF  YOU'RE  TALKING  BIG  BANK 
mergers,  Joseph  R  Ficalora  has 
been  around  the  block.  The  inter- 
section of  Roosevelt  Avenue  and 
Main  Street  in  Flushing,  to  be  ex- 
act It's  the  third-busiest  pedestrian 
crossing  in  New  York  City— busier 
even  than  Times  Square.  Within  a  five- 
block  radius,  35  bank  branches  once  com- 
peted with  Queens  County  Savings  Bank, 
one  of  the  seven  banks  Ficalora  runs.  One 
by  one,  rivals  such  as 
Chemical  Bank,  Man- 
ufacturers Hanover, 
and  Dime  Savings 
were  swallowed  up 
by  even  bigger  banks. 
Their  names  disap- 
peared and  branches 
closed.  Disgrunded 
customers  flocked  to 
Ficalora's  bank, 

which  built  a  bigger 
share  of  neighbor- 
hood deposits  than 
all  of  its  competitors 
combined. 

As  the  pace  of  bank  mergers  quickens, 
Ficalora  is  looking  for  more  of  the  same. 
"We  are  better  positioned  than  at  any 
time  in  our  history  to  expand  market 
share,"  brags  the  57-year-old  president 
and  chief  executive  of  New  York  Com- 
munity Bancorp.  "We  are  part  of  the 
community  and  a  much  better  con- 
tender to  win  mom  and  pop's  business." 
Like  politics,  all  retail  banking  is  local, 
and  Ficalora  has  mastered  the  art  in  the 
hottest  consumer-banking  market  in  the 
country— Manhattan  and  New  York's 
outer  boroughs.  He  has  built  the  bank 
into  the  nation's  third-largest  thrift,  with 
more  than  $23  billion  in  assets,  vs.  just 
$1.9  billion  three  years  ago.  Unlike  the  be- 
hemoths   Ficalora    competes    against, 
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which  are  quick  to  rebrand  branches.  J 
preserves  the  identity  of  each  bank 
buys  to  capitalize  on  local  loyalties 
sometimes  stretch  back  for  generatioj 
In  January,  for  example,  he  resurrecij 
the  Roosevelt  Savings  Bank  name 
Brooklyn  after  buying  branches  frorrl 
competitor  that  had  retired  the  monil| 
six  years  ago. 

While  rivals  often  pay  steep  premiui 
to  buy  growth,  Ficalora  just  won't  p 

any.  Once  he  buys  BiHI 
bank,     he     impos  "^ 
strict   cost   contrc  Jf85 
The  result:  His  o\ 
head    expenses    ;  mm 
less  than  half  of  the  ™ 
at  the  25  largest  I  Yl  ' 
banks,  according  F™i 
SNL    Financial. 
Charlottesville    (\ 
researcher.    It    cost 
NYCB    just    24<t    F 
gather  $1  of  custom  F 
deposits,  vs.  an  avel*  J-> 
age  of  55<t  for  b ' 
money-center  banks. 

Other  thrifts  that  reveled  in  the  boor  ea" 
ing  mortgage-refinance  business  may  fa  Kc  J 
problems  once  rates  rise.  But  Ficalora  h  *** 
tried  to  insulate  NYCB  from  such  swingF  -: 
For  starters,  he  lends  an  average  of  onp 
60%  of  the  value  of  a  property.  And  IP 
makes  loans  almost  exclusively  to  ownep 
of  Manhattan's  skyscape  of  apartmep 
buildings,  a   $75  billion   rent  markp 
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The  Secret 

Of  His  Success 

While  rival  banks  disappeared  from 
scene,  New  York  Community  Banco 
thrived.  Here's  Ficalora's  recipe: 


• 


lich— thanks  to  the  large  number  of  rent- 
fntrolled  and  rent-stabilized  units  with 
lants  who  are  loath  to  leave— create  a 
ible  cash  flow  even  in  tough  times. 

PRISTINE  CREDIT" 

rCB'S  strategy  HAS  delivered 
arkling  results.  SNL  has  rated  it  as  the 
p  performer  among  U.S.  thrifts  every 
ar  since  the  firm  started  ranking  them 
re  years  ago.  Earnings  jumped  41%  last 
ar,  fueled  in  part  by  record  loan  origi- 
itions.  Analysts  say  the  bank  has  "pris- 
le  credit  quality."  It  has  just  reported 
;  37th  consecutive  quarter  without 
pping  into  its  loan  loss  reserves, 
eantime,  quarterly  cash  dividends 
ive  jumped  75-fold  since  1994,  to  84<t 
Since  the  bank's  initial  public  offering 
decade  ago,  its  stock  has  soared.  Split 
ne  times,  including  a  4-for-3  split  on 
;b.  17,  the  shares  have  returned  an  an- 
[lal  53%  since  1999,  vs.  8%  return  at  Cit- 
roup,  one  of  the  best-performing  mon- 
-center  banks.  NYCB  said  it  would  buy 


II  •' 
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back  5  million  shares  this  year,  after  pur- 
chasing 11.3  million  in  2003.  NYCB 
shares,  which  trade  on  the  New  York 
Stock  Exchange,  hit  a  Mar.  1  high  of 
$35.60.  Analysts  are  hard-pressed  to  find 
any  fault  with  NYCB.  Says  Peter  J.  Winter, 
a  bank  analyst  with  Advest  Inc.:  "Ficalo- 
ra  runs  one  of  the  most  profitable  and  ef- 
ficient thrifts  in  the  industry." 

He  has  succeeded  in  doing  that  while 
operating  a  seven- day  banking  week,  a 
decade  before  the  biggest  thrift,  Seattle's 
Washington  Mutual  Inc.,  expanded  to  the 
East  Coast  or  New  Jersey's  Commerce 
Bancorp  Inc.  jumped  the  Hudson  River. 
At  his  bank,  the  savings  passbook— avail- 
able in  designer  covers— is  alive  and  well. 

Like  the  bank  he  runs,  Ficalora  is  a 
product  of  his  neighborhood.  A  grandson 
of  Sicilian  immigrants,  he  was  raised  in 
blue-collar  Corona,  near  LaGuardia  Air- 
port. He  met  his  future  wife,  Alice  Dello- 
Joio,  at  Newtown  High  School,  where  his 
younger  brother,  John,  is  now  principal. 
In  a  classic  tale  of  climbing  the  career  lad- 


hasizing 

!— the  bank 
J  on  Sundays 
others  did— 

im  pick  up 
)y  customers 
ivals  merge 


■  Maintaining  the 
neighborhood  feel 
of  each  of  his  seven 
banks  by  keeping 
their  names  and 
not  merging  them 
together 


■  His  loan  portfolio 
is  high  quality  with 
the  bulk  going  to 
apartment-building 
owners.  He  hasn't 
booked  a  loss  in 
12  years 


■  Tight  cost 
controls  mean  he 
spends  only  24? 
to  garner  each  $1 
of  deposits,  less  than 
half  of  what  his 
rivals  do  n-,,;t 


der  one  rung  at  a  time,  he  began  as  a 
teller  at  age  18  with  the  145-year-old 
Queens  County  Savings  Bank.  In  1965, 
the  year  after  the  World's  Fair  built  the 
landmark  Unisphere  in  his  neighbor- 
hood, bank  teller  was  "just  a  job  that  hap- 
pened to  be  better  than  working  at  the 
drugstore  or  the  grocery  store,"  says 
Ficalora.  He  intended  to  be  a  psycholo- 
gist, but  a  three-year  stint  in  Vietnam  as  a 
psychiatric  counselor  for  the  U.S.  Army 
changed  his  mind.  After  three  decades 
with  the  same  Queens  bank,  he  ultimate- 
ly became  CEO.  And  though  selling  by  in- 
siders at  other  banks  has  steadily  in- 
creased this  year  as  their  stocks  soared, 
Ficalora  has  never  sold  a  single  share  dur- 
ing his  career.  His  approximate  1%  stake 
is  now  worth  about  $80  million. 

BACKYARD  ACQUISITIONS 

HISTORICALLY,  THE  BANK  has  fueled 
growth  in  shareholder  value  through  its 
dominant  role  in  financing  Manhattan 
apartment-building  owners.  Because  of 
laws  enacted  during  World  War  II,  rents 
on  roughly  1  million  apartments  are  reg- 
ulated. Owners  get  reliable  rent  streams 
(Manhattan  vacancy  rates  average  only 
3.9%  vs.  6.6%  nationwide),  says  Allen  H. 
Tischler,  a  Moody's  Investors  Service  an- 
alyst. For  example,  only  one-fifth  of  the 
units  in  the  96-year-old  Belnord  on  Man- 
hattan's Upper  West  Side,  on  which 
NYCB  holds  a  mortgage,  are  leased  at 
market  rates.  Rents  range  from  $860  to 
$26,000  a  month— the  expensive  suites 
providing  icing  on  the  cake  during  boom 
times.  Says  Ficalora:  "These  loans  are 
long-term  investments;  we  don't  sell 
them  to  the  secondary  market." 

Three  acquisitions  have  driven  NYCB'S 
exponential  growth  of  late.  A  deal  to  buy 
Long  Island-based  Roslyn  Savings  Bank 
in  a  stock  swap,  which  doubled  assets,  is 
classic  Ficalora.  Two  months  after  the 
Oct.  31  deal  closed,  NYCB  revised  its  earn- 
ings per  share  upward  by  28%.  Haven 
Bancorp  Inc.  of  Westbury,  also  on  Long 
Island,  and  Staten  Island's  Richmond 
County  Savings  Bank,  acquired  in  No- 
vember, 2000,  and  July,  2001,  respective- 
ly, also  quickly  added  an  additional  20% 
to  earnings  as  well  as  increased  deposit 
share  and  geographic  reach.  Says  Advest's 
Winter:  "It  is  extremely  unique  in  the 
banking  industry  to  see  a  deal  flow  so 
quickly  to  earnings." 

Citi  and  J.R  Morgan  Chase  &  Co.  execs 
should  be  so  lucky.  They  may  have  the 
tony  Park  Avenue  offices.  But  adjacent  to 
a  strip  mall  30  miles  away,  Ficalora  has 
the  loyal  customers  they  covet.  ■ 

-By  Mara  Der  Hovanesian  in  New  York 
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Coach's  Driver 
Picks  Up  the  Pace 

CEO  Frankfort's  overhaul  has  doubled 
revenues  and  sent  the  stock  up  900% 


LEW  FRANKFORT  RUNS  A 
$1.3  billion  company,  Coach 
Inc.,  that  is  the  nation's 
largest  maker  and  retailer 
of  handbags  and  one  of  the 
fastest-growing  luxury 
brands  in  the  world.  He  lives 
in  a  100-year-old  house  in  a  fashionable 
New  Jersey  suburb  and  has  a  weekend 
place  in  the  Hamptons.  He  just  bought  a 
$160,000  Aston  Martin.  And  he  doesn't 
mind  letting  you  know  that  he's  afraid  of 
losing  it  all. 

Without*  much  prompting,  Frankfort, 
58,  will  recount  a  recurring  dream  that 
reflects  his  working-class  childhood  in  the 
Bronx:  In  it,  his  home  sits  on  a  tree-cov- 
ered hill  on  the  edge  of  a  rundown  por- 
tion of  his  old  haunts.  "With  one  misstep, 


I  would  slide  and  my  house  would  slide 
right  back  into  the  Bronx,"  he  says. 

That's  the  Lew  Frankfort  whose  vul- 
nerability endears  him  to  the  employees 
at  Coach's  mod  loft  headquarters  on  West 
34th  Street  in  Manhattan.  Hardly  a  day 
goes  by  that  he  doesn't  express  his  worry 
that  Coach  will  lose  its  way,  its  edge,  its 
status.  "He's  scared  of  failure,  and  he  will 
tell  you  that,"  says  his  son,  Sam,  a  25- 
year-old  associate  at  Bear,  Stearns  &  Co. 
in  New  York. 

As  is  often  the  case  with  successful  ex- 
ecutives, that  fear  is  a  foil  to  a  supersize 
ambition.  Frankfort,  who  has  been  chief 
executive  of  Coach  since  1996,  is  trying  to 
overturn  the  glamorous  old  order,  where 
names  like  Louis  Vuitton,  Hermes,  Prada, 
and  Gucci  have  long  ruled  the  $13  billion 


worldwide  market  ON  A  MISSION 
for  high-end  leather  "A  very  serious 
goods  and  acces-  brand"  that's 
sories.Thafslessun-  ^to  be  with 
likely  than  it  sounds: 
Not  since  Tiffany  &  Co.  helped  define  e>| 
travagance  in  the  1960s  has  an  America  [ 
luxury  brand  had  as  much  cachet  global 
ly.  Yet  Frankfort  wants  supremacy— hi 
wants  to  supplant  Vuitton,  the  largest  cj 
them  all.  And,  for  now,  that  does  seem 
bit  of  a  stretch.  The  French  company  [ 
sales  surged  in  the  U.S.  last  year  as  J 
boosted  advertising. 

MORE  COLOR,  MORE  STYLE 

STILL,  A  DECADE  ago,  Frankfort's  notio 
would  have  seemed  downright  ludicrous 
Coach  sold  sturdy  leather  bags  that  had 
the  panache  of  a  lawyer's  briefcase.  In  1 
1990s,  when  Gucci  Group,  Vuitton,  ant 
Prada  all  revitalized  themselves,  Frankfor 
knew  he  had  to  radically  update  Coach" 
look,  which  had  gone  largely  unchanged 
for  years.  In  1996  he  hired  Reed  Krakoff, ; 
hip  young  designer  for  Tommy  Hilfige 
Corp.  "I  told  Lew  that  Reed  would  becomt 
the  Tom  Ford  of  Coach,"  Hilnger  recalls 
referring  to  the  star  designer  who  turnet 
Gucci  into  the  darling  of  the  fashionistas. 
Krakoff,  now  40,  enlivened  the  branc 
by  adding  more  color,  more  fernininity- 
in  short,  more  style.  He  developed  bag: 
using  fabric,  which  of  course  is  cheape 
than  leather,  and  helped  boost  profit  mar 
gins.  He  also  brightened  up  Coach's  24i 
stores  and  completely  rethought  its  ad 
vertising.  Sitting  on  a  Coach  suede  chaL 
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/lore  horsepower, 
/lore  green  power. 


A  power  train  that  reduces  emissions,  uses  less  gas,  yet  actually  increases 
>rsepower?  Presenting  Hybrid  Synergy  Drive",  a  breakthrough  in  automotive  technology  from  the  world's  leading  manufacturer  of  hybrid  vehicles, 
bming  soon  to  Toyota's  popular  Highlander  SUV,  Hybrid  Synergy  Drive  will  inject  a  V6  engine  with  power  that  rivals  a  V8. 
credibly,  this  system  will  also  provide  the  fuel  efficiency  of  a  compact  car.  The  vehicle  can  travel  more  than  600  miles  on  a  single  tank  of  gas* 
hile  meeting  the  cleanest  EPA  emission  standard  for  gasoline-powered  vehicles, 
eaner  driving  with  improved  performance.  That's  the  power  of  a  great  idea. 
yota.com/tomorrow 

sed  on  manufacturer's  preliminary  mileage  estimates  for  front-wheel  drive  Highlander  Hybrid.  Actual  mileage  may  vary.  ©2004 
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Peoole Executive  Suite 


in  a  conference  room,  Frankfort  tells  a 
portfolio  manager  why  there  is  so  much 
pink  in  this  season's  collections:  "People 
still  see  Coach  as  a  very  serious  brand, 
even  though  they  find  it  feminine  and 
fashionable.  We  also  want  to  be  fun  to  be 
with."  He  and  Krakoff  like  to  call  Coach  a 
"quintessentially  American  brand"— one 
that  is  accessible,  with  prices  about  half 
those  at  Vuitton,  but  not  too  accessible. 

At  the  same  time,  Frankfort  has  done 
something  even  more  ^^^^^^^^ 
unusual  for  a  luxury  FT7*^H 

brand:  He  relies  on  a 
rigorous  management 
and  financial  system. 
Frankfort  is,  at  heart,  a 
by-the-numbers  execu- 
tive, one  who  reserves 
his  greatest  praise  for 
those  who  are  "numer- 
ate." When  the  compa- 
ny's 30  top  executives 
enter  their  offices  in  the 
morning,  they  are 
greeted  with  a  voice 
mail  providing  sales 
figures  from  the  day  be- 
fore. If  managers  don't 
know  their  numbers, 
Frankfort  punishes 
them  with  even  more 
exacting  questions. 
"You  need  to  make  the 
numbers  dance  to  stay 
invited  to  the  party," 
says  Michael  Tucci, 
president  of  North 
American  stores. 

Frankfort  says  he 
picks  apart  numbers 
because  they  ground  his  decisions  and 
"debunk  myths."  Coach  also  interviews 
10,000  consumers  a  year  about  their 
shopping  habits  and  tests  new  items  at 
pilot  stores.  That's  how  Frankfort  dis- 
covered that  women  would  pay  $328  for 
an  everyday  bag  called  the  Hamptons 
Flap  Satchel.  The  conventional  wisdom 
was  that  most  would  resist  spending 
more  than  $298.  But  since  the  satchel 
was  first  tested  in  2002,  it  has  become 
one  of  the  company's  best-selling  items. 
It's  the  Procter  &  Gamble  Co.  approach 
to  fashion.  Or,  as  American  designer 
Joseph  Abboud  puts  it:  "Lew  has  created 
a  wonderful  platform  so  Reed  can  ex- 
press his  creativity." 

In  this -case,  wonderful  means  that 
since  taking  Coach  public  in  a  spin-off 
from  Sara  Lee  Corp.  in  2000,  Frankfort 
has  more  than  doubled  revenues.  Profits 
in  that  time  have  grown  at  an  average  an- 
nual compounded  rate  of  55%,  driven  by 


operating  margins  that  are  the  highest  of 
any  publicly  traded  retailer  in  America, 
and  the  stock  has  risen  900%.  For  the  fis- 
cal year  ending  in  June,  analysts  estimate 
net  income  of  $231  million,  up  61%. 
(Frankfort  owns  1%  of  the  shares,  worth 
about  $73  million.)  Coach  is  set  to  sur- 
pass Gucci  as  the  second-most-popular 
accessories  brand  in  Japan,  the  world's 
largest  luxury  market.  And  though 
Coach's  sales  are  just  a  fifth  of  Vuitton's 


Lew  Frankfort 

His  route  to  the  corner  office  was 
unusual,  but  he's  cruising  just  fine. 


'_:_"  • 


BORN  Bronx,  NY,  Mar.  19, 
1946.  Father  was  a  New 
York  City  policeman; 
mother  was  a  homemaker. 

EDUCATION  Political 
science  degree,  Hunter 
College,  New  York  City,  1967. 
MBA  in  marketing, 
Columbia  University,  1969. 

POSITION  Chairman 
and  CEO  of  Coach  Inc. 
since  1996. 

BONA  FIDES  After  a 
nine-year  career  in  New 
York  City  government, 
where  he  rose  to 
commissioner  of  the 
Agency  for  Child 
Development,  Frankfort  left 


after  being  passed  over  for 
a  promotion.  He  joined 
Coach  in  1979  as  a 
vice-president  for  special 
projects  and  became 
president  six  years  later, 
when  founder  Miles  Cahn 
sold  the  company  to 
Sara  Lee. 

AFTER  HOURS  Plays 
speed  chess  on  the  Web. 
Can't  wait  for  warmer 
weather  so  he  can  drive  his 
new  $160,000  blue  Aston 
Martin  DB7  convertible. 

FAMILY  Married  to  wife 
Bobbie  for  28  years. 
Daughters  Tamara,  26,  and 
Alana,  19,  and  son,  Sam,  25 


) 
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there,  they  are  growing  at  four  times  the 
rate  of  its  rival's. 

It's  not  just  Frankfort's  reliance  on 
numbers  that  sets  him  apart  from  some  of 
his  peers.  Frankfort,  who  tends  to  wear 
Ralph  Lauren  made-to-measure  suits, 
grew  up  without  paying  the  least  bit  of  at- 
tention to  the  fashion  world.  The  son  of  a 
New  York  City  policeman  and  a  stay-at- 
home  mom,  he  had  such  a  bad  speech  im- 
pediment that  he  couldn't  make  himself 
understood  until  he  was  4.  After  graduat- 
ing from  Hunter  College  and  Columbia 
University's  business  school,  he  went  to  an 
investment  bank.  But  soon  he  decided  he 
wanted  more  meaningful  work  and  joined 
the  administration  of  Mayor  John  V.  Lind- 
say. Over  the  next  nine  years,  he  rose  to  be- 
come a  commissioner  overseeing  the  city's 
day-care  and  Headstart  programs. 

Frankfort  returned  to  the  private  sector 
when  he  was  passed  over  for  a  promotion 
under  Mayor  Edward  I.  Koch,  who  recalls 


Frankfort  as  a  "very  good  numbers  guy' 
friend  suggested  that  Frankfort  meet  w 
Coach  founder  Miles  Cahn,  who  hired  h 
to  head  business  development  in  19 
Frankfort  knew  little  about  women's  pu 
es,  but  that  didn't  matter.  Cahn  wanted 
outsider  who  could  look  at  the  busini 
with  fresh  eyes.  Frankfort  opened  Coacl 
first  stores  and  developed  its  catalog  bu 
ness.  When  Cahn  sold  Coach  to  Sara 
six  years  later,  Frankfort  became  pre 
dent;  in  1996,  he  w 
named  CEO. 

Since  then,  Frankfi 
has  led  the  compaj 
with  the  thoroughne 
of  a  good  city  burea 
crat  and  the  passion 
an  entrepreneur.  Ev» 
today,  he  e-mails  K 
family  when  the  sto 
reaches   a  new  mil 
stone.  At  weekly  met 
ings,  he  and  his  exec 
tives  review  and  adju 
projections    for    eac 
business   division,   i 
the  way  down  to  prio 
of  individual  items.  Tl 
smallest  numbers  mi 
jump  out  at  him,  sue 
as  the  price  of  certaj 
key  chains  to  be  so 
this  fall.  They  are  set 
$28  to  $38,  far  le 
than  most  things  Coac 
sells,    and    Frankfo 
wonders  if  such  an  iter 
is  too  pedestrian.  " 
doesn't  add  to  the  aui 
of  Coach,"  he  says,  su§ 
gesting  that  the  group  reconsider  incluc 
ing  them  in  the  collection. 

To  remain  focused  on  offering  ~,\ 
fordable   luxury,"    Frankfort   says 
won't  be  making  any  distracting  acquis 
tions.  He  contends  that  Coach  should 
able  to  double  sales  again  in  four  to 
years  on  its  own.  But  any  brand  is  o 
one  weak  collection  away  from  trouble 
all  the  market  research  in  the  world  can 
always   save  you   from   that.  And 
Krakoff  s  success  earns  him  a  better  offe 
somewhere  else,  he  would  be  hard  to  re 
place.  "One  of  Coach's  biggest  risks  i 
that  it  could  become  a  victim  of  its  ow 
success,"  says  Lehman  Brothers  Inc.  an 
alyst  Robert  S.  Drbul. 

That,  of  course,  would  be  Frankfort'b 
worst     nightmare.     But     despite— o  ^ 
perhaps  because  of— his  fears  of  bein, 
on  the  edge,  Coach  doesn't  look  as  if  if  ' 
slipping  yet.  ■ 

-By  Robert  Berner  in  New  Yor 
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Want  to  buy  an  LCD  monitor? 
Make  sure  it  has  a  WJSeVjew    TFTLCD  panel 


ien  you'  re  shopping  for  a  monitor,  a  lot  of  brand  names  come  to  mind.  But  before 
j  go  out  and  buy  one,  consider  this  -  a  monitor  is  essentially  a  display  panel, 
t  like  your  television  or  cell  phone  screen.  And  the  most  advanced  display 
hnology  on  the  market  is  TFTLCD.  So  the  first  thing  you  should  decide  is  which 
nd  of  TFTLCD  to  ask  for.  And  the  most  advanced  TFTLCD  out  there  is  Wiseview" 

iseview.  A  Wise  Choice. 

;eview  is  a  trademark  owned  by  Samsung  Electronics  Co. Ltd.    www.samsungTFTLCD.com 


wise 
view™ 

SAMSUNG  TFT  LCD 


AMSUN 


SPECIAL  REPORT  WEB  SMART 


In  the  age  of  Internet  politics,  the 


Web  can  make  or  break  a  candidate 
By  Stephen  Baker 


HRIS  LILIK  IS  A  ONE-MAN  POLITICAL 
action  committee.  Powered  by  a  high-speed 
computer  he  assembled  himself,  the  24- 
year-old  law  student  at  Pittsburgh's  Du- 
quesne  University  is  working  madly  to 
build  grassroots  support  for  the  Senate 
candidacy  of  Representative  Patrick  J. 
Toomey  (R-Pa.).  Lilik  regularly  blasts  e- 
mails  to  500  conservative  allies  on  his  mail- 
ing list,  mobilizing  them  to  unseat  four-term  moderate  Arlen 
Specter  for  the  Republican  nomination.  The  law  student  and 
his  friends  have  led  more  than  800  people  to  sign  up  online  for 
the  latest  rage  in  political  get-togethers,  known  as  Meetups. 
That's  more  Meetup  volunteers  than  any  non-Presidential  can- 
didate in  the  entire  country.  "It's  all  because  of  that  law  student 
in  Pittsburgh,"  says  Toomey's  press  secretary,  Joe  Sterns.  "We 
had  almost  nothing  to  do  with  it." 

As  the  Internet  Age  heads  into  its  third  Presidential  cycle,  the 
Web  is  growing  into  a  mighty  political  tool.  Sure,  former  Ver- 
mont Governor  Howard  Dean's  Net-powered  campaign  im- 
ploded. But  he  catapulted  from  nowhere  on  the  power  of  new 
services,  from  Meetups  to  Web  logs,  or  blogs.  Now,  savvy  politi- 
cians of  all  stripes  are  busily  revamping  their  tech  operations  in 
hopes  of  replicating  Dean's  success— especially  the  $19  million 
he  raised  in  online  contributions.  They're  hurrying  to  build  e- 
mail  lists,  equipping  Web  pages  to  accept  contributions,  and 
racing  to  place  fund-raising  ads  everywhere  from  Google  and 


Yahoo!  to  influential  partisan  blogs  such  as  the  liberal  Daily  K 
and  conservative  InstaPundit.com. 

Dean's  tumble  sure  didn't  stop  Representative  Sue  Myri 
(R-N.C.)  from  hiring  Convio  Inc.,  the  Austin  (Tex.)  compai 
that  supplied  the  software  the  Dean  campaign  used  to  manaj 
its  site.  She  asked  for  a  heaping  helping  of  the  same  magic 
is  even  going  one  step  further,  building  a  TV  studio  in  her  off! 
for  Web  commercials.  "We'll  cut  different  commercials  for  se 
en  targeted  audiences  and  e-mail  them  out  every  week,"  sa; 
Hal  Weatherman,  Myrick's  chief  of  staff. 

The  Net  is  not  only  accelerating  the  speed  of  politics  but 
altering  its  dynamics.  Power  in  the  networked  world  is  diffua 
A  mere  decade  ago,  an  eager  volunteer  like  Lilik  would  have  d 
pended  on  distant  campaign  staff  for  pamphlets,  bumper  stii 
ers,  and  marching  orders.  Now,  the  Web  is  allowing  him 
other  Net  activists  to  take  control  of  campaigns,  build  advo 
cy  groups,  and  raise  money.  In  three  weeks  in  February,  a  Wasl 
ington  political  consultant  named  John  Aravosis  gathe: 
20,000  supporters  and  raised  more  than  $23,000  for  a  c 
paign  against  the  proposed  Constitutional  amendment  ag; 
same-sex  marriage.  "You  have  to  decide  how  to  use  the  Interni 
to  drive  [the]  candidate  [you're  targeting]  crazy,"  he  says. 

Aravosis'  movement  is  a  political  gnat.  But  those  tiny  forct 
can  grow  quickly  into  thundering  giants  with  power  to  mate 
large  unions  and  entrenched  lobbies.  Consider  MoveOn.orj  I 
Last  year,  the  liberal  advocacy  group  helped  organize  the  large; 
antiwar  rallies  in  history,  with  some  10  million  protestei 
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around  the  globe.  Now,  the  political  arm  of  the  Berkeley  (Calif.) 
organization,  with  its  2  million  e-mail  members,  is  running  a 
$10  million  TV  ad  campaign  against  President  George  W.  Bush. 
It  features  spots  produced  and  e-mailed  to  MoveOn  by  its  mem- 
bers. In  early  March,  Bush's  team  challenged  the  legality  of  the 
ad  hoc  ads  by  MoveOn  and  other  groups,  saying  they  represent 
an  end  run  around  new  campaign-finance  regulations. 

AS  THE  LAWYERS  LOCK  HORNS,  BOTH  THE 
President  and  Massachusetts  Senator  John  F. 
Kerry,  his  presumptive  Democratic  rival,  are 
crafting  their  own  Web  strategies.  Kerry,  who 
met  with  Dean  on  Mar.  10,  is  trying  to  mimic 
Dean's  Internet  success,  welcoming  bloggers 
and  encouraging  thousands  of  volunteers  to 
sign  up  on  the  Web  for  Meetups.  And  his  approach  is  starting  to 
pay  off.  His  campaign  raised  an  average  of  $1  million  a  day  on- 
line in  the  10  days  following  Super  Tuesday  and  plans  to  double 
the  take  by  Mar.  26. 

Still,  President  Bush  holds  a  strong  tech  lead.  The  Republi- 
cans have  a  3-to-l  edge  in  e-mail  addresses  and  a  finely  tuned 
Web  site  aimed  at  organizing  rather  than  fund-raising.  In  De- 
cember, GeorgeWBush.com  rolled  out  a  service  that  rewards 
people  with  mugs  and  signed  photos  of  Bush  if  they  hit  targets, 
such  as  signing  up  10  volunteers  or  registering  five  voters.  Over 
the  past  seven  weeks,  the  number  of  volunteers  has  more  than 
tripled,  to  280,000.  Such  tactics  have  helped  the  campaign 
build  an  e-mail  list  bulging  with  6  million  names.  Chuck  De- 
Feo,  Bush's  e-campaign  manager,  says  the  Net  strategy  is  fo- 
cused on  getting  people  "to  take  action." 

Why  does  the  Web  matter  more  this  time  around?  Millions  of 
Americans  now  spend  much  of  their  life  online,  with  20%  of  the 
population  using  broadband  at  home.  Online  payments,  once 
iffy,  are  now  routine.  Faster  connections  support  video,  which 
delivers  a  punchier  message  than  words  alone.  Perhaps  most 
important  are  online  connections  at  work.  While  employees  ap- 


pear to  be  laboring  away,  many  are  perusing  blogs,  swappi) 
political  e-mails,  and  clicking  the  contribution  button.  1 
strength  of  phenomena  such  as  blogs  and  Meetups  is  startli 
even^  their  creators.  Meetup  Inc.'s  co-founder  and  CEO,  Sc 
Heiferman,  first  viewed  the  meetings  as  community  get- 
gethers.  "Politics  wasn't  even  on  my  mind,"  he  says. 

Yet  for  all  its  power,  the  Web  can  be  a  slick  and  treacherc 
course  for  politicians.  Dean  is  the  prime  example.  In  his  p 
mary  run,  he  gave  the  political  world  a  tutorial  on  network 
politics.  Early  on,  it  seemed  the  candidate  was  in  control  oft 
movement.  He  turned  to  the  network  as  a  virtual  ATM  machii 
raising  as  much  as  $1  million  a  day  before  crucial  election-fili 
deadlines.  But  his  online  strength  masked  his  vulnerabilities 
traditional  areas,  from  on-the-ground  organizing  to  TV-j 
medium  that  still  reaches  far  more  voters  than  the  Web. 

The  precise  reasons  for  Dean's  fall  will  be  debated  for  yea 
but  a  couple  of  lessons  seem  clear  today.  One  is  that  no  amou 
of  Net  savvy  can  save  a  flawed  candidate.  Once  voters  becar 
concerned  about  Dean's  electability,  his  powerful  Web  machi 
couldn't  reverse  the  momentum.  Deciphering  the  strength 
online  movement  also  is  a  challenge.  Enthusiastic  support  fro 
cyberactivists  and  bloggers  won't  necessarily  translate  in) 
votes,  since  the  tech-sawy  may  lack  the  experience  or  resoun 
to  get  voters  to  the  polls.  Finally,  those  who  live  at  Net  speed 
at  Net  speed.  When  Dean  started  to  stumble,  his  would-be  su 
porters  found  Kerry  sites  were  just  a  click  away.  "When  thin 
turn,  failure  cascades  through  a  network,"  says  Jonah  Seiger 
political  analyst  in  Washington.  "It's  hard  to  control." 

Still,  Dean's  wild  Web  ride  could  provide  a  glimpse  of  wh 
lies  ahead.  In  a  networked  political  world,  much  of  the  pow 
likely  will  move  from  the  candidates  to  the  groups  that  surroui 
and  sustain  them.  Digitally  connected  supporters  now  wie 
prodigious  communications  tools.  Social  theorist  Howa 
Rheingold  predicts  that  power  in  the  Information  Age  will  co 
lesce  around  groups  of  networked  people  who  organize  behi] 
a  single  idea,  from  politics  to  fashion,  and  connect  using  the  1 


mmws 


Technology  is  giving  more  power  to  the  people 
but  has  plenty  of  limitations  to  overcome. 
Here  is  a  look: 


THE  OLD  WAY 

GET  ORGANIZED  Campaign  leaders  organize 
meetings,  phone  banks,  and  door-to-door 
canvassing.  They  provide  volunteers  with 
neighborhood  walking  maps. 

PUT  OUT  THE  WORD  A  campaign  team 
produces  the  message,  with  a  focus  on  clarity. 
The  watchwords:  Avoid  gaffes,  and  offend  as 
few  people  as  possible. 

COUGH  UP  SOME  CASH...PLEASE  Rich 
individuals  and  corporate  donors  write  big 
checks,  which  finance  TV  ads.  They  win  out- 
sized  political  influence. 

AND  NOW,  THE  AD  BLITZ  TV  is  the  crux  of 
the  campaign,  the  message  that  reaches 
millions  in  their  living  rooms.  TV  drives  fund- 
raising  and  frames  the  campaign. 


THE  WEB  WAY 

Activists  sign  up  online  for  get-togethers,  most 
of  them  through  New  York  Internet  startup 
Meetup.  They  set  the  agenda  and  physical 
gathering  place  through  online  referendums. 

Supporters  start  independent  Web  logs,  or 
blogs,  create  their  own  campaign  Web  pages, 
and  launch  their  own  message.  It  gives  them  a 
stake  in  the  race,  and  a  way  to  contribute. 

Web  connections  bring  in  hordes  of  new 
donors,  most  giving  less  than  $100.  Howard 
Dean  tapped  150,000  small  contributors.  John 
Kerry  is  racing  to  follow  suit. 

Candidates  produce  spots  for  Web  consump- 
tion. These  ads  go  to  targeted  groups  and  can 
be  forwarded  to  friends.  Some,  like  a  recent 
Bush  attack  ad,  get  picked  up  on  TV. 


ADVANTAGES 

By  building  up  e-mail  lists  and  attracting  more 
volunteers,  coordinating  online  simplifies 
fund-raising  and  organizing.  But  the  Net  hasn't 
proved  its  value  in  getting  voters  to  the  polls. 

Voters  are  more  likely  to  listen  to  their  friends 
and  spread  the  word.  But  candidates  may  end 
up  being  damaged  by  new  Web  media  if 
supporters'  remarks  are  angry  or  hateful. 

A  healthy  change.  While  big  donors  retain  their 
clout,  a  candidate  can  ill  afford  to  ignore 
legions  of  small  donors.  This  helps  distribute 
power  through  more  of  the  electorate. 

A  cheap  supplement  to  TV,  Web  ads  transmit 
virally.  They  can  be  harder  hitting  than  TV  and 
appeal  to  the  candidate's  base.  Further,  they 
are  free  of  many  regulations  that  govern  TV. 
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meetup.com 


be  lesson  New  York  resident  Heiferman  learned  from  the  September 
attacks  is  that  people  seek  company.  So  in  early  2002,  he  co- 
unded  Meetup,  a  Web  service  that  helps  like-minded  folks  schedule 
t-togethers  in  the  physical  world.  EBay  founder  Pierre  Omidyar,  who 
/ested  in  Meetup,  says  this  startup  could  do  for  clubs  what  eBay  did 
r  auctions.  While  only  a  third  of  Meetups  are  held  by  political  groups, 
ey  were  a  key  to  Dean's  rise.  Kerry  is  angling  for  the  same  Meetup 
agic.  Bush  offers  a  similar  setup,  called  "block  parties." 

let  and  cell  phones.  He  calls  them  Smart  Mobs,  and  he  sees 
m  starting  to  take  shape.  After  the  Mar.  11  train  bombings  in 
drid,  for  example,  Spaniards  organized  protests  by  sending 
:  messages  on  phones.  While  mobile  messaging  hasn't  yet 
ght  fire  in  the  U.S.,  Americans  are  creating  Net-driven  mobs 
heir  own.  "If  you  can  match  these  volunteers,  who  have  self- 
anized  at  no  cost,  with  the  task  that  needs  to  be  done,  that 
ild  be  a  powerful  combination,"  Rheingold  says. 
Hiese  networked  political  activists  are  more  likely  to  find 
imon  cause  on  the  left  and  right  extremes,  which  welcome 


31,  CEO  of 

Election  Mall  Technologies 

electionmall.com 


For  candidates  gaga  over  Web  fund-raising  and  political  blogs,  a  10- 
minute  chat  with  Singh  can  be  sobering.  His  Chicago  consultancy, 
which  worked  on  the  Bush  campaign  in  2000,  focuses  on  what  can  go 
wrong  online:  Hackers  can  break  in,  scam  artists  can  set  up  lookalike 
sites.  His  team  offers  encrypted  sites  to  keep  out  intruders.  Singh, 
who  lost  a  race  for  the  Illinois  legislature  at  age  25,  says  he  has  found 
a  growth  industry.  The  biggest  challenge  of  Web  campaigns?  It's 
getting  voters  to  leave  the  virtual  world  and  visit  the  polls,  says  Singh. 

political  organization.  Wes  Boyd,  co-founder  of  MoveOn,  says 
that  while  most  groups  take  weeks  to  create  a  message  and  de- 
vise the  technology  to  deliver  it,  a  gifted  geek  can  do  it  in  two 
hours.  "It's  transforming,"  he  says.  The  plan  is  to  test  the  more 
than  1,000  techies  who  have  answered  MoveOn's  appeal  and 
assign  them  to  more  than  200  like-minded  organizations  in 
need  of  help. 

Economically,  Internet  politics  is  a  no-brainer.  Dean's  entire 
Net  outlay,  including  salaries,  barely  topped  $1  million,  esti- 
mates one  former  staffer.  That  means  it  brought  in  nearly  a  dol- 


re  passionate  messages.  Little  sur- 

5e,  then,  that  Lilies  candidate,  a  Now,  the  young  and  the  tech-sawy 

>mey,  an  uncompromising  conser-  ^^^^-^^^                                 *J              ^                                                        «/ 

ive,  has  caught  fire  on  the  Web.  His  ^^^nS^^  i                  11 

vement  is  spawning  a  host  of  web  pK  nave  the  clout  to  move  masses 

:s  and  drawing  support  from  na-  r     ^  ^^a^^mmm^a^m^^^^^^^a^^^^ammammmmmma^^^mt^m 
lal  right-wing  groups  such  as 


;htMarch.com.  Specter,  a  moderate,  has  only  a  small  Web 
sence,  most  of  it  created  by  his  own  staff.  Says  Sarah  Cham- 
lain  Resnick,  director  of  the  Republican  Main  Street  Part- 
ship:  "I  have  not  been  able  to  locate  a  single  moderate  blog." 
Hie  rise  of  the  political  Web  also  is  starting  to  tilt  the  dem- 
aphics  of  power.  The  tech-sawy,  many  of  them  young,  gain 
Dice  and  can  move  masses.  Already,  groups  such  as  MoveOn 
drawing  on  their  supporters  not  just  for  money  and  polit- 
support  but  also  for  skills  in  video,  networking,  and  even 
tware  design.  In  February,  MoveOn  launched  an  appeal  for 
ek  organizers."  These  are  people  who  have  mastered  In- 
net  technology,  understand  networks,  and  have  a  knack  for 


lar  for  every  nickel  spent— a  far  better  return  than  the  65%  av- 
erage take  from  a  traditional  rubber-chicken  banquet.  What's 
more,  online  fund-raising  takes  no  time  from  the  candidate, 
and  it  brings  in  a  slew  of  small  contributors  who  don't  expect 
favors  in  return.  "A  lot  of  candidates  are  just  saying,  'Get  this 
online  money  flowing,' "  says  Ravi  Singh,  CEO  of  ElectionMall 
Technologies  Inc.,  a  Chicago  consultancy. 

As  the  eight-month  Kerry-Bush  marathon  takes  off,  the 
President  looks  to  extend  his  lead  on  the  Net.  The  Republican 
Party,  with  its  long  history  of  direct-mail  activism,  has  far 
more  experience  breaking  its  list  into  target  groups,  from  tax 
hawks  to  pro-life  activists.  The  plan  is  to  solidify  this  base 
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29,  Special  Projects 
Director,  Declare  Yourself 
declareyourself.org 


Borum  runs  the  Web  site  of  the  Los  Angeles-based  voter-registration 
group  Declare  Yourself,  which  was  founded  three  years  ago  by  TV 
producer  Norman  Lear.  Declare  Yourself  offers  political  news  and 
videos  on  a  site  with  attitude.  Web  surfers  can  download  their  state's 
registration  forms  and  sign  up  for  Election  Day  reminders.  Declare 
Yourself  has  powerful  help  from  Google  and  Yahoo!,  which  steer  traffic 
to  the  site.  In  the  three  months  since  Borum  began  offering 
registration  forms,  more  than  80,000  people  have  downloaded  them. 

through  the  long  campaign,  adding  e-mail  names  and  tapping 
volunteers  to  call  conservative  radio  stations,  write  letters  to 
the  editor,  and  knock  on  doors  for  the  Bush  ticket.  The  Re- 
publicans are  even  experimenting  with  instant  messaging  to 
create  up-to-the-second  links  between  small  groups,  says  Max 
Fose,  partner  at  consultancy  Integrated  Web  Strategy. 

The  Democrats,  by  contrast,  are  struggling  to  catch  up.  The 


Even  as  the  Web  rises,  TV  remains  the  key  to  reaching  un 
cided  voters.  According  to  TNS  Media  Intelligence/CMR,  tt 
vision  spending  this  political  season  is  expected  to  reach  j 
billion,  dwarfing  the  millions  spent  on  the  Web.  Unlike  the  h 
TV  reaches  nearly  every  home  in  America.  It  has  the  powei 
grab  the  viewer's  attention,  and  it  offers  far  more  compelL 
video  than  a  broadband  Net  connection.  "TV  is  still  the  most 
ficient.  It  interrupts  you,"  says  Robert  M.  Stem,  president  of 
Center  for  Governmental  Studies,  a  research  organization 
Los  Angeles.  "But  the  Internet  is  far  more  cost-effective." 

AND  THE  WEB  IS  GAINING  GROUND.  WHI 
the  growth  of  ad-zapping  technology,  such 
TiVo,  erodes  the  value  of  a  TV  ad,  the  We 
reach  is  growing.  With  the  spread  of  bro 
band  connections,  candidates— including  1 
vast  majority  who  can't  afford  to  buy  time 
TV— can  speak  directly  to  voters.  "If  s  a  gc 
send  for  candidates  who  literally  wouldn't  have  a  voice,"  s; 
David  M.  Stone,  a  film  producer  in  Philadelphia  who  creat 
Web  videos  for  long  shot  Garrett  Gruener  in  the  California 
call  election. 

The  Web  also  has  a  legal  edge.  If  s  not  bound  to  the  sat 
election  regulations  as  TV.  A  candidate  who  runs  a  hard-hitti 
ad  against  an  opponent  on  television  must  take  responsibil 
for  it,  in  his  own  voice,  sometime  during  the  ad.  No  such 
quirement  yet  exists  for  Net  ads.  In  February,  the  Bush  team  c 
culated  its  first  attack  ad  against  Kerry  to  its  millions  of  onli 
supporters— minus  the  Presidenf  s  voice  authorizing  the  m« 
sage.  The  pace  of  Web  ads  is  sure  to  pick  up,  especially  in  t 
last  two  months  of  the  campaign,  when  political  ads  by  ad\ 
cacy  groups  on  TV  are  prohibited.  "If  s  going  to  be  a  wild  h 
two  months  on  the  Web,"  says  James  F.  Moore,  senior  fellow 
Harvard  University's  Berkman  Center  for  Internet  &  Society 
The  Web's  biggest  test  is  moving  people  to  vote.  Votenet  S 
lutions  Inc.,  a  Washington  (D.C.)  software  company,  has  de\ 
oped  an  online  service  to  provide  would-be  voters  with  the  a 
rect  registration  documents  for  their  state.  It  sends  the 
e-mails  to  remind  them  of  registration  deadlines  and  driving 
rections  to  their  polling  places.  Declare  Yourself,  a  nonpartis 
voter-registration  group,  has  placed  the  Votenet  system  on 
Web  sites— with  dramatic  results.  "When  Yahoo  puts  our  lb 


party,  say  insiders,  relied  heavily  on 

its  control  of  the  white  House  to  a      Even  as  the  Web  rises,  TV  remains 

mobilize  supporters  during  the  90s.  _^^^^^^^                                                                   ^^^^^^^^^^^^^^^ 
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found  the  tech   system   "nothing 

short  of  shocking,"  says  one  DNC  tech  leader.  Kerry,  who  used 
the  Web  far  less  than  Dean,  faces  a  steep  learning  curve.  Ker- 
ry has  signed  up  only  33,000  volunteers  online,  according  to 
his  campaign  spokeswoman  Morra  Aarons. 

The  most  innovative  Web  approaches  are  likely  to  come 
from  the  networked  activists.  With  campaign-finance  reform 
stemming  the  flow  of  so-called  soft  money  to  the  parties, 
much  of  the  moolah  goes  straight  to  online  advocacy  groups. 
They  can  focus  on  a  single  message,  a  strategy  that  plays  to 
the  Web's  strengths.  And  they  innovate  constantly.  After 
country  singer  Willie  Nelson  released  an  antiwar  song,  Aaron 
Sain,  a  member  ofRightMarch.com,  recorded  Hey  Hollywood, 
a  conservative  response  in  praise  of  President  Bush.  Right- 
March  sent  a  link  to  the  song  to  its  members,  and  some 
20,000  downloaded  it. 


on  its  front  page,  we  get  thousands  a  day,"  says  Caty  Bonn 
who  runs  Declare  Yourself  s  Web  site. 

Those  registering  to  vote  must  still  climb  off  their  swh 
chairs  to  send  in  the  registration  forms,  and  to  vote.  Thaf  s  t! 
last  step.  And  while  Arizona  and  Michigan  have  experiment 
with  Internet  voting  for  party  primaries,  no  doubt  ifll  take  yea 
of  rigorous  security  tests  and  impassioned  debates  before  tl 
government  entrusts  a  November  race  to  the  Internet.  B 
everything  else  in  politics  is  fair  game.  Judging  by  the  activi 
this  year,  the  Web's  political  revolution  is  upon  us.  ■ 

-With  Heather  Green  in  New  Yo 
and  Robert  D.  Hofin  San  Mateo,  Cat 
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For  a  Q&A  with  Howard  Rheingold  and  other 
related  stories,  go  to  www.businessweek.com/magazine/extra.htm 
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Introducing  nothing. 


No  spam.  No  email  fraud.  Just  the  messages  you  want.    J^ff  IVmUrrOntlCr 

JEmail  is  good  again.' 


Personal  Business  Music 


PLAY  ON 

The  Rio  Nitrus 
has  long 
battery  life. 
The  iRiver 
offers  many 
extras 


with  its  anodized  aluminum  case  that 
comes  in  a  rainbow  of  colors.  But  while 
the  iPod  is  a  rectangular  tube  with  slight- 
ly-rounded sides  and  sharp  silhouette  top 
and  bottom— think  of  a  Rolls-Royce— the 
Rio  is  jet  black  (not  green  or  pink)  and 
curvaceous,  more  like  a  sports  car.  And 
what's  not  to  like  about  the  iRiver  player, 
a  perfect  circle  with  a  chunky,  chrome  bar 
that  makes  it  easy  to  hook  onto  a  back- 
pack or  belt  loop  with  a  carabiner?  Its 
beefy  looks  and  ample  adjustability  make 
it  the  SUV  of  MP3  players. 

I'd  recommend  one  of  those  three.  The 
biggest  difference?  The  iPod  mini  holds  4 
GB  of  music,  which  Apple  claims  is  about 
1,000  songs;  the  other  two,  at  1.5  GB,  are 
good  for  from  375  to  750  tunes,  depend- 
ing on  song  length  and  audio  quality. 

The  iPod  is  easiest  to  use.  Apple  has 
moved  the  four  buttons  on  the  original 
iPod  onto  the  scroll  pad  and  given  them  a 
"click"  feel,  a  bit  of  reassurance  that 
you've  pressed  the  button.  With  Apple's 
powerful  iTunes  software  on  your  com- 
puter, you  can  build  playlists  on  the  fly, 
based  on  what  you've  listened  to  most  re- 


cently or  most  often,  or  what  you  like  the 
best  (if  you've  gone  to  the  trouble  of  rat- 
ing your  tunes).  You  also  can  create 
playlists  on  the  player  itself,  something 
that's  not  possible  with  most  players. 
Windows  users:  iPod  requires  that  you 
have  Windows  2000  or  XP  and  a  USB  2.0 
or  FireWire  port  on  your  computer. 
Battery  life  is  what  gives  Rio's  Nitrus 
($150  to  $200)  its  biggest  edge  over  the 
iPod.  It's  good  for  16  hours  of  continuous 
play,  twice  iPod's  stamina.  It's  also  consid- 
erably lighter,  and  the  curvy  shape  is  more 
pocket-friendly.  The  music  management 
software,  which  you  install  on  your  PC  (it 
won't  work  on  Macs),  is  nearly  as  flexible 
as  iTunes.  Instead  of  a  touch  pad,  naviga- 
tion through  menus  and  play  functions  is 
controlled  by  a  jog  dial— a  thumb  wheel- 
on  the  side  and  a  red  joystick  on  the  front 

DRAG-AND-DROP 

THE  IRIVER  IGP-100  ($200  to  $220)  is 
much  more  difficult  to  figure  out,  but 
once  you  decipher  it  you'll  discover  if  s 
loaded  with  extras.  There's  no  software: 
You  connect  it  to  your  PC  or  Mac  and 


01 


drag-and-drop   your   mi 
files  onto  the  player's  h 
disk.  It  has  a  built-in  FM 
dio,  and  it  will  autoscan  < 
preset  the  20  strongest 
quencies.  All  the  controls 
on  the  circumference,  incl 
ing  a  button  for  equalizer ; 
surround-sound  modes.  "> 
can  customize  most  settir 
such  as  how  fast  titles  sc 
past  on  the  display. 

I  looked  at  two  other  pl|[6$$6 
ers  but,  because  of  some  design  gaffes, 
need  to  thoroughly  try  them  out  before  j 
buy.  RCA's  Lyra  RD2760  ($170-$200)  a 
really  be  used  with  one  hand  because 
headphone  jack  is  on  the  side  rather  tl 
top.  If  s  slow,  too,  taking  an  intolerable  aL 
en  seconds  of  silence  to  skip  to  the  n  Lg 
song.      While      I      liked      Creath  i: 
MuVo2($200),  the  only  4-GB  player  otl  | 
than  the  iPod  mini  in  the  bunch,  I  founi  I 
difficult  to  navigate.  The  skimpy  two-1  '6 
display  uses  tiny  characters  to  show  t  b 
and  artist,  and  there  are  only  two  contn 
a  menu  button  and  a  four-way  tog 
wheel  that  are  too  small  and  too  close 
gether  to  be  operated  with  your  thumb 
the  only  one  without  an  external  h 
switch  to  avoid  pressing  buttons  when 
playef  s  in  your  pocket  or  bag. 

If  you  don't  want  to  part  with  $500 
the  top-of-the-line  iPod  yet  still  want  s 
eral  hundred  songs  to  get  you  through 
business  trip  or  workouts  at  the  gym, 
mini  or  one  of  these  stand-ins  is  ideal, 
sides,  who  over  25  years  old  has  10,( 
songs  on  their  computer  anyway?  ■ 
-Larry  Armstrc 


MP3s  for  the  Road 

How  you  can  adapt  your  player  so  it  can 
transmit  through  your  car  radio 

For  those  of  us  who  commute  by  car,  the  big  frustration  about  MP3 
players  is  that  there's  no  practical  way  to  listen  to  your  music.  Most 
states  have  laws  that  preclude  wearing  headphones  while  driving.  If  your 
car  has  a  cassette  deck,  you  can  hook  up  your  MP3  player  to  the  sound 
system  with  a  cassette  adapter  for  about  $20.  But  most  new  cars  come 
with  CD  players,  not  cassette  decks. 

That  leaves  FM  modulators,  which 
plug  into  the  headset  jack  of  your  MP3 
player  and  broadcast  the  music 
wirelessly  to  an  unused  FM  channel  on 
the  car  radio.  At  least  that's  what's 
supposed  to  happen.  I've  tried  five  of 
these  gadgets  in  recent  weeks. 
Sometimes  they  work  fine. 


BELKIN'STUNECASTII 
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nop  Sometimes-depending  on  where  you 

drive,  the  FM  channel  you  pick,  the 
■  ■  geometry  of  your  car, 

5  and  the  location  of  its 

antenna— reception 
GRIFFIN'S  iTRIP  can  get  pretty 

sporadic.  Still,  these  gadgets  are  worth  a  try. 

Here  are  the  best  of  the  lot.  Griffin's  iTrip  ($35) 
draws  its  power  from-and  only  works  with— the 
iPod.  The  beauty  of  it  is  you  can  set  it  to  any  station 
on  the  FM  band.  Likewise,  Belkin's  TuneCast  II 
($50)  scans  the  entire  FM  range.  The  irock!  Beamit 
($30)  only  works  on  four  FM  channels.  These  last 
two  modulators  operate  on  AAA  batteries  for  about 
10  hours  but  come  with  power  cords  that  plug  into 
a  car's  lighter  socket.  Someday,  all  this  will  be  built 
into  MP3  players  and  car  stereos.  Until  then,  try 
these.  If  one  doesn't  work  in  your  car,  return  it 
and  try  another. 


irock!  BEAMIT 
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Meditation 
far  Moppets 

ressed-out  kids  are  finding  relief  in  relaxation 
thniques  such  as  TM.  BY  SUSAN  GARLAND 


EARNING  AID? 

leditating 
/vice  a  day  at 
le  Chelsea 
chool  in 
Maryland 


EVERY  MORNING  AND 
evening,  12-year-old  Haig 
Monokian  sits  in  his  room, 
closes  his  eyes,  and  focus- 
es on  his  mantra.  The 
straight-A  student  from 
Morganville,  N.J.,  believes 
riscendental  meditation  helps  him  to 
fnly  handle  days  packed  with  school, 
sic  lessons,  basketball,  karate,  chess 
b,  and  the  pressures  of  preteen  life.  "If 
stressed  out  about  something,  [TM] 
kes  me  feel  better,"  says  Haig,  whose 
ents  taught  him  to  meditate.  "I  don't 
;  my  cool  that  easily." 
n  an  era  when  youngsters  face  all 
ts  of  stress,  Haig's  use  of  this  age-old 
ctice  may  be  ahead  of  the  curve.  Sev- 
1  decades  of  academic  studies  show 
"  teficial  effects  of  TM  in  adults,  includ- 
lower  levels  of  the  stress  hormone 


Cortisol.  TM  has  its  roots  in  Hinduism  but 
was  brought  to  the  West  and  secularized 
about  40  years  ago.  Now,  researcher?  are 
finding  that  even  in  children,  this  tech- 
nique of  deep  relaxation  can  reduce  anx- 
iety and  improve  everything  from  blood 
pressure  to  creativity  and  self-esteem. 

As  alternative  medicine  moves  into  the 
mainstream,  other  relaxation  therapies 
have  proved  effective  as  well.  While  TM 
focuses  on  a  sound  or  thought,  "mindful- 
ness meditation"  relies  on  awareness  of 
breathing  or  other  sensations.  Progres- 
sive muscle  relaxation  involves  tensing 
and  relaxing  muscle  groups.  Tai  chi  and 
yoga  use  movement. 

TM  in  particular  is  making  its  way  into 
some  classrooms.  In  Silver  Spring,  Md.,  11 
students  at  the  private  Chelsea  School  for 
nfth-to-twelfth  graders  with  learning  and 
attention  deficit  hyperactivity  disorders 


recently  began  meditating  twice  a  day. 
The  effort  is  part  of  a  study  to  determine 
whether  meditation  can  make  it  easier  for 
these  children  to  learn.  Researcher 
William  Stixrud,  a  clinical  neuropsychol- 
ogist in  Silver  Spring,  says  meditation  has 
been  shown  to  improve  "executive  func- 
tions"—planning,  organizing,  regulating 
emotion,  and  keeping  to  a  task.  "If  medi- 
tation quiets  the  mind  and  improves 
brain  function,  wouldn't  it  be  particularly 
helpful  to  those  with  learning  disabilities 
and  ADHD?"  he  says.  Stixrud  tested  the 
children's  executive  functions  before  they 
learned  to  meditate  and  will  test  again  in 
June  to  see  if  there  is  any  improvement. 

Children  10  or  older  who  practice  TM 
typically  sit  with  their  eyes  closed  for  10 
minutes  twice  daily.  To  get  into  the  med- 
itative state,  they  silently  recite  a  mantra, 
or  incantation,  that  relaxes  the  mind  and 
helps  produce  a  state  of  both  alertness 
and  tranquility.  Younger  children  with 
shorter  attention  spans  are  often  taught  a 
simpler  form  of  meditation  in  which  they 
walk  around  quietly  for  five  minutes. 

HAPPIER  SELF-IMAGE 

ON  MAR.  10,  RITA  BENN,  director  of  the 
integrative  medical  education  program  at 
the  University  of  Michigan's  Complemen- 
tary &  Alternative  Medicine  Research  Cen- 
ter, released  a  study  documenting  positive 
effects  of  TM  among  students  at  the  Nata- 
ki  Talibah  Schoolhouse  of  Detroit.  Twice  a 
day  since  1997,  fifth  through  eighth 
graders  have  been  filing  into  the  gymnasi- 
um, sitting  back  on 
a  reclining  floor 
seat,  and  closing 
their  eyes.  Benn 
found  the  students 
who  meditated  rat- 
ed themselves  as 
more  alert,  happier, 
and  less  frustrated 
than  those  who 
did  not  meditate. 
Benn's  next  study 
will  examine  medi- 
tation's impact  on 

academic  achievement.  Another  study  to 
be  released  Mar.  26  by  the  Medical  College 
of  Georgia  found  teenagers  who  meditated 
could  lower  their  blood  pressure. 

Parents  who  would  like  their  offspring 
to  learn  relaxation  techniques  can  pay  up- 
wards of  $100  for  an  hour  with  a  trained 
therapist  or  $2500  for  many  sessions  at  a 
TM  center.  Make  sure  whoever  you 
choose  has  experience  with  children.  And 
if  you're  feeling  stressed  out  yourself, 
maybe  you  can  get  a  special  family  deal 
on  mantras.  ■ 
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For  kids, 
just  20 
minutes 
adaycan 
have  an 
effect 


Personal  Business  Stocks 


Ringing  Up 
Better  Returns 

This  year,  telecoms  are  on  the  rebound.  Here  are 

some  Stock  picks.  BY  CHRISTOPHER  PALMERI 


TELECOM  STOCKS  ARE 
back  from  the  dead.  Dur- 
ing the  past  three  years  of 
bankruptcies,  scandals, 
and  lousy  stock  market 
returns,  the  industry  has 
been  busy  cutting  costs, 
restructuring  debt,  and  launching  new 
services.  Now,  the  Standard  &  Poor's  Tele- 
com-Services Index  is 
up  4.6%  so  far  this 
year  against  an  over- 
all market  that  has 
been  flat. 

But  while  the  cli- 
mate has  improved, 
the  industry  is  still 
fiercely  "competitive. 
AT&T  says  its  cash 
fbw  will  decline 
sharply  this  year  and 
next.  And  MCI  (for- 
merly WorldCom)  is 


expected  to  put  more  pressure  on  prices 
when  the  company  emerges  from  bank- 
ruptcy in  April  with  much  of  its  debt  for- 
given. Still,  many  investment  pros  think 
the  worst  is  over  and  that  long-term  win- 
ners are  emerging.  The  next  year  or  two  may 
be  tough  on  earnings  even  for  the  well-po- 
sitioned companies,  but  dividend  yields  as 
high  as  5%  can  help  tide  investors  over. 


Telecoms 
To 
Call  On 

Long-term 
winners  are 
emerging 


D3ta:Re..' 
Btoomopf 
Estimates: 


UPGRADES  SBC 

Communications 
is  likely  to  boost 
sales  and  stem 
losses  this  year 


Telecom  "is  a  m  f:" 
safer  place  tha  I 
was     three    yt  k 
ago,"  says  Kaufri  F  : : 
Brothers      am 
RickGrubbs. 
For  a  while,  with  competition  ft  '' 
wireless,  cable  TV,  and  long-distanct  P! 
vals,  local  phone  companies  didn't  1<  ^  b 
so  safe.  But  Lehman  Brothers  telec  e ; 
analyst  Blake  Bath  says  recent  offeri  ^ E- 
that  bundle  long-distance  and  wire  B^10 
services,  Internet  access,  and  TV  pro\ 
ed  by  satellite  partners  will  allow 
two  largest  local  companies,  VeriJ 
Communications  and  SBC  Communil 
tions,  to  boost  revenues  and  stem  c} 
tomer  losses. 

Their    sizable    wireless    busines.4 
meanwhile,  should  continue  to  see  stnl 
growth.  Bath  figures  Verizon's  ovel 
earnings  will  fall  6%,  to  $2.45  per  shl 
this  year,  before  climbing  14%  in  20 
He  expects  SBC  to  see  flat  earnings  t 
year  and  next  largely  due  to  its  expec 
$41  billion  purchase  of  AT&T  Wirel  ■ 
Services  with  BellSouth.  But  by  2007, 
deal  is  expected  to  add  to  SBC's  earniiJX 
as  its  wireless  business  realizes  as  mi 
as  $2  billion  a  year  in  savings  from  lo\ 
marketing  and  equipment  costs. 
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TAKEOVER  TARGET? 

WITH  AT&T  WIRELESS  being  acqui 
and  Sprint  PCS  Group  stock  recomb 
ing  with  its  parent  company,  Ne> 
Communications  is  the  only  pure-p 
national  wireless  player  left  in  which 
invest.  Janco  Partners  telecom  anal 
Thomas  Friedberg  estimates  Nextc 
earnings  will  jump  5C%  this  year,  to  $ 
share,  thanks  to  continued  subscril 
growth  and  cost  containment.  He  thir 
the  stock  would  be  worth   $35   \ 
share— 40%    more    than    its    currt 
price— if  Verizon,  Sprint,  or  Vodafo  me 
wanted  to  snap  it  up.  One  note  of  a 
tion:  Industry  sources  say  the  Just r 
Dept.   may  be  investigating   NexttPi 
dominance  in  push-to-talk  technolol0 


a 


ie  a  lo 
year.t 
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COMPANY/SYMBOL 


STOCK 
PRICE- 


PRICE/ 
EARNINGS* 


EARNING  1 
GROWTH' I 


ALLTEL  (AT)  Rural  phone  company  offering  national  plans 
to  8  million  wireless  customers 


CENTURYTEL  (CTL)  Rural  service  provider  may 
buy  back  one-tenth  of  its  stock 


NEXTEL  (NXTL)  Last  national  wireless  pure  play  should  see 
strong  earnings  growth  after  sharply  reducing  debt 


SBC  (SBC)  No.  2  local  provider  is  making  a  big  bet  on 
wireless  through  its  purchase  of  AT&T  Wireless  with  Bell  South 


VERIZON  (VZ)  Packages  with  long-distance  service,  satellite  TV, 
and  Internet  access  may  stem  decline  in  local  phone  revenues 
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Friedberg  doesn't  think  the  investi- 
,on  will  turn  up  anything  negative. 
inlike  Nextel,  Alltel  lacks  a  national 
■aless  presence.  But  the  Little  Rock 
ipany  has  a  deal  with  Verizon  that  al- 
s  it  to  offer  flat-rate  national  service  to 
i  million  wireless  subscribers  located 
*tly  in  small  towns.  The  company  has 
ted  its  marketing  emphasis  from 
e  to  network  quality  and  coverage, 

that  has  led  to  higher  revenues  and 
er  customer  retention.  Morgan  Kee- 


gan  analyst  Tavis  McCourt  figures  the 
company  will  see  earnings  of  $3.15  per 
share  this  year  and  $3.33  next. 

Rural  phone  providers  are  isolated 
somewhat  from  the  intense  competition 
in  larger  cities.  For  that  reason,  Century- 
Tel  is  a  pick  of  Morgan  Stanley  analyst 
Jeannette  Baez.  Based  in  Monroe,  La.,  the 
company  provides  local  service  to  2.3  mil- 
lion customers  in  22  states.  Baez  expects 
earnings  to  stay  flat  at  around  the  $2.14 
per  share  this  year  and  next.  Even  though 


the  stock  recently  got  a  boost  when  the 
company  announced  a  $400  million 
stock  repurchase  program  that  could  re- 
tire up  to  11%  of  the  shares,  at  $28,  it 
trades  at  a  17%  discount  to  the  average 
Baby  Bell's  multiple  of  16  times  estimated 
2004  earnings. 

Telecom  companies  won't  offer  the  rip- 
roaring  growth  they  did  in  the  late  1990s. 
But  an  improving  economy  and  the  intro- 
duction of  new  services  should  deliver  re- 
spectable returns  for  investors.  ■ 
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tTie  Torture  of 
tlie  Dividend  Tax 

•counting  for  the  payouts  eligible  for  the  lower 
%  rate  can  be  convoluted,  by  anne  tergesen 
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A  S  INVESTORS  MAY  AL- 

J^L  ready   be    discovering, 

/^k  there's  a  downside  to 

/^^k        the  new  15%  maximum 
^"^^^      rate  on  dividends.  Ac- 
^L     counting  for  these  pay- 
■i       — ^^^OLits  at  tax  time  has  be- 
te a  lot  more  complicated— not  just 

year,  but  going  forward  as  well, 
he  problems  are  twofold.  First,  the 
[  tax  rate  applies  only  to  dividends 
med  "qualified."  The  1099-DIV  forms 
i  investors  receive  ahead  of  tax  season 
/  list  "qualified  dividends"— those 

get  the  special  tax  treatment— in  ad- 
an  to  total  or  "ordinary"  dividends, 
kers  and  fund  companies  are  re- 
red  to  determine  which  ones  are  qual- 
l  and  which  ones  aren't,  but  the  in- 
try  has  warned  that  mistakes  will  be 
le  this  year  as  it  adjusts  to  the  new 
s.  Even  if  you  have  qualified  divi- 
ds,  you  won't  get  the  15%  rate  unless 

adhere  to  complicated  holding  period 
lirements.  If  s  up  to  you  to  keep  track, 

the  stakes  are  high,  since  those  who 
short  may  end  up  paying  tax  at  ordi- 
/  income  rates  of  up  to  35%. 
ypically,  distributions  from  preferred 
:ks  and  real  estate  investment  trusts 


aren't  qualified.  Still,  about  one-third 
of  REIT  dividends  qualified  for  the  15% 
rate  in  2003.  Foreign  stocks  listed  on  U.S. 
exchanges  or  from  most  countries  with 
tax  treaties  with  the  U.S.  can  get  the  15% 
break,  too.  For  tax  info  on  preferred  stock, 
check  QuantumOnline.com.  Be  aware 
that  dividends  from  bond  and  money- 
market  funds  are  really  interest  and  don't 
get  the  special  tax  treatment. 

DO  THE  MATH 

THE  NEW  HOLDING  period  rules  are 
tricky.  To  claim  the  15%  rate,  you've  got  to 
own  a  stock  for  at  least  61  days,  says  Don 
Weigandt,  a  wealth  adviser  at  JPMorgan 
Private  Bank.  But  here's  the  catch:  This 
has  to  occur  within  a  121-day  window  that 
begins  60  days  before  the  "ex-dividend 
date."  (That's  when  a  stock  buyer  isn't  el- 
igible to  receive  the  recently  declared  div- 
idend.) For  a  stock  with  a  Mar.  1  ex-divi- 
dend date,  for  example,  you've  got  to  hold 
for  61  days  between  Jan.  1  and  Apr.  30. 
DivTracker,  a  Web  tool  that  charges  $19 
for  a  six-month  subscription,  can  do  the 
calendar  math  for  you.  Since  the  same 
rule  applies  to  mutual  funds,  many  fund 
firms  are  alerting  clients  to  the  new  hold- 
ing requirements.  Vanguard  Group  has 


PEI\ 


also  sent  statements  to  those  with  poten- 
tial holding  period  problems  and  has  a 
free  online  calculator  for  its  own  funds. 

The  15%  rate  is  off-limits  in  other  situ- 
ations as  well.  If  you've  hedged  a  stock  for 
more  than  60  days  during  the  121-day 
window,  you're  out  of  luck.  Moreover,  if 
your  stock  pays  a  dividend  while  your 
broker  has  it  on  loan  to  a  short-seller,  you 
may  be  able  to  claim  the  15%  rate— but 
only  on  your  2003  return.  In  the  future, 
you'll  be  hit  with  ordinary  income  tax  on 
these  payments.  That's  because  in  such 
arrangements,  the  income  you  receive  isn't 
really  a  dividend.  Instead,  it's  a  payment 
"in  lieu  of  a  dividend"  that  compensates 
you  for  the  dividend  you  lose  out  on  while 
the  stock  is  on  loan,  says  Martin  Nis- 
senbaum,  a  partner  at  Ernst  &  Young. 
Make  sure  your  broker  has  a  plan  to  re- 
imburse clients  for  the  extra  tax  they'll 
pay  in  this  situation.  With  tax  rates  on 
dividends  so  low,  you  shouldn't  lose  an 
opportunity  to  take  advantage  of  them.  ■ 
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TAXES 

Death  and  Taxes 

THOUSANDS  OF  TAXPAYERS  inherit  money  each  year.  But  few  are  aware  of  a  tax  break 
that's  designed  to  prevent  Uncle  Sam  from  pocketing  as  much  as  90%  of  such 
inherited  assets  as  individual  retirement  accounts,  401(k)s,  and  annuities,  says  Ed 
Slott,  editor  of  Ed  Slott's  IRA  Advisor  newsletter  (800  221-1809;  irahelp.com).  If  your 
benefactor's  estate  paid  federal  estate  taxes  on  your  inheritance,  you're  entitled  to 
take  this  deduction,  which  is  called  Income  in  Respect  of  a  Decedent  (IRD).  For 
example,  if  you  inherited  a  $1.2  million  IRA  that  paid  $500,000  in  federal  estate  tax, 
you  can  deduct  $500,000— but  you'll  have  to  spread  it  over  the  years  in  which  you 
withdraw  money  from  the  IRA. 

If  you  have  failed  to  claim  this  tax  break,  you  can  amend  your  past  three  federal 
and  state  returns.  You  can  take  the  IRD  deduction  even  if  you're  forced  to  pay  the 
alternate  minimum  tax,  an  extra  tax  that's  calculated  by  wiping  out  many 
deductions.  Better  still,  although  you  claim  the  IRD  as  a  miscellaneous  itemized 
deduction,  you  won't  lose  any  of  it  to  the  rule  that  says  you  can  deduct  amounts  only 
in  excess  of  2%  of  your  adjusted  gross  income.  -Anne  Tergesen 


SPIRITS 

WANT  TO  SERVE  a  unique  whiskey  at  your  next  party?  Just  buy 

a  barrel  of  Jack  Daniel's  Single  Barrellennessee  Whiskey  for 

about  $9,000.  You  can  take  a  private  tour  of  the  Lynchburg 

distillery,  sample  four  barrels,  and  pick  your 

favorite.  If  you  can't  go  there,  Jimmy 

Bedford,  the  master  distiller,  will  choose  for 

you.  There  are  differences:  One  barrel  may 

nave  a  stronger  toasted  oak  flavor,  another 

more  of  a  vanilla  presence.  The  elixir  then 

goes  into  240  bottles  with  a  neck  medallion 

stating  the  whiskey  was  distilled  especially 

for  your  occasion,  company,  or  private 

collection.  -Michael  Eidam 
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FUNDS 

HOW  MUCH  DOE 
TRADING  COST ! 

TRADING  COSTS  CAN  TAKE  a  big  bite  o 
a  mutual  fund.  Finding  out  just  how 
is  tough.  You  need  to  dig  through 
regulatory  filings,  and  even  then  it's 
difficult  to  know  exactly  how  much. 

A  new  study  commissioned  by  Zen 
Alpha  Group,  a  consortium  of  financia 
advisers,  provides  a  good  estimate. 
Researchers  examined  annual  report 
for  3,330  stock  funds  filed  in  2001. 
Because  fund  companies  often  lump 
many  funds  in  one  report,  it's  nearly 
impossible  to  get  brokerage  commiss 
data  on  a  fund-by-fund  basis.  The 
researchers,  instead,  looked  at  a  grou 
totals  and  estimated  each  fund's 
commissions  based  on  its  size.  They  i 
combed  the  "statements  of  additiona 


FUND 

TRADING  COS 

Fidelity 

1.06 

Fidelity  Contraf und 

0.80 

Putnam  Voyager  A 

0.80 

Fidelity  Equity-Income  II 

0.79 

AIM  Constellation  A 

0.47 

Data: 


information,"  which  include  data  not  ] 
the  prospectus.  Finally,  they  tapped  ii 
Morningstar's  database  to  measure 
turnover— how  often  a  fund  trades. 

The  average  annual  trading  cost,  tht| 
found,  was  0.27%,  or  $27  on  a  $10,00( 
investment  We  also  asked  the 
researchers  to  find  the  five  funds  (table  | 
with  the  highest  brokerage  costs  as  a 
percentage  of  assets.  Fidelity  Investment 
with  three  funds  on  the  list,  didn't 
dispute  the  figures  but  said  there  are 
conflicting  theories  on  how  to  calculate! 
these  costs.  AIM  Investments  declined  tc| 
comment.  Putnam  says  costs  have 
declined  since  2001. 

However  you  slice  it,  the  reporting 
requirements  for  funds  are  inadequate. 
Says  Edward  S.  O'Neal,  an  assistant 
professor  of  finance  at  Wake  Forest 
University  and  one  of  the  study's  authol 
"The  SEC  should  require  funds  to  repoij 
commissions  in  the  prospectus,  so  ther<[ 
are  no  hidden  costs."  —Lauren  Young 


ASSET  MANAGEMENT 


PRIVATE  WEALTH  MANAGEMEN1 


A  Passion  to  Perform. 


iming  higher. 

j3re's  to  the  head  start.  To  the  will  to  win  through. 

|  Deutsche  Bank  we  share  your  passion  to  hit  the 
found  running,  to  seize  the  opportunity,  to  make  it 
tppen. 

lis  what  makes  us  one  of  the  world's  leading  financial 
ttitutions.  And  it's  why  the  most  demanding  clients 
[the  US,  and  around  the  world,  trust  us  to  perform. 

cross  disciplines,  across  regions.  With  absolute 
judication,  leading-edge  insights,  powerful  solutions. 

'e  you  ready? 


lank  of  the  Year' 
!R  Awards  2003 


Deutsche  Bank 


K.tsche  Bank  Securities  Inc 


,  a  subsidiary  of  Deutsche  Bank  AG.  conducts  investment  banking  and  securities  activities  in  the  United  States. 
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BY  ROBERT  BARKER 


Taking  Stock  of  an 
Electronic  Exchange 


Everyone  knows  the  leading  destination 
for  stock  trading  in  the  U.S.  is  the 
southwest  corner  of  Wall  &  Broad— the 
New  York  Stock  Exchange.  Replacing  it 
with  computers  in  Chicago,  New  York, 
and  Altamonte  Springs,  Fla.,  is  the  stated 
goal  of  Archipelago  Holdings,  a  company 
only  211  people  strong.  Ridiculous? 

Archipelago  hopes  you  won't  think  so.  This  operator  of  an 
electronic  trading  system  called  Archipelago  Exchange,  or 
ArcaEx,  is  getting  ready  to  ask  public  investors  to  take  a  stake 
in  its  improbable  dream.  On  Mar.  2  the  Chicago  firm  filed 
papers  to  prepare  for  an  initial  public  offering  to  be  led  by 
Goldman  Sachs.  Will  this  be  a  sweet  deal?  If  s  impossible  to 
say  just  yet,  since  the  amount  of  money  Archipelago  expects 
to  raise  and  how  much  of  the  equity  it  will  give  up  in  return  is 
yet  to  be  disclosed.  In  addition,  Archipelago  execs,  including 
co-founder  and  CEO  Gerald  Putnam,  are 
keeping  quiet  ahead  of  the  deal. 
Fortunately,  you  can  find  plenty  of  hints 
about  Archipelago's  outlook  and  valuation 
in  its  securities  filing. 


Archipelago 


VITAL  SIGNS 


HERE  IS  WHAT'S  striking:  For  a  company 
founded  barely  seven  years  ago, 
Archipelago  has  gathered  a  lot  of 
momentum  (chart).  In  two  years'  time  its 
share  of  trading  in  NASDAQ  stocks  has 
swelled  to  more  than  24%  from  less  than 
6%.  Traders  are  attracted  to  its  ability  to 
match  four  out  of  five  buy  or  sell  orders 
swiftly  and  anonymously  within  ArcaEx.  It 
does  so  electronically,  without  the 
intervention  of  humans  on  an  exchange 
floor,  as  at  the  NYSE,  or  of  a  securities 
dealer  (NASDAQ).  When  it  can't  match 
orders,  it  routes  them  to  rival  exchanges. 

*  Its  share  of  trading  in  NYSE -listed  issues 
last  year  barely  topped  1%,  but  as  big 
trading  firms  increasingly  take  their  orders 
elsewhere,  opportunity  beckons.  With 
added  growth  from  such  new  securities  as 
exchange-traded  funds,  Archipelago's  array 
of  Sun  Microsystems  servers  in  2003 
handled  12.4%  of  all  U.S.  securities  trading 


Revenue 


Operating  Income 

$0.97  million 

Net  Income 

$1.9  million 

Stockholders'  Equity 

$304  million 

volume.  With  that,  and  a  consequent  28%  leap  in  revenue 
$459  million,  Archipelago  netted  $1.9  million.  How  does 
compare?  Very  nicely  next  to  its  nearest  public-company 
Instinet  Group.  Last  year,  Instinct's  revenue  grew  just  3%, 
and  the  company  lost  $73.8  million. 

About  twice  as  big  by  revenue  and  controlled  by  giant 
Reuters  Group,  Instinet  is  busily  cutting  staff  and  other  cos 
However,  it  can  be  counted  on  to  keep  downward  pressure  ■ 
the  transaction  fees  that  make  up  nearly  all  of  Archipelago": 
revenues.  "I  have  never  seen  such  price  competition  in  all  n 
days,"  says  John  Bogle,  the  Vanguard  Group  founder  who 
serves  on  Instinct's  board.  Margin  pressure  doesn't  stop  the 
NASDAQ  has  cut  some  fees,  and  the  NYSE's  new  regime  is 
moving  toward  more  automated  trading.  That  could  sap  so 
of  Archipelago's  appeal  to  traders  suspicious  of  the  matchir  | 
of  trades  by  humans  on  the  Big  Board's  floor. 

As  it  happens,  Instinet  owns  4%  of  Archipelago  and  may 
sell  some  of  its  stake  in  the  IPO  alongside  shares  sold  by  the 
company.  Fellow  stockholders,  who  also  may  sell  some  shai 
are  a  familiar  bunch:  Goldman,  the  private-equity  firm 

General  Atlantic  Partners,  Credit  Suisse 
First  Boston,  Fidelity  Investments,  Merril 
Lynch,  Charles  Schwab,  and  more. 

What  are  their  shares  worth?  When 
Archipelago  last  November  issued 
employee  stock  options,  the  exercise  price 
set  indicated  a  total  equity  value  of  $535 
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$459  million 
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Planned  Dividends 


None 


Symbol* 


ARCA 


For  12  months  ended  Dec  31. 2003 


MARKET  SHARE 

PERCENT  SHARE  OF  VOLUME 


•Tentative 


0  5  10 

Data:  Company  reports 


million.  The  same  month,  General  Atlantic  - 
paid  $125  million  for  a  23.4%  stake,  also 
suggesting  a  value  near  $535  million.  Yet 
these  figures  are  for  illiquid  private  stock, 
third  way  to  figure  Archipelago's  public- 
market  value  is  to  check  the  multiples  of 
sales  and  book  value  investors  pay  for 
Instinet.  At  those,  2.1  times  book  and  1.9 
times  the  past  12  months'  sales, 
Archipelago's  value  ranges  from  $640 
million  to  $870  million.  A  key  difference: 
Archipelago  in  2003  made  a  small  profit; 
Instinet  is  still  fighting  to  get  in  the  black 

Once  Archipelago  goes  public,  here's 
another  way  to  check  its  progress:  Unlike 
most  issues  trading  on  ArcaEx,  its  own 
shares  are  set  to  trade  exclusively  there.  If 
keeps  building  on  the  momentum  it's  now 
enjoying,  Archipelago  may  never  change 
hands  at  Wall  &  Broad.  ■ 

E-mail:  rb@businessweek.cc 
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Taking  Action, 
Making  Progress 


> 


le  Don't-Miss  Event  lor  Homeland  Security  strategy 

THE  MCGRAW-HILL  COMPANIES 

(J  JMELAND 
^SECURITY 

SUMMIT    &    EXPOSITION 


une  2-4,  2004 

fashington  Convention  Center,  Washington,  D.C. 

ireats  don't  affect  a  single  city  or  industry.  Solutions  don't 
nerge  in  a  vacuum.  They  cross  boundaries  —  political, 
ganizational,  and  economic. 

ie  Summit  will  identify  successful  homeland  security 
rategies  from  industry  sectors,  federal  agencies,  and 
Dvemments  and  adapt  them  to  the  particular  security 
ireats  we  currently  face,  all  alongside  an  expo  of  state-of- 
le-art  products  and  services. 

ltroducing  Interactive  Crisis  Simulation 

tendees  will  view  simulated  news  clips  and  intelligence  reports  about  a 
:titious,  unfolding  security  crisis.  Then  they'll  use  real-time  polling  devices 
decide  how  to  respond.  Subsequent  speakers  and  panels  will  discuss  the 
itcomes  of  their  decisions,  offering  attendees  a  first-hand  experience  of  the 
>mplexities  and  repercussions  of  a  homeland  security  crisis. 

jgister  online  @  http://www.mciraw-bill.coiB/sMnnit/iidei.iitB 
call  Ryan  Leeds  at  +1.212.904/3892  or  800.240.7645  x7 


Featured  Speakers: 


The  Hon.  Gary  Hart 

former  U.S.  Senator  (CO); 

Co-chair,  U.S.  Commission  on 

National  Security  for  the 

2 1st  Century 


The  Hon.  Warren  Rudman 

former  U.S.  Senator  (NH); 

Senior  Counsel,  Paul,  Weiss, 

Rifkind,  Wharton  & 

Garrison  LLP 


Colonel  Randall  J.  Larsen 

USAF  (Ret),  Founder  and  CEO, 
Homeland  Security  Associates,  LLC 


Vance  Hitch 

Chief  Information  Officer, 
U.S.  Department  of  Justice 


ONSOREC  BY: 


SUPPORTED  BY: 


AvunoNAxW    BusinessWeek 


McGraw  Hill 
UCTlON 


MttXA  SPONSOR: 


STkD 


Nils  J.  Diaz 

Chairman, 

Nuclear  Regulatory 

Commission 


SPECIAL  EVENT! 
XYBERNAUTS 


Special  Advertising  Section 


VOLUNTEERISM 

THE  SPIRIT  OF  AMERICA 


WORKPLACE  VOLUNTEERING  MAKES 
GOOD  BUSINESS  SENSE 

Robert  K.  Goodwin,  President  and  CEO,  Points  of  Light  Foundation 

Looking  for  a  creative  way  to  help  further  your  business'  operations? 
A  strong  workplace  volunteer  program  might  be  the  answer. 
Increasingly,  companies  are  asked  to  play  a  larger  role  in  the 
communities  they  serve.  For  those  companies  that  understand  the 
business  benefits  of  being  socially  responsible  and  good  corporate 
citizens,  simply  donating  to  a  worthy  charity  isn't  sufficient. 

A  2003  study  on  corporate  citizenship  shows  that  82%  of  the 
responding  businesses  believe  good  corporate  citizenship  helps  the 
bottom  line.  Increased  employee  morale,  more  positive  publicity, 
stronger  customer  loyalty,  and  enhanced  corporate  image  are  among 
the  many  benefits  of  good  corporate  citizenship  and,  in  particular, 
employee  volunteer  programs,  according  to  the  companies. 

Many  companies  today  are  developing  a  variety  of  strategies  for 
being  actively  involved  in  their  communities,  including  comprehensive 
employee  volunteer  programs  that  provide  benefits  to  boost  the 
bottom  line  and  beyond. 

BACKGROUND 

Corporate  citizenship  is  driven  largely  by  internal  corporate  values 
and  customer  feedback.  Therefore,  companies  are  cultivating  and 
furthering  their  business  values  by  instilling  community  service  as 
part  of  the  corporate  ethos  and  philosophy. 

Implementing  a  workplace  volunteer  program  is  easy  when  Amer- 
icans are  volunteering  more  of  their  time  today  than  ever  before.  The 
U.S.  Bureau  of  Labor  Statistics  found  that  between  September  2002 
and  September  2003,  the  percentage  of  the  American  population  that 
volunteered  increased  to  28.8%,  up  from  27.4%  the  previous  year. 

There  is  a  similar  trend  among  businesses  that  are  being  socially 
responsible  and  active  in  their  communities.  Increasingly,  these  com- 
panies want  to  support  their  employees'  volunteer  activities  and 
social  causes  with  more  than  just  monetary  gifts  to  those  in  need. 
Today,  businesses  are  integrating  all  aspects  of  philanthropy  into 
their  workplaces  —  from  financial  contributions  to  in-kind  product 
donations  to  volunteer  opportunities  to  extended  leave  of  service 
for  nonprofit  work. 

EVERYBODY  WINS 

Even  in  these  challenging  economic  times,  workplace  volunteering 
can  be  a  tremendous  asset  by  helping  a  company  improve  employee 
retention  and  consumer  recognition  as  a  company  that  cares  and 
commits  to  its  community. 

There  are  proven  standards  and  effective  practices  that  businesses 
are  utilizing  to  improve  their  workplace  volunteer  program  and  engage 


their  employees  in  efforts  that  improve  literacy,  increase  the  number 
low-income  students  going  to  college,  construct  safe  playgrounds, 
engage  in  a  host  of  other  volunteer  programs  and  projects. 

These  standards  —  developed  by  the  Points  of  Light  Foundati< 
—  are  the  Principles  of  Excellence  for  Workplace  Volunteering.  Ti 
principles  were  carefully  researched  to  help  guide  businesses  towa 
successful  workplace  volunteer  programs  that  are  fully  integrate 
with  business  values. 

Businesses  will  see  extraordinary  benefits  when  they  ACT: 

■  Acknowledge  that  the  workplace's  employee  volunteer  effor, 
contribute  to  the  achievement  of  business  goals. 

■  Commit  to  establish,  support  and  promote  an  employee  volunte 
program  that  encourages  the  involvement  of  every  employe 
and  manage  the  employee  volunteer  program  like  any  oth 
business  function. 

■  Target  workplace  volunteering  at  serious  social  problems 
the  community. 

Committing  company  resources  and  leadership  to  employe 
volunteer  programs  on  an  ongoing  basis  ensures  the  success  arj 
long-term  impact  on  both  the  business  and  community. 

The  Points  of  Light  Foundation  is  committed  to  helping  companiel 
develop  and  sustain  their  workplace  volunteering  strategies.  The  Poin\ 
of  Light  Foundation  is  a  nonpartisan,  nonprofit  organization  whoil 
mission  is  to  engage  people  more  effectively  in  volunteer  service.  F] 
more  information,  visit  www.PointsofLight.org. 


AWARDS  FOR  EXCELLENCE 

Nominate  your  company  for  the  Awards  for  Excellence  in 
Workplace  Volunteer  Programs!  The  Awards  recognize 
those  businesses  that  have  made  employee/retiree 
volunteer  efforts  a  central  part  of  their  business  operations, 
enjoying  strong  ongoing  support  at  the  highest  level  of 
management  in  the  company. 

The  Principles  of  Excellence  for  Workplace  Volunteering 
serve  as  the  criteria  and  guidelines  for  the  awards  programs. 
They  act  as  a  series  of  benchmark  measures  for  workplace 
volunteer  programs  to  assess  the  current  strengths  of  the 
program  and  to  point  to  opportunities  for  further  development. 

Visit  www.PointsofLight.org/awards  to  see  past  honorees 
and  get  information  on  how  your  business  can  participate. 


For  information  about  BusinessWeek  special  advertising  sections  contact  Stacy 
Sass  McAnulty  at  212-512-6296  orstacy_sass-mcanulty@businessweek.com. 
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You  're  looking  at  our  accounting  department  at  work. 

Every  year,  our  employees  and  General  Motors  dealers  selflessh  volunteer  their  free  time  to  help  Habitat  for  Humanity  build  homes. 
'  As  a  company,  we  re  proud  to  build  a  better  life  for  everybody,  not  just  our  customers. 


GMAC  Financial  Services 

™    GMAC  is  a  Wholly  Owned  Subsidiary  of  General  Motors: 

gmacfs.com 


W  Habitat  for 


Humanity' 


GMAC  is  a  registered  service  mark  of  General  Motors  Acceptance  Corporation.  ©2003  GMAC.  All  Rights  Reserved.    f 


Personal  Business  Inside  Wall  Stree 


BY  GENE  G.  MARCIAL 

AFTER  A  FLU  FIASCO,  MEDIMMUNE  IS  ALREADY  ON  THE  MEND. 
EVEN  AN  SEC  PROBE  WOULD  NOT  DEFLATE  BUSINESS  AT  EL  PASOJ 


CENTURY  BANCORP  HAS  THE  TELLTALE  MARKS  OF  A  TARGET. 


A  BAD  BOUT 
WITH  THE  FLU 


DOLLARS 


JUNE  2. '03         MAR.  17 '04 
Data  Bloomberg  Financial  Markets 


Recovery  at  Medlmmune? 

FLU  SEASON  IS  OVER,  but  it  was  a  disaster  for  the  No.  6 
U.S.  biotech,  Medlmmune  (MEDI).  Its  ballyhooed 
FluMist,  a  nasal-spray  flu  vaccine,  was  a  flop— which  sent 
the  stock  reeling,  from  42  in  June  to  23  now.  As  a  result,  some 
pros  are  buying:  David  Katz  of  Matrix 
Asset  Advisors  is  confident  Med- 
lmmune can  turn  FluMist  around,  by 
pricing  it  lower  and  educating  doctors 
and  consumers  about  the  product 
Medlmmune  also  has  a  highly 
profitable  drug,  Synagis,  along  with 
other  products  in  clinical  trials.  Med- 
lmmune is  "an  attractive  target  for  the 
big  pharmas,  especially  Abbott  Labs," 
says  Katz,  who  figures  it's  worth  35  in  a 
buyout  Abbott  co-markets  Synagis, 
used  to  treat  lower  respiratory 

infections  in  children.  In  September,  Synagis  won  additional 
Food  &  Drug  Administration  approval  for  use  with  pediatric 
congenital  heart  disease.  Katz  sees  Synagis  sales— $854  million 
in  2003— growing  at  10%  a  year  for  the  next  three  years.  Now, 
Medlmmune  has  come  up  with  an  improved  version  called 
Numax.  Medlmmune  isn't  expected  to  grant  Abbott  similar 
rights  to  it.  To  avoid  being  shut  out  of  Numax,  Abbott  may  just 
buy  Medlmmune,  says  Katz.  He  notes  that  other  big 
drugmakers  have  been  buying  biotechs.  John  Sonnier  of 
Prudential  Financial  sees  Medlmmune  earnings  falling  to  51$  a 
share  in  2004— down  from  76$  in  2003— after  the  FluMist 
stumble.  Bullish  on  Medlmmune,  he  expects  66$  in  2005.  He 
rates  the  stock  overweight.  The  company  declined  comment. 

Why  El  Paso 

Could  Keep  On  Pumping 

THE  LARGEST  U.S.  GAS  PIPELINE  company,  El  Paso  (EP), 
may  face  a  Securities  &  Exchange  Commission  probe,  say 
some  pros— after  cutting  its  assessment  of  proven  natural- 
gas  reserves  by  1.8  trillion  cubic  feet,  or  by  about  $1  billion.  The 
stock  tumbled— from  9.67  in  January  to  7  on  Mar.  17.  But 
certain  gutsy  players  find  El  Paso  an  attractive  "deep  value 
play.'1  John  Maloney  of  M&R  Capital  Management,  which  has 
scooped  up  shares,  says  El  Paso's  woes,  including  a  possible 
SEC  inquiry,  won't  harm  cash  flow.  El  Paso  says  it  will  co- 
operate in  any  probe.  El  Paso  traded  in  the  high  40s  until  the 
Enron  scandal  surfaced  two  years  ago.  To  cut  its  huge  debt  of 
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$25  billion,  El  Paso  has  been  selling 

noncore  assets  such  as  refining  and 

power  generation.  By  2006,  Maloney 

expects  it  to  be  down  to  $15  billion.  He 

figures  El  Paso  is  worth  14,  based  on  the 

value  of  its  pipelines  and  production 

alone,  which  generate  huge  cash  flow. 

Also  high  on  El  Paso  is  Deutsche  Bank's 

John  Edwards,  who  has  a  12-month 

target  of  10.  El  Paso  remains  a  "high 

risk"  stock,  he  says,  but  "the  odds  favor 

a  recovery."  His  earnings  forecast:  15<t  a 

share  in  2004, 43$  in  2005,  and  65$  to  85$  in  2006.  He  rates 

Paso  a  buy. 

The  Buyout  Signs 
Point  to  Century  Bancorp 

ITS  NO  SECRET  SMALL  and  mid-cap  banks  are  being 
snapped  up  by  larger  ones.  So  what's  the  next  target?  Ke\ 
Reevey  of  investment  firm  Ryan  Beck  analyzed  500  deals 
over  the  past  three  years,  looking  at  such  factors  as  return  on 
equity,  asset  growth,  price-to-book  value,  and  location.  He 
up  with  27  likely  prospects.Topping  his  list  is  Century  Bancor 
(CNBK),  a  holding  company  for  Century 
Bank  &  Trust,  the  No.  12  bank  in  eastern 
Massachusetts.  It's  stock  is  up  from  27 
last  June  to  33  on  Mar.  17.  It  reflects  total 
assets  of  $1.7  billion  and  a  market  cap  of 
just  $184  rnillion.  Century  posted 
earnings  in  2003  of  $11.6  million,  or 
$2.11  a  share,  a  drop  from  $13.5  million, 
or  $2.44,  in  2002,  caused  by  a  tax 
charge  on  a  real  estate  deal.  Zacks 
consensus  estimates  are  $2.48  for  2004 
and  $2.67  for  2005.  Century  trades  at  a 
discount  to  its  peers,  with  a  price-earnings 
ratio  of  13,  says  Thomas  Doheny  of  Sandier  O'Neill  &  Partnei 
The  bank  has  some  big  share-holders,  including  Wellington 
Management,  with  an  8.4%  stake,  and  Endicott  Group,  with 
8.1%.  Century  didn't  return  a  call  for  comment. 


BusinessWeek  online 


Gene  Marcial's  Inside  Wall  Street  is  posted  at 
businessweek.com/  today.htm  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays.  See  Gene  on  Fridays  at  1:20  p.m. 
EST  on  CNNfn's  The  Money  Gang. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  thei 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investme 
banking  or  other  financial  relationships  with  them. 
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BusinessWeek 


arketPlace 


t-or  more  advertiser  information,  log  onto 
www.businessweek.com/classifieds 


isiness/Career  Opportunities 


The  current  economy  is  making 
3  MONEY  for  loan  ana  leasing  brokers! 

owj  i  Youa  oy/j  i 

■  W3INS35  LOAN  COMA)  if 

jsiness  loans/Foctoring/Equipment  leasing 

MTonge  business  loons  and  leases 
I  an  $1 0,000  to  $  1 0  million 
I  Vork  directly  with  national 
|  jnders.     No    experience 

eeded      We     completely 

ain     and     support     you 
Jnlimited   earning   potential 
pid  residual  income. 

FOR  A  FREE  VIDEO 
ID  INFO  BROCHURE 

11  800-336-3933 

riewficcofn  (5- The  Loan  Consultants,  Inc. 


N  INCREDIBLE  INVENTION 


roven  to  cut  electricity  costs 
by  up  to  40%. 

anufacturer  seeks  UK  &  overseas 
stributors  for  this  top  quality  high  tech 
oduct  with  amazing  customer  demand. 

I   Tel: +44  (0)  1872  223  000 
www.somars.com 

for  information  pack 


SIX  FIGURES... 

Plus  Car  &  Home  Benefits 
Billion  S  Int'l  Health  Corp.  from 
lapan.  Unlimited  Earning  Poten- 
tial from  Your  Home  Office. 
or  Business  Ownership  details,  call 

877-747-6629 

Vtvtv.  5pi  liars,  com/mmiller 


Jvanced/Distance  Learning 


ABSOLUTELY  FREE 
EVALUATION 


Bachelor's  -  Master's  - 
Ph.D.  Degrees 

ased  on  life  and  work  experience. 

Confidential  --  Fast  --  Student 

Loans,  www.arrc.org 

800-951-1203 


Health/Fitness 


BoiyRail 


Weight  Training 
Reduced  Stress 
and  Strain  on 
r  Back! 


rww.bodyrail.com 


Business/Career  Opportunities 


American  Diagnostic  Centers 


Net  annual  income  of  $400,000 

Own  a  Medical  Diagnostic  Center  in  your  area.  NO  medical 
experience  required.  $150,000  initial  fee  and  $300,000 
of  investment  capital  is  required.  Can  reach  profitability 
in  6  months. 

(866)  862-1222 

info@americandiagnosticcenters.com 
www.americandiagnosticcenters.com 


For  Ad  Rates  and  Information 
Phone:  (312)  464-0500 
Fax:(312)464-0512 


Yacht  Charters 


Discover  the 

yachting 

world  of  Greece 

on  a 

VALEF  YACHT 

Since  1  969 


Men's  Footwear 


MEN...L00K  TALLER! 


'w<r  1 


ELEVATORS.^Shoes  thai  make  you  appear 
up  to  3"  taller.  Over  1 00  styles.  Money  Back 
Guarantee.  Hidden  height  increaser  inside 
shoes.  Making  men  taller  since  1939.  Call 
or  write  for  FREE  color  catalog. 
www.elevatorshoes.com/li2Jilni 

ELEVATORS   i 

RICHLEE  SHOE  CO..  DEPT.  BW43 
P.O.  BOX  356E.  FREDERICK.  MO  21705 


1-800-343-3810 


Advanced/Distance  Learning 


DISTANCE  LEARNING 


BBA  and  MBA  in  Business 

BA  and  MA  in  Psychology 

Southern  California  University 

for  Professional  Studies 
IM0  E.  17U>  Stn«i  S«Ma  Ana,  CA.  «7DS 

Since  1978 

Educational  Loans  Available 


(800)  477-2254 


WWW.SCUPS.EDU 


Distance  Learning  •  Off  Campus 
Home  Study 


Degree  completion 
programs  available 

•  Business  Administration 

•  Management 

•  Psychoiogj 

•  Education 

Credit  for  Career  /  Life  experience  available 

Self-Paced  Program 

Open  Enrollment  •  Stan  Anytime 

CabfornJa^^ 
CoastJC 
University 
700  North  Main  SirMt 

Santa  Ana,  Caafomia  92701 


Call  Today:  (714)  547-9625  •  (800)  S5J  8768 


Jewelry 


'An  expression 
Of  love" 


Add-A-Pearl 

The  precious  children's  gift  that  grows 

in  beauty  and  value  every  year! 

Four  cultured  pearls  on  14k  gold  chain 

necklace.  Add  one  pearl,  or  pearls  by 

the  inch,  for  each  birthday,  Christmas. 

any  special  occasion. 

Juergens  &  Andersen 

Fine  jewelry  for  over  85  years. 

1-800-621-8333 
unvw.  addapearl.  com 


800.223.3845 


info    Valcfyachts.com 


Valeffyachts.com 


yALEF  YACHTS  LTD 
P.O.  BOX  385  AMBLER.  PA  19002 


Marketplace  Advertisers 


The  BusinessWeek  Marketplace... It  Works! 

•  Advertise  in  the  BusinessWeek  Marketplace 

and  reach  5  million  responsive  readers. 

•  Reaching  more  business  professionals  than 

any  other  business  magazine... 
BusinessWeek  is  the  place  to  be  with  your  ad. 

Call  for  special  advertising  rates  and  value  added  features: 

800-424-3090 
Email:  bwmarketplace@aol.com 

(For  customer  service/subscription  call  800-635-1200) 
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COMMENTARY 

Terrorism  overseas  sent  equities 
sharply  lowei  on  Mar.  12,  setting  a 
bumpy  tone  for  the  week.  Stocks 
zig-zagged  over  the  next  sessions 
before  ending  unchanged. 
Helping  to  lift  spirits  was  the  Fed's 
decision  to  leave  interest  rates 
unchanged  on  Mar.  16.  The  next 
day,  good  earnings  news  from 
FedEx  sent  stocks  higher,  as 
investors  placed  their  bets  on 
strong  U.S.  economic  growth. 

Data:  Bloomberg  Financial  Markets.  Reuters 


MUTUAL  FUNDS 


4-WEEK  TOTAL  RETURN 

WEEK  ENDED  MAR.  16 
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52-WEEK  TOTAL  RETURN 

WEEK  ENDED  MAR.  16 

■  SAP  500  ■  U.S.  DIVERSIFIED  M  ALL  EQUITY 


%  8  16         24 

Data:  Standard  &  Poor's 


U.S.  MARKETS 

S&P500 

Dow  Jones  Industrials 

NASDAQ  Composite 

S&PMidCap400 

S&P  SmallCap  600 


Wilshire  5000                       10 

SECTORS 

BusinessWeek  50* 

BW  Info  Tech  100" 

S&P/BARRA  Growth 

S&P/BARRA  Value 

S&P  Energy 

S&P  Financials 

S&P  REIT 

S&P  Transportation 

S&P  Utilities 

GSTI  Internet 

PSE  Technology 

MAR.  17 

WEEK 

%  CHANGE 

YEAR  TO     LAST  12 
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GLOBAL  MARKETS  mar.i7         week 

S&P  Euro  Plus  (U.S.  Dollar)  1177.2         -3  3 

London  (FT-SE 100)  4456.8         -1.9 

Paris  (CAC  40)  3656.0 

Frankfurt  (DAX)  3896.8 

Tokyo  (NIKKEI  225)  11,436.9 

Hong  Kong  (Hang  Seng)  12375.7 
Toronto  (S&P/TSX  Composite)  8601.7 

Mexico  City  (IPC)  9959.4        -0.2 

FUNDAMENTALS  maris 

S&P  500  Dividend  Yield  1.60% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  22.3 
S&P  500  P/E  Ratio  (Next  12  mos.)*        17.7 

First  Call  Earnings  Revision*  0.89% 

TECHNICAL  INDICATORS  mark 

S&P  500  200-day  average  1051.9 

Stocks  above  200-day  average  79.0% 

Options:  Put/call  ratio  0.85 

Insiders:  Victors  NYSE  Sell/buy  ratio    6.91 


* CHANGE 

YEAR  TO    -LAI 
DATE       MOf 

-0J 

-0.4 

2J 

■1.7 
7.1 
3.2 
4.6 
13.2 


-3.7 

-1.7 

4 

0.0 

7.1 

-1.8 

3.2 

WEEK  AGO 

YEAP 

1.55% 

L8" 

23.3 

29 

182 

15 

0.70% 

-1.6 

•First  Caiq 

WEEK AGO 

REAC 

1047.8 

Posit 

86.0% 

Negat 

0.66 

Posit, 

6.70 

Negat  1 

BEST-PERFORMING 
GROUPS 

Homebuilding 

Fertilizers  &  Ag.  Chems. 

Casinos 

Home  Entertainment 

Building  Products 


LAST 

f.'CNTH5 


LAST  12 
MONTHS* 


11.8  Divsfd.  Metals  &  Mining  142.5 

10.6  Fertilizers  &  Ag.  Chems.  141.3 

8.6  Homebuilding  112.9 

7.2  Wireless  Services  108.3 

6.3  Internet  Software  100.4 


EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN  %      52-WEEK  TOTAL  RETURN 


LEADERS 

Japan 
Real  Estate 
Natural  Resources 
Utilities 

LAGGARDS 

Precious  Metals 
Technology 
Communications 
Europe 

EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN 


LEADERS 

3.0     Diversified  Emerg.  Mkts.      72 .5 

2.0     Latin  America  70.6 

-1.2     Pacific/Asia  ex-Japan  64.5 

-1.3     Japan  59.1 

LAGGARDS 

-8.7     Domestic  Hybrid  22.0 

-8.4    Large-cap  Growth  26.4 

-7.1     Miscellaneous  26.6 

-6.7     Large-cap  Blend  28.4 


%      52-WEEK  TOTAL  RETURN 


LEADERS 

ProFunds  UltSh.  OTC  inv.  13.8 

Rydex  Dynam.  Vent.  100  13.8 

ProFunds  Ultra  Japan  Inv.  9.6 

American  Heritage  9.1 

LAGGARDS 

ProFds.  Intnet.  Ultsr.  Inv.  -15.4 

Van  Wagoner  Sm.  Cap.  Gr.  -15.1 

Kopp  Emerg.  Gr.  Retail  -15.0 

Marketocracy  Tech.  Plus  -15.0 


LEADERS 

Apex  Mid  Cap  Growth  152.6 

Pacific  Advs.  Sm.  Cap  A  131.9 

ProFds.  Ult.  Sm.  Cap  Inv.  125.1 

Eaton  Vance  Grtr.  India  A  117.4 

LAGGARDS 

ProFunds  UftSh.  OTC  Inv.  -48.6 

Rydex  Dynam.  Vent.  100  -48.4 

ProFunds  UltraBear  Inv.  -43.9 

Rydex  Dyn.  Tempest  500  -43.8 


WORST-PERFORMING 
GROUPS 

Application  Software 
Instrumentation 
Photographic  Products 
Electric  Mfg.  Svcs. 
Airlines 


LAST 
MONTH  1 

-12.0 

-11.5 

-11.1 

-10.6 

-9.7 


MON 

Photographic  Products    - 
Health-Care  Facilities 
Airlines 

Systems  Software 
Broadcasting 


L 

I 


INTEREST  RATES 


KEY  RATES 

Money  Market  Funds 
90-Day  Treasury  Bills 
2-Year  Treasury  Notes 
10-Year  Treasury  Notes 
30-Year  Treasury  Bonds 
30-Year  Fixed  Mortgage  f 


tBanxQuote.  Ir 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 


General  Obligations 

3.21% 

4.3W^ 

Taxable  Equivalent 

4.59 

6.16f- — 

Insured  Revenue  Bonds 

3.39 

y\\ 

Taxable  Equivalent 

4.84 

6.64  Ml 

THE  WEEK  AHEAD 


DURABLE  GOODS  ORDERS 

Wednesday,  Mar.  24,  8:30 
a.m.  EST  »  New  orders  for 
durable  goods  probably  climbed 
1.7%  during  February.  That's  based 
on  the  median  forecast  of 
economists  surveyed  by  Informa 
Global  Markets.  Bookings  were 
down  by  2.3%  from  January,  but 
the  primary  culprit  was  the 
transportation  sector,  which  fell 
2.9%.  Excluding  transportation, 
orders  were  up  0.4%. 


NEW  RESIDENTIAL  SALES 

Wednesday,  Mar.  24, 10  a.m. 
EST  »  New  single-family  home 
sales  in  February  probably  held 
steady  at  an  annual  pace  of  1.11 
million.  Harsh  winter  weather  is 
being  blamed  for  the  recent 
slowdown  in  the  housing  market. 
Economists  anticipate  a 
bounceback  heading  into  spring. 
EXISTING  HOME  SALES 
Thursday,  Mar.  25, 10  a.m. 
EST  »  Existing  home  sales  in 


February  are  forecast  to  have 
improved  to  an  annual  pace  of  6.31 
million,  after  slowing  to  6.04 
million  in  January. 
PERSONAL  INCOME  Friday,  Mar. 
26,8:30  a.m.  EST  »  Personal 
income  is  expected  to  have  risen 
0.3%,  following  a  0.2%  gain  in 
January.  Consumer  expenditures 
most  likely  rose  0.5%  in  February, 
aided  by  a  pickup  in  vehicle 
sales,  after  a  0.4%  increase  in 
the  prior  month. 


The  BusinessWeek  production  inde 
rose  to  214.1  for  the  week  ended 
Mar.  6,  and  stood  a  healthy  10.7% 
above  its  previous-year  level.  Befor 
calculation  of  the  four-week  movinj 
average,  the  index  slipped  to  214.3. 


BusinessWeek  on  1  in 


For  the  BW50,  more  investment 
data,  and  the  components 
of  the  production  index  visit 
www.businessweek.com/TTiagazine/extra.lil 
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Pharmaceutical  Outlook:   2004 

W  In-Depth  Downjpadable  Reports  on  These  and  Other  Topics,  Visit  WWW.PHARMA-REP0RTS.COM 


Ph3rm3C6UtlC3lS  continue  to  be  a  driving  force  in  healthcare  development. 
As  research  progresses,  new  methods  to  conquer  human  ailments  are  being  discovered. 
Also,  innovative  medical  devices,  drug  delivery  systems  and  life  science  products  are 
advancing  implementation  of  a  wide  range  of  cures. 

The  following  companies  are  part  of  this  evolution,  offering  the  potential  for  both  significant 
healthcare  breakthroughs,  and  business  and  investment  opportunities. 


Mountain  View,  CA  •  650-210-1200 
www.aclara.com 


AOMA 


The  advent  of  targeted  oncology  therapies  like 
Gleevec  from  Novartis  and  Herceptin  from  Genentech, 
i.e.,  therapies  intended  for  certain  sub-populations  or 
ps  of  patients  based  on  detecting  the  presence  of  a  particular  gene  mutation  or 
/ated  protein  in  individual  patients,  promises  more  personalized,  effective  and 
r  treatment  regimens.  The  challenge  is  identifying  the  patients  most  likely  to 
ond  to  a  particular  targeted  therapy.  For  both  Gleevec  and  Herceptin,  unique  bio- 
kers  and  diagnostic  assays  exist  to  facilitate  this  process.  ACLARA  BioSciences  has 
iloped  a  proprietary  methodology  for  showing  the 
ence  of  active  disease  processes  in  individual  patients 
neasuring  key  protein  complexes  in  disease-causing 
'ways,  and  the  resulting  molecular  diagnostics  are 
lging  both  the  way  clinical  trials  for  targeted  oncology 
apies  are  performed,  and  the  way  such  therapies  will 
rescribed  in  clinical  practice. 


LMrttt  DIUOUCI 
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arge  Scale  Biology  Corporation  •  Biopharmaceuticals 


Vacaville,  CA  •  707-446-5501 
www.lsbc.com 

Large  Scale  Biology  Corporation  (Nasdaq:  LSBC)  develops  and 
manufactures  new  and  next-generation  biopharmaceuticals  and 
vaccines  using  its  proprietary  GENEWARE®  production  system  - 
the  world's  only  plant-virus-based  biomanufacturing  technology 
that  is  clinically  proven,  cGMP-compliant,  and  currently  operating 
ommercial  scale.  GENEWARE's  advantages  over  conventional  cell  culture-based 
transgenic  production  systems  include:  (1)  ability  to  manufacture  complex 
eins  rapidly  and  at  any  scale  with  minimal  capital  investments;  (2)  freedom  to 
r  markets  otherwise  inaccessible  due  to  process  patents,  especially  for  off- 
mt  biologicals:  (3)  omission  of  animal-derived  components  from  the  product  and 
mfacturing  process;  and  (4)  minimal  and  definable  regulatory  and  environmental 
:erns  from  the  use  of  non-food/feed,  non-transgenic  plants  as  production  hosts. 
C  currently  manufactures  recombinant  human  therapeutic  enzymes,  enzyme 
bitors,  cytokines,  and  vaccines  for  human  and  animal  health  indications.  LSBC 
develops  and  co-commercializes  partner-  and  client-specified  targets. 


Nitto  Denko  •  Advancing  Drug  Delivery  Technologies 


Aveva  Drug  Delivery  Systems 
Miramar,  FL  •  954-624-1374 

www.AvevaDDS.com 

AVEVAA 


Kinovate  Life  Sciences 
Oceanside,  CA  •  760-435-2718 

www.ndtcorp.com 

KINOVATE 

LIFE  SCIENCES.  INC. 


As  experts  in  transdermal  and  polymer  technologies,  two  Nitto  Denko  companies, 
Aveva  Drug  Delivery  Systems  and  Kinovate  Life  Sciences,  have  expanded  the 
opportunity  for  pharmaceuticals  to  be  delivered  efficiently,  with  greater  efficacy 
and  fewer  side  effects,  while  improving  dosing  regimens. 

At  the  forefront  of  innovation,  Aveva  and  Nitto  Denko  have  transdermal 
patches  using  a  revolutionary  Gel  Matrix  adhesive  system  that  doesn't  disrupt 
the  skin,  creating  a  desirable  patient  experience  that  can  increase  compliance 
with  an  unequaled  balance  of  adhesion  reliability  and  gentleness.  Ushering  in 
the  next  generation  of  transdermal  systems,  Kinovate  is  making  large-molecule 
passive  patch  systems  a  reality.  This  collaboration  of  polymer  and  transdermal 
innovation  has  Aveva  fueling  the  future  in  transdermal  technologies.  Contact 
Aveva  for  available  products,  development  and  lifecycle  management  solutions. 


I0MED  •  Drug  Delivery  Systems 


Salt  Lake  City,  UT  •  801-975-1191 
www.iomed.com 

I O IVIED 

I0MED.  Inc.  (AMEX:  I0X)  is  a  leader  in  the  development,  manufacture  and  sale 
of  active  transdermal  drug  delivery  systems.  lOMED's  systems  are  based  on  a 
platform  technology  that  combines  computer  controlled  infusion  therapy  with 
ambulatory,  non-invasive  transdermal  patches,  its  innovative  systems  allow 
systemic  or  site  specific  delivery,  rapid  onset  and  therapeutic 
control  not  possible  with  other  delivery  methods.  Clinicians 
have  administered  over  22  million  patient  treatments  using 
lOMED's  systems,  primarily  treating  acute  local  inflammation. 
I0MED  is  developing  systems  that  permit  patient  control  and 
self-administration.  Additionally,  its  technology  is  effective 
for  ophthalmic  drug  delivery  applications.  IOMED  is  seeking 
partnerships  to  advance  its  technology  into  these  and  other 
innovative  medical  applications  to  improve  patient  healthcare. 
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CombinatoRx  •  Combination  Drug  Discovery 


Boston,  MA*  61 7-425-7000 
www.combinatorx.com 


CombinatoR/ 


CombinatoRx  is  creating  combination 
medicines  to  fight  disease  in  a  new  way. 
Pharmaceuticals  have  been  traditionally 
designed  only  to  target  individual  factors 
in  a  disease  system.  Yet  each  disease  system  is  complex  in  nature  and 
vulnerable  on  multiple  fronts.  CombinatoRx  discovers  and  develops  drugs 
that  are  designed  to  target  multiple  pathways  in  a  disease  network. 
CombinatoRx  invented  the  industry's  first  combination  drug  discovery  platform 
to  generate  new  medicines,  based  upon  new  insights  into  disease  networks, 
in  a  broad  range  of  therapeutic  areas.  The  company's  lead  anti-cancer 
candidate,  in  a  Phase  l/ll  trial,  contains  two  non-oncology  agents  that  act  in  a 
coordinated  way  to  cause  multi-phase  cell  cycle  arrest,  leading  to  apoptosis. 
In  rheumatoid  arthritis  the  CombinatoRx  clinical  candidates  demonstrate 
a  potent  anti-inflammatory  effect  in  vivo  and  will  be  developed  and  commer- 
cialized in  orally  available  formulations. 


Ticona  •  Materials  for  Drug  Delivery  Systems  &  Packaging 


Summit,  NJ  •  908-598-4000 
www.ticona.com 


ncona 


Ticona  manufactures  a  range  of  FDA 
compliant  "Medical  Technology"  engineering 
resins  used  in  applications  from  medical  devices 
that  dispense  liquid  &  powdered  drugs  to  multilayer  pharmaceutical  blister 
packaging.  Several  dry  powder  inhalers  useTicona's  Hostaform™  and  Celcon®  acetal 
copolymer  and,  in  one  case,  eight  injection  molded  internal  parts  are  used  in  a 
device  which  effectively  delivers  accurate  doses  while  tracking  the  number  of  doses 
taken.  Topas®  cyclic  olefin  copolymer  (COC)  provides  excellent  long-term  protection 
against  moisture  penetration  when  used  in  vials  and  prefillable  syringes  or  as  the 

core  layer  in  a  multilayer  film. 

The  packaging  of  Actonel® 

-,   -^  Once-a-Week  tablets  marks 

_^^^J»K^    the  first  use  °*  C0C  in  a 
commercial  pharmaceutical 

blister  card  in  the  US. 
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Ardent  Pharmaceuticals,  Inc.  •  Drug  Discovery  &  Development 


Durham,  NC  •  919-806-1806 
www.ardentpharma.com 


A 


Ardent 

Pharmaceuticals 

Ardent  Pharmaceuticals  has  discovered  a  range  of  innovative  drug  products 
based  on  its  research  into  a  novel  new  delta  receptor  target.  In  clinical  trials. 
Ardent  has  compounds  for  relief  of  severe  pain  and  urinary  incontinence.  Both  of 
these  products  have  the  potential  to  be  effective  treatments  with  reduced  side 
effects  compared  to  currently  available  treatments.  In  preclinical  testing,  Ardent 
has  compounds  for  the  treatment  of  depression,  cardiac  ischemia  and  prema- 
ture ejaculation.  Each  of  these  products  represent  significant  opportunities  and 
address  needs  that  are  either  largely  unmet  or  significantly  under-served  by 
existing  products.  Ardent  is  leveraging  its  leadership  position  in  delta  receptor 
research  and  development  to  become  a  fully  integrated,  product  focused 
biotechnology  company. 


BioSante  Pharmaceuticals,  Inc.  •  Hormone  Therapy  Produc 


Lincolnshire,  IL  •  847-478-0500 
www.biosantepharma.com 


BioSante 


eglef 
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BioSante  (Amex:  BPA)  is  developing  a  pipeline 
hormone  therapy  (HT)  products  to  treat  both  m< 
and  women.  BioSante's  HT  products  are  topic 
gel  formulations  that  deliver  bioidentical  estradiol  and  testosterone.  Sympton 
treated  with  HT  in  men  include  impotence,  diminished  sex  drive  and  muse  t 
weakness.  Symptoms  in  menopausal  women  include  hot  flashes,  vaginal  atrop  \ 
and  decreased  libido.  Bio-E-Gel™  (bioidentical  estradiol)  is  in  its  pivotal  Phase 
trial  for  treatment  of  hot  flashes  in  menopausal  women.  LibiGel™  (bioidentic 
testosterone)  is  in  a  Phase  II  trial  for  the  treatment  of  female  sexual  dysfunctio  i 
Two  other  HT  products  are  partnered  with  TevaPharmaceuticals  USA  (TEV 
and  Solvay  Pharmaceuticals  (SVYSY),  respectively.  The  estrogen  and  testosteror  li 
markets  in  the  United  States  alone  account  for  over  $2.5  billion  in  annual  sale 
BioSante  also  is  developing  its  calcium  phosphate  nanotechnology  for  nov 
vaccines  including  biodefense  vaccines  such  as  ricin  and  anthrax,  and  dril 
delivery  systems. 
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Predix  Pharmaceuticals  •  GPCR  Drug  Development 


Woburn,  MA  •  781-376-0821 
www.predixpharm.com 


PrediiX 

Phormocfutlcols 


Predix  is  an  integrated  computational  -  medicinal  chemistry  drug  develop 
ment  company  focused  on  creating  new  drugs  targeted  to  G-protein  couple! 
receptors  (GPCRs).  Predix's  proprietary  pipeline  includes  one  program  in  Phase! 
clinical  trials,  two  programs  in  preclinical  stage  and  four  programs  in  leaf 
discovery  and  early  optimization.  GPCR  structural  models  are  derived  withoij 
homology  modeling  on  the  computer  and  used  for  initial  screening  in  silic. 
Leads  are  optimized  in  collaboration  with  traditional  medicinal  chemistry  usir>; 
the  proprietary  GPCR  models  and  predictive  pharmacology  algorithms.  Base 
on  its  computational  platform,  Predix  has  the  capacity  to  discover,  develop 
and  move  1-2  drug  candidates  into  the  clinic  annually. 
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ESP  Pharma,  Inc.  •  Acute-Care  Focus 


Edison.  NJ  •  732-650-1377 

www.ESPPharma.com 

ESP|  Pharma 

Committed  to  Excellence  in  Specialty  Pharmaceuticals,  ESP  Pharma  focuse 
on  improving  patient  outcomes  and  survival  in  the  acute-care  setting,  a  uniqu 
space  for  specialty  pharma  companies.  Led  by  experienced  management  an 
supported  by  its  hospital  sales  force  and  team  of  healthcare  professional 
dedicated  to  customer  service,  ESP  pursues  its  Buy  &  Build,  Search  &  Develo 
strategy  of  acquiring  and  maximizing  the  potential  of  approved  and  late-stag 
development  drugs  for  the  hospital  market.  Opportunities  to  acquir 
marketing  and  product  development  rights  result  from  several  factors,  includin 
industry  consolidation  and  the  high  sales  thresholds  required  by  larg 
pharmaceutical  companies.  Proof  of  the  validity  of  this  strategy  is  reflecte- 
in  ESP's  growth.  Founded  in  April  2002,  ESP  competed  2003  as  a  profitabl 
company  with  sales  of  nearly  $70  million. 
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EaglePicher  •  Pharmaceutical  Services 


Lenexa,  KS  •  913-541-0525 

www.eaglepicher.com 

iaglePicher  Pharmaceutical  Services,  LLC 

Over  thirty  years  of  knowledge  and  experience  with  cytotoxic  compounds  and 
focus  on  innovation  place  EaglePicher  at  the  forefront  of  anti-cancer  drug 
jvelopment  and  manufacturing.  For  example,  EaglePicher's  ground-breaking 
arrier  technology  reduces  the  risks  associated  with  manufacturing  anti-cancer 
ugs  and  other  highly  potent  active  pharmaceutical  ingredients.  The  company's 
)A-inspected  Harrisonville  facility  uses  this  isolation  technology  to  safely 
manufacture  several  proprietary  drug  substances.  Construction  of  staged 
boratories  that  cost  effectively  accom- 
odate pre-clinical  through  commercial 
jantities  demonstrates  EaglePicher's 
edication  to  its  customers'  diverse 
iinical  and  commercial  supply  needs. 
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oEthic  Laboratories  LLC  •  Underserved  Therapeutic  Areas 


Montgomery,  AL  •  334-288-1288 
www.proethic.com 


%sm 


ProEthic  Laboratories  LLC  is  a  privately-held, 
specialty  pharmaceutical  company  focused  on  under- 
served  market  categories  deemed  too  small  for  larger 
pharmaceutical  companies.  ProEthic  also  has  an  active 
development  program  for  unique  product  entities,  in 

nich  the  projected  market  potential  is  deemed  to  be  too  small  to  attract  the 

terest  of  the  large  Pharma  Companies. 

While  most  small  specialty  companies  focus  on  product  acquisitions  to  grow 
eir  product  lines,  ProEthic  has  chosen  to  in-license  and  develop  products  that 
in  offer  specific  advantages  in  therapeutic  areas  such  as  pain,  oncology  and 
spiratory  medicine.  Products  currently  under  development  include  KetoMax™ 
jracet™  and  Udamin™. 


Organon  USA  •  Pharmaceuticals 


Roseland,  NJ  •  800-631-1253 

www.organonusa.com 

Our  strength  is  people.  Our  mission  is  health. 

Organon  is  the  human  health  care  business  unit 
of  Akzo  Nobel  (NASDAQ:  AKZOY).  The  company 
creates  and  markets  prescription  medicines  that 
improve  health  and  quality  of  human  life.  Products 
e  sold  in  over  100  countries,  of  which  more  than  60  have  an  Organon 
jbsidiary.  An  innovator  in  women's  health,  Organon  created  Nuvaring®,  a  once 
month  hormone-based  contraceptive  product.  The  company  also  offers 
illistim®,  the  first  FDA  approved  fertility  drug  of  its  kind  to  stimulate  ovulation. 
Jditional  products  include  Avinza®,  the  only  once-daily  opioid  for  treating 
ironic  pain;  and  Zemuron®,  a  neuromuscular  blocking  agent  that  provides 
jrgeons  with  a  superior  anesthetic  suitable  for  widespread  use.  A  leader 
research  and  development,  Organon  also  has  a  number  of  products  in  various 
ages  of  clinical  trials.  Visit  Organon  on  the  web  at  www.organonusa.com 


INC  Research  •  Specialized  Drug  Development  Services 


Raleigh,  NC  •  919-876-9300 
www.incresearch.com 

Inc 

Research 

INC  Research  is  a  global  Contract  Research  Organization  (CRO)  therapeuti- 
cally focused  on  clinical  research  in  central  nervous  system  (CNS)  disorders  and 
oncology.  For  over  two  decades,  INC  Research  has  dedicated  itself  to  managing 
programs  in  these  highly  complex  areas  of  research  for  pharmaceutical  and 
biotechnology  companies  developing  drugs  to  treat  CNS  disorders  (in  neurology, 
psychiatry  and  pain)  and  cancer.  In  addition,  through  its  INC  Pediatrics  division, 
the  company  offers  specialized  drug  development  services  for  products  to 
treat  neonatal,  pediatric  and  adolescent  illnesses,  across  therapeutic  areas. 
With  a  presence  in  25  countries  worldwide,  INC  Research  can  deploy  its  drug 
development  services  anywhere,  on  any  scale. 


Charles  River  Laboratories  •  Preclinical  Testing 


Wilmington,  MA  •  978-658-6000 
www.criver.com 


CHARLES  RIVER 

LABORATORIES 

Accelerating  the  Search  for  Healthier  Lws 


Charles  River  Laboratories  is  a  leading 
provider  of  products  and  services  that  facilitate 
drug  discovery  and  development.  The  company's 
diverse  customer  base  includes  not  only  all 
major  pharmaceutical  and  biotechnology  companies,  but  also  the  leading 
academic  and  government  research  centers  worldwide.  Their  products  and  serv- 
ices facilitate  both  efficacy  and  safety  testing  of  new  therapies  that  accelerate 
its  customers'  efforts  in  bringing  critically  needed  new  drugs  to  market.  Efficacy 
testing  products  include  unique  research  models  of  disease  in  areas  such  as 
cardiovascular,  diabetes,  inflammation  and  oncology.  Safety  testing  products 
and  services  include  both  in  vivo  and  in  vitro  test  systems  including  the  recent- 
ly launched  PTS  system  which  can  detect  endotoxin  contaminantion  in  the 
manufacturing  of  parental  therapies  in  under  fifteen  minutes.  Charles  River 
Laboratories  maintains  its  leadership  position  through  its:  global  reach;  long- 
standing customer  relationships;  scientific  depth;  and,  biosecurity  measures. 


Ranbaxy  Pharmaceuticals  Inc.  •  Drug  Development/Delivery 


Jacksonville,  FL  •  609-720-5615 

www.ranbaxyusa.com 


R  I  RANBAXY 


Ranbaxy  Pharmaceuticals  Inc.  (RPI)  is  the  U.S. -based,  wholly  owned  sub- 
sidiary of  Ranbaxy  Laboratories  Limited,  the  largest  pharmaceutical  company  in 
India.  Ranbaxy's  U.S.  sales  constitute  more  than  40  percent  of  the  company's 
revenues,  making  RPI  the  10th  largest  generics  maker  in  the  U.S.  Ranbaxy's 
research-based  products  and  product  development  efforts  are  focused  in  the 
areas  of  anti-infectives,  diabetes,  urology  and  dermatology.  While  RPI  continues 
to  expand  RLL's  core  generics  business,  it  is  also  leading  the  company's  transition 
toward  branded  drugs  and  Novel  Drug  Delivery  Systems.  Two  recently  introduced 
products  exemplify  this  initiative:  Ranbaxy's  DisperMox™  is  a  convenient,  non- 
refrigerated  dispersible  tablet  form  of  amoxicillin.  Riomet™  is  the  first  liquid 
form  of  metformin,  the  most  commonly  prescribed  treatment  for  Type  2  diabetes. 
The  liquid  form  is  important  to  patients  who  are  unable  to  swallow  pills  or  who 
require  readily  adjustable  doses. 
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PSI  •  Consulting  Firm  for  the  Quality-of-Life  Industries 


Mundelein,  IL  •  847-566-9229 
www.pharmsystems.com 


Every  new  challenge  answered  with  a  new  idea.  Every  question  rewarded  with 
a  step  forward.  Critical  problems  met  head  on,  standards  rewritten.  For  almost 
fifteen  years  PSI  has  been  delivering  dynamic  service  to  the  quality-of-life 
professions  and  tailoring  solutions  to  meet  their  unique  needs.  The  firm's 
areas  of  knowledge  include  but  are  not  limited  to  genetic  profiling,  sterilization, 
validation,  microbiology,  chemistry,  engineering,  training,  regulatory  affairs,  and 
environmental  monitoring.  PSI's  original  research  in  the  characterization  and 
identification  of  microorganisms  has  led  them  to  be  known  as  the  Center  of 
Excellence  for  Genetic  Profiling.  Their  dedication  to  their  customers  has  made 
them  an  extraordinary  consulting  firm. 


Laureate  Pharma  LP.  •  Contract  Services  for  Pharmaceuticals 


Princeton,  NJ  •  609-919-3400 
www.laureatepharma.com 

Kffif  loureatePharma 

Laureate  Pharma  LP.  offers  contract  services  to  support  the  development  and 
commercialization  of  pharmaceutical  and  biopharmaceutical  products. 

The  Biopharmaceutical  Division  provides  product  development  services  from 
process  design  to  full-scale  cGMP  production,  purification  and  aseptic  filling,  as 
well  as  analytical  services  and  regulatory  support.  Its  200-liter  and  2,000-liter 
stirred-tank  and  hollow-fiber  bioreactors  are  ideally  suited  for  production  of 
biopharmaceutical  products  expressed  by  mammalian  cells.  Areas  of  specialization: 
protein  production  and  purification,  final  product  formulation  and  aseptic  filling. 

The  Extended-release  Technologies  Division  offers  services  for  development  and 
manufacture  of  sustained-release  microparticle  formulations  of  drugs  and  biophar- 
maceuticals.  Its  commercial-scale  parenteral  manufacturing  facility  focuses  on 
products  where  benefit  would  be  achieved  by  sustained  release  of  the  active  ingredient. 
LP's  experienced  team  has  produced  over  150  batches  of  microparticle  products. 
Areas  of  specialization:  bulk  processing,  product  formulation  and  aseptic  filling. 


Synaptic  •  GPCR  Research  for  Psychiatry  and  Neurology 


Synaptic  Pharmaceutical  Corporation,  A  Lundbeck  Company 

Paramus.  NJ  •  201-261-1331 

www.lundbeck.com 


Synaptic 


Now  that  scientists  have  mapped  the  human  genome, 
biotechnology  and  pharmaceutical  companies  find  their 
most  significant  growth  opportunities  in  developing 

drugs  that  exclusively  target  specific  receptors  most  closely  associated  with  the 

symptoms  and  causes  of  a  disease. 
Receptor  gene  specific  drugs  are  introducing  a  new  paradigm  in  drug 

discovery  that  can  improve  the  state  of  the  art  in  the  treatment  of  many 

serious  and  common  Central  Nervous  System  (CNS)  disorders  such  as  depression. 

anxiety,  Alzheimer's  disease  and  schizophrenia. 
Synaptic  is  poised  as  the  leader  in  the  development  of  pharmaceuticals  that 

target  G  Protein-Coupled  Receptors  (GPCRs)  -the  largest  and  most  promising  class 

of  target  receptors  with  proven  therapeutic  relevance.  The  company  uses  a  set  of 

proprietary  technologies  to  characterize  specific  GPCRs. 

synthesize  compounds  targeted  at  these  receptors  and  link    I,  ,ft,,' 

the  receptors  to  disease  states. 
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Editorials 


War  on  Terror: 
New  Lessons 


IN  THE  AFTERMATH  of  the  Madrid  bombings 
and  the  continued  strife  in  Iraq,  it  is  important 
to  remember  that  this  is  not  the  first  time  the 
U.S.  and  Western  Europe  have  faced  an 
aggressive  and  ideologically  driven  opponent 
Look  back  at  George  Kennan's  1947  article  in  Foreign 
Affairs  that  laid  out  the  basis  for  the  Cold  War, 
including  the  doctrine  of  containment.  Many  of  the 
phrases  that  he  used  to  describe  a  belligerent  Soviet  Union, 
including  its  belief  in  "the  basic  badness  of  capitalism,  in 
the  inevitability  of  its  destruction,"  resonate  today. 

While  the  precise  policies  that  Kennan  proposed  in  1947 
don't  fit  the  modern  world  of  global  terrorism,  his  long-term 
vision  has  a  lot  to  teach  American  and  European  political 
leaders  (page  40).  The  Soviet  Union,  he  wrote,  "cannot  be 
easily  defeated  or  discouraged  by  a  single  victory  on  the 
part  of  its  opponents.  And  the  patient  persistence  by  which 
it  is  animated  means  that  it  can  be  effectively  countered 
not  by  sporadic  acts  which  represent  the  momentary 
whims  of  democratic  opinion  but  only  by  intelligent  long- 
range  policies." 

Similarly,  short-term  military  or  tactical  victories  in 
Afghanistan  or  Iraq  today— including  the  possible  capture  of 
Osama  bin  Laden— are  not  sufficient.  Instead,  the  U.S.  and 
the  leading  European  powers  must  think  in  terms  of 
emphasizing  common  interests  that  will  sustain  a  long-term 


Kennan's  1947 
writings  on 
threats  to 
the  West 
still  resonate 


fight  against  terrorism  and  fundamentalism.  Individual 
freedoms,  women's  rights,  democracy,  open  markets,  an< 
free  trade— these  are  all  values,  shared  by  the  U.S.  and 
Europe,  that  could  form  the  framework  for  sustained 
cooperation  against  a  common  enemy.  The  goal  is  not 
simply  to  capture  individual  terrorists  but  to  drain  the 

swamp  that  produces  thei 
a  task  that  could  take  year 
Along  the  way,  there  wil 
certainly  be  heated 
disagreements  about 
particular  actions,  such  as 
invasion  of  Iraq.  But 
remember  that  the  West  w 
not  monolithic  during  the 
Cold  War,  either.  France 
■^■^■^■■^  withdrew  from  NATO's  joii 

military  command  in  the 
1960s,  and  such  U.S.  policies  as  the  deployment  of  Pershi 
missiles  to  Europe  in  the  1980s  drew  tremendous  opposi 
there.  Just  as  the  Western  alliance  survived  such  strains, 
can  the  anti-terrorism  coalition  overcome  stresses  such 
Spain's  potential  withdrawal  from  Iraq,  as  long  as  both 
U.S.  and  Europe  keep  their  focus  on  their  shared  intere 
Kennan  made  another  point  that  has  great  relevance 
today.  To  win  the  war  against  communism,  he  wrote,  the 
U.S.  must  "create  among  the  peoples  of  the  world  gener 
the  impression  of  a  country  which  knows  what  it  wants, 
which  is  coping  successfully  with  the  problems  of  its 
internal  life  and  with  the  responsibilities  of  a  world  powe 
and  which  has  a  spiritual  vitality  capable  of  holding  its  o 
among  the  major  ideological  currents  of  the  time."  The 
lesson  is  clear:  Exerting  military  and  political  power  arou 
the  world  is  not  enough— the  U.S.  must  maintain  a  dynan 
and  open  society  at  home  as  well.  This  is  the  long  but 
necessary  road  to  victory  over  terrorism. 


Net  Politics:  Start 
Setting  the  Rules 


TECHNOLOGY  AND  politics,  long  separate 
domains,  are  converging  in  this  year's 
Presidential  campaign.  Howard  Dean's 
Internet-fueled  rise  was  the  harbinger  of 
a  much  wider  penetration  of  the  Web 
into  politics.  The  Internet  is  transforming  the  way 
campaigns  find  volunteers  and  contributions  while 
easing  the  way  for  new  ideas  and  new  candidates.  At 
the  same  time,  the  Internet  is  raising  tough  new  issues  about 
regulating  campaigns  (page  102). 

On  the  plus  side,  the  Internet  addresses  one  big  complaint 
about  the  U.S.  political  system:  the  lack  of  participation, 
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especially  by  young  people.  Compared  with  the  traditional 
image  of  political  volunteers  stuffing  envelopes,  joining  a 
group  of  like-minded  people  through  the  Web  is  much  mo 
appealing  to  Americans  who  enjoy  communicating  online 
Thus,  MoveOn.org,  a  Berkeley  (Calif.)  online  advocacy  groi 
formed  in  1998,  has  2  million  e-mail  members.  The  Intern 
also  is  opening  up  the  political  process,  providing  another 
avenue  for  candidates  to  raise  funds  and  develop  a  folio 
Dean  raised  $19  million  in  online  contributions,  enabling 
to  take  the  early  lead  in  the  Democratic  primaries. 

But  it's  clear  that  Internet  politics  need  some  regulation 
After  years  of  campaign  finance  reform,  the  Net  is  a  whole  ne 
frontier  for  out-of-control  advertising.  For  example,  Web 
political  ads  are  not  yet  subject  to  the  same  regulations  as  the 
on  TV,  such  as  the  requirement  to  include  the  candidate's  voi 
Similarly,  the  ban  on  TV  advertising  sponsored  by  advocacy 
groups  during  the  final  two  months  of  the  campaign  may  no' 
apply.  There's  no  reason  for  such  an  exemption. 

It's  going  to  be  a  delicate  task  extending  campaign-finan 
reform  to  the  Internet  without  losing  the  benefits  of  openne 
But  without  such  a  move,  the  Internet  will  fall  prey  to  the 
same  sleaze  that  infects  traditional  politics. 
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New  York  City  311 

High  performance  delivered 

for  government. 

More  than  900  non-emergency  city  services  in 
170  languages  for  8  million  residents  services 
that  once  took  14  pages  of  telephone  numbers 
in  New  York  City  are  now  available  24/7  with  a 
single  call  to  311.  Working  closely  with  the 
city's  Department  of  Information  Technology 
and  Telecommunication,  Accenture  took  the 
United  States'  largest  311  project  live  in  just 
seven  months,  introducing  not  just  new 
applications  and  technologies,  but  a  new  way  of 
doing  business.  Having  surpassed  the  6  million- 
call  milestone  in  its  first  year,  the  system  is 
giving  the  city  of  New  York  the  agility  required 
for  high  performance. 


EMC 

High-performance  professional 

services,  delivered. 

As  the  global  leader  in  information  storage,  EMC 
identified  an  important  business  opportunity  in 
storaqe  consulting  services,  a  rapidly  growing 
professional  services  market  with  no  dominant 
player.  The  company  engaged  Accenture  to  help 
transform  a  segment  of  EMC's  Services  organization 
into  a  best-in-class  consulting  operation  called 
Information  Solutions  Consulting  (ISC).  Under  the 

direction  of  EMC,  with  consultina 
and  operational  management  1 

ISC  is  helping  companies  turn  ii™"»™ 

business  value,  while  at  the  same  time  creating 
a  high-performance  business  unit  for  EML. 
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High  performers  create 
their  own  opportunities. 


Go  on.  Be  a  Tiger. 


High  performance  isn't  measured  by  how  well  you  make 
the  obvious  moves,  but  how  innovatively  you  pull  off  the 
tough  ones.  To  see  how  Accenture  can  help  your  business 
be  a  high-performance  business,  visit  accenture.com 

.  Consulting  •  Technology  •  Outsourcing 


accenture 

High  performance.  Delivered 


The  Dow  Chemical  Company's  archives  held  5.5  milli 
minutes  instead  of  days,  they  turned  to  Xerox  f 


igf 


Learn  more:  www.xerox.com/learn   For  a  sales  rep:  1-800-ASK-XEROX  ext.  LEAR 

©  2004  XEROX  CORPORATION  All  rights  reserved  XEROX.*  The  Document  Company*  and  There's  a  new  way  to  took  at  rt  are  trademarks  of  XEROX  CORPORATION. 


Lges  of  R&D.  To  help  researchers  access  them  in 
e  correct  formula.  There's  a  new  way  to  look  at  it. 


the  document  company 

XEROX 


tart  meeting 


How  do  you  make 

3,000  miles  feel  more 

like  3  feet? 


Microsoft  Office  Live  Meeting.  The  service  that  takes  the  travel 
out  of  business  travel.  Allowing  you  to  meet  with  groups  of  two 
to  thousands,  without  leaving  your  desk.  All  it  takes  is  a  phone, 
a  PC  and  an  Internet  connection.  You  can  choose  from  multiple 
meeting  formats  and  easily  access  your  presentations.  Work  off 
the  same  slides,  share  applications  and  even  brainstorm  with  a 
digital  whiteboard. 

Meet  as  if  you're  at  the  same  table  no  matter  where  you  are. 
Give  a  live  sales  demo,  discuss  new  product  developments  or 
execute  a  PR  event.  All  while  receiving  instant  feedback.  And 
because  this  is  a  hosted  service,  it  can  be  seamlessly  deployed 
across  your  department,  your  company  or  the  entire  country. 

It's  all  part  of  the  new  Microsoft  Office  System.  So,  say  goodbye 
to  jet  lag  and  expense  reports  and  experience  true  collaboration. 
Real-time  meetings  where  decisions  get  made,  deals  get  sealed 
and  at  the  end  of  the  day  your  spouse  actually  recognizes  you. 


Try  it  today.  Get  30  days  of  service,  on  us. 
Visit  www.microsoft.com/livemeet. 


"jj    Microsoft-Office 

GU  Live  Meeting 


A  PlaceWare  Service 
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Residence 

Inn 

Harriott 


CHECK  MATE  WHENEVER  YOU  WANT. 

In  addition  to  spacious  suites  with  full  kitchens,  every 
Residence  Inn®  boasts  a  warm,  friendly  staff  to  make 
your  extended  stay  more  comfortable.  And  if  the 
social  hours,  free  barbecues,  and  hot  breakfast  buffets 
aren't  enough  to  make  you  feel  at  home,  Residence  Inn 
also  offers  free  high-speed  Internet  access.  So  you  can 
stay  connected  to  family  and  friends  — day  and  night. 
Residence  Inn.  All  suites.  With  all  the  comforts.SM 

IT'S  THE  MARRIOTT  WAY.5 


To  reserve  a  room 
with  free  high-speed 
Internet  access, 
call  1-800-MARRIOTT 
or  visit  Marriott.com. 


Free  high-speed  Internet  access  available  at 
participating  hotels  Q  2004  Marriott  International,  Inc 
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When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 

LIQUOR  BRAND/PRICE*     OUR  AWARD 


TOP  3  GINS 

'ftendrick's 

s£30/750ml 

MosT'V 
Flavorful^ 

Tanqueray  No. 

Ten  $26/750ml 

Smoothest 

Juniper  Green 
Organic 

$26.50/750ml 


Best 
Presentation 


WWW.BUSINESSWEEK.COM  Updated  every  business  day. 

BusinessWeek  magazine  is  available  online  free  to  subscribers:  Go  to 
www.businessweek.com  and  follow  instructions  to  register.  Find  links  to  the  online-only 
highlights  below  at  www.businessweek.com/magazine/content/04_14/online.htm 
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BW50  Company  Profiles 

BusinessWeek  Online  transforms  the  BW50 
into  an  interactive  source  for  in-depth 
financial  information.  To  find  the  following 
features,  and  many  more,  go  to 
www.businessweek.com/bw50/ 

Interactive  Scoreboards  Choose  from  among  12  performance 
measures  to  devise  your  own  ranking  of  the  BW50,  but  don't  stojj 
there.  Create  rankings  for  the  entire  S&P  500,  the  S&P  MidCap 
400,  and  the  S&P  SmallCap  600 

Street  Wise  Find  additional  stories  on  investing  in  Cendant, 
ExxonMobil,  Progressive,  Starbucks,  and  other  BW50  companies 

Video  David  Blitzer,  Standard  &  Poor's  chief  strategist,  explains 
how  the  S&P  500  index  is  built— and  why  if  s  a  benchmark 

Stock  Screener  Use  our  exclusive  growth  criteria  to  pick  the 
best  stocks  among  the  BW50  and  S&P  500  for  your  portfolio.  And 
a  free  S&P  Stock  Report  will  provide  an  extensive  analysis  on  a 
different  BW50  company  each  business  day 


More  Heads  Should  Roll  at  BofA 

The  big-bucks  settlement  with  New  York  Attorney 
General  Eliot  Spitzer  and  the  SEC  in  the  mutual-fund 
scandal  allows  top  executives  at  Bank  of  America  to 
walk  away  untouched  by  any  kind  of  charges 


Now  More  than  Ever, 
Innovation  Is  the  Answer 

Is  America's  technology  edge  slipping?  This  Special 
Report  finds  that  in  some  areas,  it  already  has.  But 
the  U.S.  also  has  great  advantages  that,  with 
Washington's  help,  can  keep  the  country  ahead 


»VIDE0 

Original  streaming  video 
featuring  industry  experts  and 
BW  editors 


BusinessWeek  tv 


»T00LS 

Your  Portfolio,  Stock  Screener, 
MBA  Search,  and  Mutual  Fund 
Scoreboards 


»F0RUMS 

Join  in  ongoing  discussions 
on  investing,  business 
schools,  and  more 


Tune  in  This  Weekend  for. 

I  High  Anxiety  at  the  Gas  Pump  ITime  to  Refinance  before  Rates  Rise? 
Find  program  dates  and  times  in  your  area  at  www.  bBnessweekhxai 
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YOUR  REPORTS  ARE 

THE  "I  WANT  ANSWERS 
AND  I  WANT  'EM  NOW" 
KIND. 


They  say  you  can't  get  the  reports  you  need. 

Now  you  can. 

With  Cognos  reporting  and  analysis  software. 

Get  timely,  customized  information. 

In  a  user-friendly  format  that  behaves  like  a  Web  page. 

Let  your  entire  team 

drill  down  to  answer  questions. 

Share  reports  in  real  time. 

And  make  better  decisions. 

This  is  the  beginning  of  corporate  performance  management. 

See  it  for  yourself  at: 


^r\s~ti#\e« 


Copyright  ©  2004  Cognos  Incorporated.  All  rights  reserved. 
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Dear  Webster's, 
Please  revise  'learning.'  Thanks. 

Adult  education  will  never  be  defined  the  same  way  again. 

Today's  real-time  world  needs  a  university  that  can  keep  up. 

So  we  designed  our  online  format  to  give  you  immediate  value. 

What  you  learn  one  day  can  impress  the  boss  the  next.  Sound 

too  good  to  be  true?  It  was.  To  learn  about  our  bachelor's, 

master's  and  Ph.D.  programs,  call  1-888-CAPELLA  exL  6108 

or  go  to  www.capella.edu/chalkboard3 


Capeiia 

UNK/ERSrfY 
Education.  Rebornf* 


ila  University  js  accredited  by  the  Higher  Learning  Commission  INCA), 
;ame  body  mat  accredits  Big  Ten  universities. 


"The  purpose  of  a 
phone  is  a  phone. 
Phones  don't  work 
that  well." 

-Russell  Simmons,  Defjam 

founder  and  Motorola 

consultant,  telling  wireless 

execs  to  perfect  voice-call 

quality  before  adding  features 


DITED  BY  IRA  SAGER 
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OBSGO 
DVERSEAS 
-UNDERWATER 

OR  THOSE  WORRIED  about 
ising  jobs  to  India,  there's 
lore  bad  news:  The  cost  of 
-ansmitting  work  offshore  is 
xpected  to  plummet  by  as 


nuch  as  60%       INDIA  Hook- 
lext  year.  up  costs 

rtianks  to  an       arerising 
ndian  ^^^m 

nvestment  boom  in  undersea 
ables,  the  country's  capacity 
o  exchange  data  with  the 
est  of  the  world  has 
xploded  in  the  past  three 
ears,  says  researcher 
leGeography. 

will  boost  India's  cost 


advantage.  A  high-speed 
corporate  connection  robust 
enough  to  run  a  call  center  in 
India,  for  example,  now  costs 
as  much  as  $100,000  a 
month.  But  as  two  new 
undersea  cables  come  online 
by  yearend,  the  monthly 
savings  from  price  cuts  for 
data  hookups  could  reach 
$60,000.  "That's  an 
important  cost  of  doing 
business,"  says  Kenny 
Rosenblatt,  CEO  of  U.S. 
gamemaker  Arkadium,  who 
has  run  software- 
development  teams  in  India 
and  Ukraine. 

India's  bandwidth  frenzy 
took  off  in  2001,  just  as  the 
overheated  networking 
market  was  collapsing  in  the 
U.S.  and  Europe.  This 
allowed  companies  such  as 
Tata  Indicom  to  add 
bandwidth  at  fire-sale  prices 
and  boost  the  country's 
capacity  seventeenfold.  With 
costs  falling,  can  cut-rate 
videoconferencing  with 
Indian  colleagues  be  far 
behind?  -Stephen  Baker 


THE  BIG  PICTURE 

^ASTERS'  PROGRAM  Here's  how  golf's  most 
prestigious  tournament,  the  Masters,  makes  its 
money,  sans  U.S.  sponsors,  says  Golf  Digest: 


PROGRAMS 

$.5  million 

x     I 

CONCESSIONS 

$2.6  million 

\  J 

INTERNATIONAL  TV 

$10.0  million 

MERCHANDISE 

$20.0  million 

\  . 

TICKETS 

$10.5  million 

TOTAL  REVENUES 

$43.6  million 

" 

'\ 

YEROUT?Burd 

vs.  shareholders 


FUND  FIGHTS 


Data:  Golf  Digest.  April.  2004 


Unsafe  Honchos 
At  Safeway 

IS  SAFEWAY  CEO  Steven  Burd  about  to  get  the  Michael  Eisner 
treatment?  On  Mar.  25,  five  of  the  nation's  biggest  public 
pension  funds  were  expected  to  launch  a  vote-no  campaign 
aimed  at  tossing  out  Burd.  It  turns  out  that  plenty  more  big 
investors  are  ticked  off  at  Burd  and  two  other  Safeway 
directors,  William  Tauscher  and  Robert  MacDonnell. 

Pension-fund  officials  from  Connecticut  and  four  other 
funds  say  they  will  withhold  their  votes  at  the  May  20  annual 
meeting.  Shareholder  activists  say  five  more  public  funds  will 
join.  And  behind  the  scenes,  support  is  coming  from  the  AFL- 
CIO,  which  recently  ended  a  bitter  labor  battle  with  Safeway. 

Fund  officials  say  the  grocery  chain  has  performed  poorly 
under  Burd.  And  they  want  MacDonnell  and  Tauscher  out 
because  of  conflicts  of  interest.  Safeway  defends  Burd  and  says 
their  outside  directors  are  independent. 

Proxy  experts  think  a  no  vote  might  hit  35%,  which  would 
allow  investors  to  run  dissident  candidates  next  year.  The 
shareholder  revolt  that  battered  the  Walt  Disney  CEO  is  helping 
to  galvanize  funds.  Says  Carol  Bowie,  with  the  Investor  Re- 
sponsibility Research  Center:  "No  CEO  is  immune."  -AmyBorrus 
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OMIDYAR  The 

eBay  founder 
is  shifting  gears 


PHILANTHROPY 

DOING  GOOD 
-AND  MAKING 
MONEY,  TOO 

AFTER  NEARLY  four  years  of 
investing  more  than  $20 
million  through  his  nonprofit 
foundation,  eBay  founder  and 
Chairman  Pierre  Omidyar  is 
switching  gears. 
On  Mar.  23,  he 
revealed  that  his 
Omidyar  Founda- 
tion is  transforming 
itself  into  the 
Omidyar  Network,  a 
new  organization 
that  will  invest 
not  only  in  non- 
profit groups  but 
also  in  for-profit 
companies  that 
could  provide  social 
benefits.  It's  an  unusual  move 
for  a  nonprofit  foundation— 
and  an  expensive  one. 
Omidyar  Network  will 
have  to  give  up  millions  of 

TECH  TALK 

WHAT  IT  COSTS 
TO  VANQUISH 

VIRUSES 

THE  WAR  ON  computer  viruses 
is  beginning  to  feel  a  lot  like 
the  war  on  drugs.  We  spend 
and  spend,  but  the  fighting 
never  ends.  Companies  and 
government  agencies  have 
upped  their  investments  in 
antivirus  software,  and  now 
at  least  90%  of  their 
machines  are  protected. 

Yet  a  survey  of  300  tech 
managers  found  that  the 
average  recovery  costs  from 
an  attack  have  jumped  23% 
from  2002,  to  $100,000,  say 
security  consultants  at  ICSA 
Labs.  Why  the  rise?  The  bad 
guys  are  getting  smarter,  too, 
exploiting  bugs  and  infecting 
PCs  faster.         -Jim  Kerstetter 
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dollars  in  tax  exemptions. 

What  gives?  Speaking  at 
PC  Forum,  a  tech  industry 
confab  in  Scottsdale,  Ariz., 
the  36-year-old  creator 
of  the  world's  largest 
online  marketplace 
says  he  has  become 
dissatisfied  with  the 
limitations  of  investing  in 
nonprofits.  Too  many  of  them 
are  less  effective  than  they 
could  be  because  they 

duplicate  efforts  and 
often  fail  to  measure 
results. 

At  the  same  time, 
he  says,  "you  can 
have  a  significant 
social  impact  with  a 
for-profit  enterprise" 
—such  as  eBay  and 
Meetup.com,  the 
online  meeting 
service  that  helped 
launch  Howard 
Dean.  Omidyar  still  plans  to 
support  nonprofits— 
especially  those,  like  eBay, 
that  are  a  "catalyst  for 
connectivity."  -Robert  D.Hof 


STIFF  COMPETITION 

ANATOMY  101  Even  before  an  administrator  at 
the  University  of  California  at  Los  Angeles  was 
arrested  on  suspicion  of  selling  body  parts, 
medical  schools  wondered  whether  students 
needed  to  learn  anatomy  by  dissecting 
cadavers.  Bodies,  after  all,  can  be  hard  to  cornel 
by.  Now  there's  another  way  for  future  doctors 
to  learn  the  difference  between  a  triceps  and  a 
trachea.  Touch  of  Life  Technologies  in  Aurora, 
Colo.,  sells  software  that  lets  students  click  their] 
way  through  a  virtual  cadaver.  VH  Dissector  was] 
created  by  taking  2,000  photos  as  a  real 
cadaver  was  sliced  up.  Harvard  and  Tulane 
recently  placed  orders.  Say  good-bye  to 
cadaver  shortages.  -Arlene  Weintraubl 
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on  earth  are  your 
miles  getting  you 


With  AAdvantage?  the  world's  largest  frequent  flyer  program,  you  can  get  to  over  850  award  destinations 

worldwide  Why  in  the  world  would  you  fly  an  airline  that  can  get  you  to  only  a  handful?  And  you  can  check, 

manage  and  redeem  all  your  miles  online  at  AA.com.9  So  next  time  you  fly,  get  a  lot  more  airline. 


AmericanAirlines  (jk 

AA.com   ^ 
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FACE  TIME 
MARK  WALSH 


A  NEW  WAY 
FOR  LIBERALS 
TO  SOUND  OFF 

Mark  Walsh's  career  has 

taken  him  from  highfliers 
such  as  HBO  to  AOL  to  dot- 
com dud  Verticalnet.  But  he 
has  never  been  as  passionate 
about  work  as  he  is  now,  as 
CEO  of  Progress  Media.  Its 
liberal  radio  network,  Air 
America  Radio,  will  be 
launched  on  Mar.  31.  Walsh 
and  fellow  investors  who 
share  his  political  bent  have 
put  $30  million  into  the  New 
York  startup.  He  says  the  time 
is  right  for  talk-radio  hosts  to 
lean  left.  "America  is  divided 
as  at  no  other  time  in  the  past 
100  years."  On-air  personali- 
ties will  include  comedian  Al 
Franken,  rapper  Chuck  D,  and 
Robert  Kennedy  Jr.  Progress 
leases  stations  in  New  York, 
Chicago,  Los  Angeles,  and 
San  Francisco  that  reach 
about  20%  of  the  U.S.  Later,  it 
plans  to  buy  stations  outright. 
Walsh,  49,  has  advised  the 
Democratic  National 
Committee  and  Senator  Kerry 
on  Internet  issues.  So  how 
will  Air  America  fill  its  air  time 
y  gets  to  the  White 
"here  will  be  plenty 
diocyto 

iowry 
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BANK  NOTES 

cm  scours 

DEEP  FOR 
DIRTY  MONEY 

IN  AN  ATTEMPT  to  curb  money 
laundering,  the  USA  Patriot 
Act  decreed  that  banks  must 
verify  customers'  identities 
with  periodic  searches.  For 
banks,  this  means  checking 
customer  rolls  against  lists  of 
bad  guys.  But  Citibank  is 
quietly  testing  what  could  be 
a  more  efficient  process. 

It's  delivered  through  IBM's 
powerful  Internet  search  tool, 
WebFountain,  and  London 
software  company  Semagix. 
The  IBM  data  miner  trawls 
the  "deep  Web"— content  in 
databases  that  is  hidden  from 
normal  search  engines.  For 
example,  Googling  "Library  of 
Congress"  and  "Jack  London" 
will  return  pages  with  both 
phrases.  But  WebFountain 
will  drill  down  another  layer, 
turning  up  the  Library's  entire 
catalog  of  London  novels— 


CHARITY  CASES 

HOW  TO  MAKE 
A  POINT 
WITH  PROXIES 

WITH  $400  BILLION  in  assets 
last  year,  U.S.  foundations  are 
neglecting  a  powerful  tool  for 
social  change:  the  clout  of 
their  proxy  votes.  "Founda- 
tions can  further  their 
missions  by  being  wise  about 
the  95%  of  then- 
assets  they  don't 
give  away,"  says 
Neva  Rockefeller 
Goodwin,  a 
philanthropist  and 
economist  who  is 
helping  to  launch  a 
get-out-the-proxy- 
vote  campaign. 
Big  funds  such  as 
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which  Google  doesn't  do. 
Semagix5  software  then 
derives  pat-terns  from  the 
search  that  a  human  may  not 
see.  If  a  customer  is  within 
even  six  degrees  of  separation 
from  a  red-flagged  person  or 
group,  the  bank  knows 
instantly.  Citi  is  mum  about 
the  software,  but  IBM  and 
Semagix  confirm  the  test. 


the  Ford  Foundation  have 
guidelines  for  proxy  voting. 
Now  their  smaller  brethren 
are  getting  into  the  act  With 
31,600  shares  of  Smithfield 
Foods,  the  $414  million  Nathan 
Cummings  Foundation  pitched  a 
resolution  last  year  calling  on 
the  pork  producer  to  report  on 
its  farms'  environmental 
impact  The  SEC  disqualified 
the  resolution,  but  Smithfield 
decided  to  release  some  of 
its  data  anyway. 

Lesson  for  the 
62%  of  foundations 
that  leave  their 
voting  to  outside 
money  managers: 
Put  your  mission 
where  your  money  is. 
-Jessi  Hempel 

For  more  go  to 
businessweek.com/ 
magazine/extra. htm 


The  technology  won't  catch 
money-launderers  savvy 
enough  to  use  a  name  that  has 
never  appeared  on  a  Web  site. 
But  having  the  technology 
could  direct  would-be 
criminals  to  use  banks  with 
less  powerful  screens.  That 
alone  could  make  the  service 
valuable. 

-Brian  Hindo 


THE  STAT 


58 

The  percentage 
of  Americans  who 
say  that  replacing 
U.S.  jobs  with 
cheaper  foreign 
labor  will  be  a  "very 
important"  issue 
when  they  are 
casting  their  votes 
for  President. 
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a\  1005  adults.  Mar.  5-7. 200* 


There  must  be  a  more  intelligent  way 
to  track  your  financials. 


* 


Business  Intelligence  from  Business  Objects 


When  you  need  financial  information,  you  need  it 
now.  Not  later.  You  simply  can't  afford  to  sniff  around, 
track  down,  and  piece  together  information  that's 
out  of  date  even  before  you  get  to  use  it. 
There  is,  fortunately,  a  more  intelligent  alternative. 
Industry  standard  business  intelligence  software 
from  Business  Objects.  It  mines  all  your  financial  and 
operational  systems  and  presents  a  complete,  detailed, 
and  up  to  date  financial  picture  of  your  business.  You 
can  access  and  create  financial  reports.  Analyze  your 
data.  And  rum  it  into  instant,  actionable  information. 
Whether  you  have  crucial  business  decisions  to 
make,  or  you're  trying  to  ensure  compliance  with 


today's  regulatory  reporting  requirements,  our 
business  intelligence  solutions  will  provide  all  the 
financial  information  you  need.  So  you  can  better 
track,  understand,  and  manage  your  business  to 
maximize  enterprise  peformance. 
Every  day,  more  than  24,000  companies  around  the 
world  rely  on  our  software  to  unlock  the  power  of 
information.  Perhaps  you  should,  too. 
For  your  free  copy  of  our  business  paper  "Optimizing 
Enterprise  Performance  through  Financial  Intelligence," 
visit  www.businessobjects.com/track.  Or  call 
Business  Objects  at  1-800-877-2340.  And  we'll  help  get 
you  on  the  right  track. 


Business  Objects 

The  business  intelligence  standard. 


The  Great  Innovators 


CELEBRATING 


As  part  of  its  anniversary  celebration,  BusinessWeek 
is  presenting  a  series  of  weekly  profiles  of  the 
greatest  innovators  of  the  past  75  years.  Some  made 
their  mark  in  science  or  technology;  others  in 
management,  finance,  marketing,  or  government. 
In  late  September,  2004,  BusinessWeek  will  publish 
a  special  commemorative  issue  on  Innovation. 
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Unleashing 
The  Atom 


ON  A  FRIGID  DECEMBER  morning  in  1942 
a  group  of  physicists  gathered  outside  a 
squash  court  under  the  unheated  stands 
of  the  University  of  Chicago's  football 
stadium.  Almost  filling  the  court  was  a 
huge  round  pile  of  graphite  bricks  laced 
with  uranium.  When  all  was  ready,  team 
leader  Enrico  Fermi  gave  an  order  that 

would  create  the  world's  first  self-sustaining  nuclear 
reaction  and  usher  in  the  Atomic  Age. 

A  short,  muscular  Italian  with  striking  gray-blue 
eyes,  Fermi  was  already  a  towering  figure.  He  had 
won  the  Nobel  Prize  in  physics  for  experiments 
with  radioactivity— yet  he  was  also  a  pure  thinker, 
developing  a  new  theory  of  atomic  interactions  that 
still  holds  up  today.  The  historic  squash  court  test 
would  showcase  both  facets  of  his  genius. 

Fermi  had  made  the  key  theoretical  leap  on  the 
road  to  the  atom  bomb  and  nuclear  power.  His 
insight:  If  you  split  an  atom  of,  say,  uranium  by 
hitting  it  with  neutrons,  the  fission  produces  more 
neutrons.  Those,  in  turn,  could  split  more  atoms,         ^^^™ 
which  spew  out  more  neutrons.  Presto.  The  whole 
thing  could  keep  going,  releasing  vast  amounts  of  energy. 

To  test  the  idea,  Fermi  designed  and  built  piles  of  uranium 
and  graphite,  which  slows  neutrons  down  and  makes  them 
better  "splitters."  By  Dec.  2, 1942,  his  biggest  pile  was  ready. 
Fermi  told  colleague  George  Weil  to  begin  pulling  out,  inch  by 
inch,  the  pile's  cadmium  control  rods,  which  absorb  neutrons. 
As  the  hours  crept  by,  the  radioactivity  slowly  increased, 
preci'sely  as  Fermi  had  predicted.  Ever  the  creature  of  habit, 
he  even  ordered  a  break  for  lunch.  Then,  in  mid-afternoon, 
the  instruments  showed  that  the  momentous  goal  had  been 
achieved.  Fermi  raised  his  hand.  "The  pile  has  gone  critical," 
he  announced.  He  shut  the  reaction  down  after  four  minutes. 
Just  15  years  later,  the  same  basic  reaction  fired  up  in  the  first 
full-scale  nuclear  power  plant  in  Shippingport,  Perm. 

Born  to  an  Italian  railroad  administrator  and  a  teacher  in 
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Enrico  Fermi 
made  the  key 
theoretical 
leap  that  led 
to  the  atom 
bomb  and 
nuclear  power 


1901,  Fermi  showed  his  brilliance  early.  He 
took  up  the  study  of  physics  at  14  in  the 
emptiness  following  the  death  of  his  older 
brother.  The  university  entrance  paper  he 
wrote  was  so  sophisticated  that  the 
examiner  deemed  it  worthy  of  a  doctoral 
thesis.  By  his  mid  20s,  Fermi  was  the  leader 
of  an  exceptional  group  of  young  Italian 
physicists.  His  friends  nicknamed  him  the 
Pope,  because  he  seemed  all  but  infallible 
on  the  subject  of  quantum  mechanics. 
Fermi,  his  Jewish  wife,  and  their  two 
children  fled  Mussolini's  Italy  in  1938,  using 
^"  his  freshly  awarded  Nobel  prize  money  to 

emigrate  to  the  U.S.  via  Stockholm.  A 
gadget  lover,  Fermi  gave  his  wife  and  biographer,  Laura 
Fermi,  what  she  describes  as  a  "never-forgiven"  step-on 
garbage  can  as  her  first  Christmas  present  in  the  U.S.  But 
though  Fermi  may  have  lacked  spousal  sensitivity,  his  mind 
was  exceptional  for  its  sharpness  and  clarity  of  thought.  "He 
was  able  to  analyze  in  its  essentials  every  problem,  however 
complicated  it  seemed  to  be,"  wrote  physicist  Hans  A  Bethe. 

Fermi  became  a  key  member  of  the  Manhattan  Project. 
And  he  went  on  measuring  the  world,  even  while  dying  of 
cancer  at  age  53— calculating  his  intake  of  artificial  nutrients 
by  timing  the  drops  with  his  stopwatch.  Wrote  Nobel  laureate, 
Emilio  Segre :  "With  Fermi  disappeared  the  last  individual  of 
our  times  to  reach  the  highest  summits  in  both  theory  and 
experiments  and  to  dominate  all  of  physics."  ■ 

-By  John  Carey 
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Innovative  banking  creates  value. 
Profit  from  it. 


To  offer  customers  new  solutions,  the  Societe  Generate  Group  consistently  innovates  in  its  three  businesses 
.  Retail  Banking  and  Financial  Services:  France's  leading  non-mutual  banking  group,  serving  15  million 
customers  in  31  countries  .  Asset  Management,  Private  Banking  and  Securities  Services:  one  of  the  largest 
banks  in  the  euro  zone  in  terms  of  assets  under  custody  ($  1 165  billion*)  and  under  management  (€  284  billion*) 
.  Corporate  and  Investment  Banking:  the  3-  largest  bank  in  the  euro  zone  based  on  revenues  and  a  global  leader 
n  euro  capital  markets,  derivatives  and  structured  finance.  www.socgen.com 
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More  Kudos  for 
Top-Notch  Journalism 


JOURNALISM  AWARDS  SEASON  IS  HERE,  and  we  have  some  good 
news.  BusinessWeek  has  been  nominated  as  a  finalist  for  the 
2004  National  Magazine  Awards,  the  magazine-industry 
equivalent  of  the  Pulitzer  Prize,  in  two  categories:  General 
Excellence  (1  million  to  2  million  circulation)  and  Public 


Interest.  Our  General  Excellence  entry 
consisted  of  three  complete  issues: 
BusinessWeek's  Oct.  6  magazine,  which 
launched  our  redesign  and  featured  on 
the  cover  "Is  Wal-Mart  too  powerful?"— 
a  penetrating  analysis  by  Anthony 
Bianco  and  Wendy  Zellner  that  put  the 
spotlight  on  some  troubling 
repercussions  of  the  retailer's  massive 
size  and  clout.  The  story  was  picked  up 
internationally  and  was  followed  by 
pieces  in  other  media. 

The  Dec.  8  Cover  Story,  "The  rise  of 
India,"  by  Manjeet  Kripalani  and  Pete 
Engardio,  reported  on  how  India's 
emergence  is  fast  turning  into  the  latest 
Rorschach  test  on  globalization:  Either 
you  see  its  digital  workers  as  vital  in 
keeping  multinational  corporations 
competitive— or  you  view  them  as  shock 
troops  in  an  assault  on  the  U.S.  economy. 

The  Dec.  15  issue  featured  the  Cover 
Story  "Boeing:  What  really  happened," 
a  tour  de  force  of  investigative  reporting 
by  Stanley  Holmes.  This  story,  too,  was 
widely  quoted  in  other  media  coverage. 

Our  Public  Interest  finalist  was  a 
combination  of  two  Cover  Stories:  "Is 
your  job  next?"  (Feb.  3, 2003)  by  Pete 
Engardio,  Aaron  Bernstein,  and  Manjeet 
Kripalani;  and  "The  rise  of  India."  "Is 
your  job  next?"  was  the  first  story  to 
explore  the  impact  of  white-collar 
outsourcing  (and  was  a  winner  of  the 
George  Polk  Award  for  Business 


Reporting).  "The  rise  of  India"  was  a 
timely  and  fitting  follow-up. 

The  National  Magazine  Awards, 
presented  by  the  American  Society  of 
Magazine  Editors  and  administered  by 
the  Columbia  University  Graduate 
School  of  Journalism,  are  the  magazine 
industry's  highest  honor.  Winners  will 
be  announced  on  May  5. 

IN  LONDON,  on  Mar.  11,  BusinessWeek's 
Catherine  Arnst  received  the  Business 
Journalist  of  the  Year  Award,  presented 
by  The  Corporation  of  London  and 
World  Leadership  Forum,  for  her  Cover 
Story  "I  can't  remember"  (Sept.  1, 
2003).  The  piece  is  an  in-depth,  sober 
account  of  the  biological  underpinning 
of  memory  formation,  the  different 
phases  of  memory  loss,  and  scientists' 
efforts  to  treat  both  mild  memory 
impairment  and  early-stage 
Alzheimer's  disease. 

Whether  or  not  we  win  the  National 
Magazine  Award,  there  is  much  serious, 
groundbreaking  journalism  to  celebrate 
in  these  pages.  The  real  winner,  as  usual, 
is  you,  the  reader. 
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Want  to  buy  an  LCD  monitor? 
Make  sure  it  has  a  wiseview    TFTLCD  panel 


When  you'  re  shopping  for     monitor,  a  lot  of  brand  names  come  to  mind.  But  before 
you  go  out  and  buy  one,  consider  this  -  a  monitor  is  essentially  a  display  panel, 
lust  like  your  television  or  cell  phone  screen.  And  the  most  advanced  display 
technology  on  the  market  is  TFTLCD.  So  the  first  thing  you  should  decide  is  which 
Vand  of  TFTLCD  to  ask  for.  And  the  most  advanced  TFTLCD  out  there  is  Wiseview" 

iseview.  A  Wise  Choice. 

review  is  a  trademark  owned  by  Samsung  Electronics  Co.Ltd.    www.samsungTFTLCD.com 
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Readers  Report 


HISPANIC  NATION:  TWO  CULTURES 
-OR  A  NEW  CULTURE? 

LIVING  IN  MIAMI  for  20  years  and  in 
Latin  America  for  30,  I  can  assure  you 
that  Latino  immigrants  will  assimilate  in 
one  generation  ("Hispanic  nation,"  Cov- 
er Story,  Mar.  15).  Elderly  Cubans,  mostly 
a  very  educated  group  of  political  (not 
economic)  immigrants,  still  speak  mostly 
Spanish.  But  their  30-to-50-year-old  chil- 
dren are  perfectly  bilingual  and  have  a 
hard  time  getting  their  children  to  speak 
Spanish.  Which  is  a  pity:  Being  able  to 
communicate  in  two,  three,  or  more  lan- 
guages, as  most  Europeans  do,  is  cultur- 
ally interesting,  a  big  advantage  in  busi- 
ness, and  certainly  not  a  threat  to  the  U.S. 
way  of  life. 

We  must  admire  the  Mexican  immi- 
grant workers:  As  you  say,  they  not  only 
accept  the  lowest-paying  jobs  but  also 
manage  to  send  back  $13  billion  to  their 
poor  relatives  back  home.  If  those  are  not 
the  solid  family  values  we  want  in  this 
country,  then  I  don't  know  what  are! 

-Wilhelm  Roedenbeck 
Miami 

I  LIVE  IN  a  small  agricultural  community 
which  has,  in  the  past  25  years,  gone  from 
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a  Hispanic  population  of  5%  to  one  of 
60%  or  higher.  Our  schools  are  now  90% 
Hispanic.  We  were  once  a  community 
that  filled  a  gymnasium  foi;  basketball 
games  on  Friday  and  Saturday  nights. 
The  home  stands  at  the  basketball  games 
are  now  half  full,  and  most  of  the  faces  are 
white.  In  the  fall,  the  soccer  team, 
coached  by  a  Hispanic,  has  only  one  or 
two  white  kids.  At  an  open  meeting  to 
meet  and  interview  prospective  superin- 
tendents for  our  school  district,  of  the  60 
people  attending,  only  one  was  Hispanic. 
But  the  meetings  conducted  at  the  ele- 
mentary school  by  Spanish-speaking  ad- 
ministrators have  a  better  attendance 
than  those  done  in  English. 

If  my  community  is  any  indicator, 
America  is  not  ready.  Not  unless  we  are 
ready  to  become  two  nations. 

-Kevin  Wickenhagen 
Tieton,  Wash. 

THE  FLOW  OF  illegal  immigrants  has 
gone  unchecked.  The  culture  clash  will 
only  get  worse  as  unskilled,  poorly 
educated  workers  cling  to  their  language, 
push    down    wages,    and    send    their 


money  back  home  instead  of  spending  i  * 
here.  In  a  couple  decades,  we'll  have  t\v 
countries— Northern  Mexico,  north  o 
the  Rio  Grande,  and  Southern  Mexico  tc 
the  south. 

-Robert  Bubnovid,  * 
Irvine,  Calij 
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POLITICIANS  IN  both  parties  have  large 
ly  ignored  the  calls  of  the  public  to  put  i 
stop  to  this  tidal  wave  of  humanity  cross 
ing  our  southern  border. 

-Eric  Daltoi  I : 
Germantown,  Tenn  L : 

TACOS,  TAMALES,  and  burritos  are  nc  f e ' 
more  threatening  than  apple  pie,  bagels 
or  kippered  herring.  Welcome  to  the  real 
world:  America  is  alive  and  well. 

-Walter  Scarborougi 
Houston 


THE  NOTION  OF  "Mexifornia"-type  en 
claves  in  California  and  Texas  is  histori- 
cally inaccurate.  It  implies  a  recent 
takeover  by  Mexican  immigrants.  Read- 
ers should  remember  that  Arizona,  Cali- 
fornia, Colorado,  Florida,  Nevada,  New 


THE  LA 


Mexico,  and  Texas  were  all  Spanish  terri- 
:ories  with  Spanish-speaking  residents 
ong  before  the  13  colonies  even  existed. 
Second,  language  has  successfully  unified 
the  ethnic  diversity  of  Latinos  formed 
from  indigenous,  European,  African,  and 
Asian  ancestors.  Erasing  the  Spanish 
language  is  tantamount  to  erasing  cul- 
ture, and  with  it,  self-identity. 

-Paul  Quintero 
New  York 

THE  CURRENT  BOOM  in  Spanish  in  the 
U.S.  is  only  temporary.  We  are  a  commer- 
cial society,  and  companies  use  the  lan- 
,guage  only  as  long  as  it  is  profitable. 
When  children  who  are  learning  English 
are  making  the  buying  decisions,  these 
companies  will  go  back  to  English  as 
quickly  as  they  have  recently  changed. 

-Jesse  Corn 
New  Orleans 

THE  LATINO  COMMUNITY  is  a  viable  en- 
;tity— not  an  "emerging  market."  [Much 
of]  Corporate  America  has  not  paid  at- 
tention or  given  us  our  fair  share.  Yet 
there  are  companies  such  as  Johnson 


Controls,  Ford  Motor,  and  others  that  are 
investing  back  in  our  community.  Their 
supply-chain  costs  are  lower,  their  market 
penetration  is  better,  and  they  outperform 
their  peers  within  their  industries.  The 
Latino  community  is  extremely  patient 
and  loyal.  However,  if  you  take  advantage 
of  us  for  too  long,  it  will  be  to  your  peril. 

-Ed  Rodriguez 
Stratford,  Conn. 

HUNDREDS  OF  THOUSANDS  and  most 
likely  millions  of  college- educated  profes- 
sional Hispanics  live  and  work  for  large 
American  corporations  and  firms  in  non- 
traditional  Hispanic  cities.  We  own  hous- 
es, send  children  to  private  schools, 
spend  our  time  in  suburban  America,  and 
every  day  melt  more  into  American  cul- 
ture and  traditions.  I  agree  that  we  con- 
tinue to  keep  our  treasured  traditions  (in- 
cluding language)  and  try  very  hard  to 
pass  them  along  to  our  children.  But  we 
are  willing  to  work  hard  and  continue  to 
be  a  large  contributing  immigrant  group 

in  the  U.S. 

-Victor  J.  Haddock 
Newark,  Del. 


Introducing  the  Legacy 

M.368  750  1 1   16''  sKiu^ 


Purchase  now  and  fly  at  the  pre-owned 

Hawker  800XP  hourly  rate  (s1,990/hrf 

during  the  first  24  months  of  ownership. 


The  newest  member  of  the  Flight  Options  family  is 
the  13- passenger  Legacy.  It  offers  the  spaciousness 
of  a  large  cabin  aircraft  with  the  occupied  hourly  rate 
of  a  mid-size  model.  And  you'll  only  find  it  here.  To 
find  out  more  about  the  terms  and  conditions  of  our 
purchase  options,  call  us  at  877.703.2348  or  visit  us 
at  flightoptions.com. 


NOT  RED  ROSE'S 
CUP  OF  TEA 

"AN  ANCIENT  DRINK,  newly  exalted" 
(Personal  Business,  Mar.  1)  says  "com- 
mon store-bought  tea  bags  are  typically 
mass-produced  using  low-grade  tea 
'dusf  (particles  of  crumbled  tea  leaves)." 
Redco  Foods  Inc.,  marketers  of  Red  Rose 
and  Salada  tea  brands,  takes  great  care 
selecting  teas  from  some  of  the  world's 
finest  tea  estates  in  India,  Sri  Lanka, 
Japan,  China,  Kenya,  and  Indonesia.  Only 
good  quality  grades  make  their  way  into 
our  products.  We  do  not  use  any  "dust"  of 
"low-grade"  teas  in  any  of  our  blends. 

The  article  also  claims  that  rooibos 
"packs  500%  more  antioxidants  than 
white,  green,  or  black  tea."  While  rooibos 
is  an  excellent,  well-documented  source 
of  antioxidant  polyphenols,  it  actually 
contains  less  total  polyphenols  than  a 
similar  serving  of  green  tea.  However,  the 
types  of  antioxidants  in  each  tea  are  dif- 
ferent, so  to  compare  total  polyphenol 
content  is  misleading  and  unfortunate. 

-David  Rigg 

Vice-President  for  Sales  and  Marketing 

Redco  Foods  Inc. 

Windsor,  Conn. 

HARBOR BOND FUND 
SAYS  IT'S  A  SAFE  HARBOR 

I  WAS  EXTREMELY  disappointed  to  see 
Harbor  Bond  Fund  dropped  from  the 
Standard  &  Poor's/ BusinessWeek  list  of 
Excellence  in  Fund  Management  winners 
for  the  alleged  misconduct  of  PIMCO  in 
its  own  funds  ("The  best  mutual  fund 
managers  2004,"  Personal  Business, 
Mar.  22).  Harbor  Bond  Fund  is  not  under 
investigation  with  PIMCO  for  any  alleged 
misconduct.  Harbor  Fund,  not  PIMCO,  is 
responsible  for  investors  in  the  Harbor 
Bond  Fund. 

The  Harbor  Bond  Fund  assets  are 
managed  by  PIMCO  but  the  assets  are 
segregated  from  other  PlMCO-managed 
assets  for  the  benefit  of  Harbor  Bond 
Fund  shareholders. 

-David  G.  Van  Hooser 

Chairman  and  CEO 

Harbor  Capital  Advisors  Inc. 

Toledo 
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How  to  reach  BusinessWeek 

LETTERS  FOR  READERS  REPORT 

We  prefer  to  receive  letters  via  e-mail,  without 
attachments.  Writers  should  disclose  any  connection  or 
relationship  with  the  subject  of  their  comments.  All  letters 
must  include  an  address  and  daytime  and  evening  phone 
numbers.  We  reserve  the  right  to  edit  letters  for  clarity  and 
space  and  to  use  them  in  all  electronic  and  print  editions. 
E-mail:  bwreader@businessweek.com 
Fax:(212)512-6458 

Mail-  BusinessWeek  Readers  Report,  1221  Avenue  of  the 
Americas,  43rd  floor,  New  York,  NY  10020 
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Creativity  in  Chains 

FREE  CULTURE  How  Big  Media  Uses  Technology  and  the  Law  to  Lock  Down  Culture 
and  Control  Creativity 

By  Lawrence  Lessig;  The  Penguin  Press;  345pp;  $24.95 


Lawrence  Lessig  is  a  gloomy  soul.  And  the  little  black 
clouds  floating  over  the  head  of  this  lawyer,  a  Stanford 
Law  School  professor  and  one  of  America's  best-known 
commentators  on  intellectual-property  issues,  show  little 
sign  of  disappearing  any  time  soon.  In  Free  Culture: 


IBM?1 


How  Big  Media  Uses 
Technology  and  the  Law  to 
Lock  Down  Culture  and 
Control  Creativity,  he 
insists  that  our  very  ability 
to  make  cultural  products 
is  newly  endangered. 
Although  this  book  is  far 
from  a  breezy  read,  it 
offers  an  accessible  and 
compelling  case  for  the 
need  for  balance: 
The  power  that 
copyright  holders 
have  over  their  works 
must  not  limit  the  ability 
of  others  to  produce  related 
new  creations. 

The  author's  main  concern  is  that  the 
fear  of  the  Internet  on  the  part  of  big 
media  companies  and  other  copyright 
holders  is  leading  them  to  push  for 
restrictive  regulation.  Instead  of  enabling 
more  people  to  take  part  in  creativity,  as 
is  the  Web's  promise,  the  Net  is 
prompting  limits  on  cultural  invention. 

How  can  that  be?  The  Internet  and 
digital  technology,  he  says,  break  down 
the  longstanding  divide  between 
commercial  culture  (showing  a  film  in  a 
movie  theater,  releasing  a  new  CD), 
which  is  regulated  by  law,  and 
noncommercial  culture  (lending  a  book 
or  CD  to  a  friend),  which  mostly  isn't. 
Copyright  law  encourages  writers  and 
musicians  to  publish,  providing  them 
with  some  control  over  their  works  so 
they  can  benefit,  whether  through 
money  or  fame.  But  technology- 
including  file-sharing  software,  CD 
recorders,  and  e-mail— undercuts  that 
control,  enabling  others  to  make  many 
copies  of  original  works  and  share  them. 
In  some  cases,  such  behavior  has  eaten 
into  the  livelihood  of  professional  artists 
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and  media  companies. 

New  technology  upends 
the  status  quo  in  another 
way:  It  allows  someone 
who  is  an  amateur  guitar 
player  or  deejay  to  turn 
professional  without  help 
from  publishing  houses, 
record  labels,  or  movie 
studios.  The  plunging 
prices  of  digital  gear,  from 
cameras  to  music-mixing 
software,  along  with  the 
Net's  culture  of  cut,  paste, 
link,  and  post,  are  making 
possible  new  methods  of 
generating  and  distributing  works. 
And  often  the  amateur-turned- 
professional  is  using  other  artists' 
work— a  guitar  riff,  a  line  of  verse— in 
his  own  productions. 

Big  media  is  responding  by  trying  to 
place  limits  on  users  of  this  threatening 
technology.  Companies  holding 
copyrights  have  sued  users,  startups, 
innovators,  and  hobbyists.  They  have 
gotten  statutes  passed  outlawing  the 
breaking  of  copy-protection 
technologies,  no  matter  what  reason. 
Lessig  cites  the  following  extreme  case: 
In  2001,  Princeton  University  computer- 
science  professor  Edward  W.  Felten  and 
seven  others  announced  plans  to  publish 
an  academic  paper  that  outlined  security 
flaws  in  copy-protection  technology 
designed  for  digital  music  files.  The 
recording  industry  threatened  to  sue 
under  a  statute  that  made  it  a  felony  to 
create  technology  that  allows  people  to 
crack  copy-protection  systems.  The 
researchers  then  turned  to  the  courts  for 
a  ruling  on  their  First  Amendment  right 
to  express  such  opinions— and  the 
industry  backed  off. 

Lessig  asserts  that  what's  good  for  big 
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tedia  may  not  necessarily  be  good  for 
.S.  society.  Increasingly,  Americans  will 
eed  to  ask  for  permission  to  do  things 
lat  they  took  for  granted  in  the  past— 
tcluding  copying  a  clip  from  a  movie 
>r  use  in  a  school  project  or  tinkering 
ith  interactive  software.  For  instance, 
dobe  Systems  Inc.'s  eBook  Reader 
Dftware,  which  allows  people  to  buy 
nd  read  books  on  their  computer, 
nposes  limitations  that  don't  exist  with 
physical  book.  User  contracts  and  code 
mbedded  in  the  software  can  prevent 
ou  from  lending  the  book,  printing 
ages,  or  even  giving  the  volume  away 
3  someone  else. 

The  owners  may  say  rampant  piracy 
equires  such  changes— but  piracy, 
lessig  notes,  is  nothing  new.  In  the 
920s,  radio  stations  played  songs 
rithout  compensating  the  artists.  A  few 
tecades  later,  nascent  cable  companies 
etransmitted  TV  broadcasts  without 
>aying  the  networks.  And  in  the  1970s, 
bnsumers  started  using  VCRs  to  tape 
V  shows  free  of  charge.  All  these  battles 
vere  resolved  by  licensing  schemes,  not 
nore  control. 

It's  understandable  that  copyright 
lolders  would  try  to  protect  themselves, 
10  matter  what  the  impact.  Most  people 
>elieve  that  if  a  person  creates 
omething,  he  should  have  complete 
ontrol  over  it  and  gain  all  the  benefits, 
^essig,  though,  begs  to  differ,  saying  that 
his  way  of  framing  the  debate— as  being 
ust  between  those  who  favor  property 
ights  on  one  side  and 
.hose  who  choose  piracy 
mi  the  other— excludes  the 
middle  ground.  Contracts 
ike  Adobe's,  he  says,  hand 
he  owners  of  intellectual 
property  excessive  power, 
including  rights  they  have 
jnever  had  in  the  past. 

Copyright,  Lessig  ^^^^^ 

reminds  us,  was  m ^^^^™ 

established  to  benefit 
society.  The  idea  was  that,  without 
protection,  a  creator  wouldn't  publish 
and  society  would  lose  out.  But  unlike, 
say,  the  proprietor  of  a  house  or  a  farm, 
the  owner  of  artistic  work  isn't  given 
complete  control  over  that  work. 
Copyright,  by  design,  has  a  limited 
scope  and  a  limited  time,  after  which 
works  fall  into  the  public  domain. 

Lessig  offers  various  remedies  for  this 
worsening  predicament,  but  as  a  whole, 
they  are  less  compelling  than  his  analysis 
of  the  problems.  "Common  sense  must 
revolt,"  he  says.  "It  must  act  to  free 
culture."  In  general,  this  means  turning 


Lessig  seeks  a 
way  to  lessen 
copyright 
power  in  the 
cultural  realm 


back  the  clock  on  legal  restrictions  and 
learning  to  live  with  the  new 
technologies.  For  instance,  to  ensure  that 
works  enter  the  public  domain  more 
quickly,  he  favors  shortening  copyright 
terms  and  requiring  that  owners  renew 
their  copyrights  after  a  certain  period  of 
time.  But  how  likely  is  this,  in  reality? 
Last  year,  Lessig  argued— and  lost— a 
Supreme  Court  case  that  contested  a  law 
backed  by  Walt  Disney  Co.  extending 
copyright  terms  to  the  life  of  the  author 
plus  70  years.  He  favors  an  average  term 
of  32  years— substantially  shorter  than 
the  average  95-year  term  corporations 
are  allowed  today  under  most 
circumstances. 

The  author  furthermore  wants  to 
reinstate  some  early  copyright 
requirements  that  were  dropped  because 
they  came  to  be  perceived  as  onerous.  He 
thinks  that  everyone  who  has  a  copyright 
should  have  to  register  the  work  and 
mark  it  as  copyrighted.  The  goal  is  to 
make  things  easier  for  someone  who,  say, 
wants  to  create  a  digital  library  or 
produce  a  film  that  uses  clips  from  other 
movies:  They'll  know  what  works  are 
copyrighted  and  what  person  to  get  in 
touch  with  for  permission  to  use  them. 
He  also  proposes  narrowing  the  original 
creator's  rights  over  works  that  derive 
from  an  original,  such  as  a  movie  based 
on  a  book.  And  he  explores  ways  to 
redefine  the  basics  of  intellectual 
property— applauding  how  some  rights 
holders,  from  the  BBC  to  Brazilian  pop 
musician  Gilberto  Gil,  are 
offering  more  flexible  use 
of  their  copyrighted  films, 
music,  and  written  words. 
When  it  comes  to  file- 
sharing  and  the  control  of 
digital  music,  Lessig  spells 
out  a  key  personal  tenet: 
Government  shouldn't 
attempt  to  restrict  the  use 
1  of  technology  that's  in  the 

midst  of  rapid  change.  He 
asserts  that  over  time,  more  and  more 
people  will  opt  to  pay  for  music 
subscription  services.  Until  the  market 
gets  to  the  point  where  if  s  more 
appealing  to  rent  than  own,  Lessig 
endorses  compulsory  licensing:  A  file- 
sharing  service  would  track  downloads 
and  charge  a  fee  at  the  end  of  the  month. 

Such  ideas  deserve  broad  considera- 
tion. The  gloom  that  Lessig  offers  can  be 
dispelled  only  if  the  public  gets  involved 
in  shaping  the  balance  between  the 
freedoms  allowed  and  the  limits  placed 
on  digital  reproduction.  ■ 

-By  Heather  Green 
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Staples  found  guaranteed  cost  reductions 
in  stock  at  Fujitsu. 


Offering  guaranteed  low  prices  is  a  worthy  goal  for  any  retailer. 
But  Staples  was  determined  to  match  lower  prices  with  a  cor- 
responding increase  in  customer  service.  So  they  did  a  little 
shopping  of  their  own,  and  found  a  partner  in  Fujitsu. 

Now  Fujitsu  manages  all  the  technology  in  every  Staples  store. 
So  checkouts  are  smoother.  Lines  are  shorter.  Innovative  self- 
service  systems  have  been  implemented.  And  since  employees 
spend  less  time  wrestling  with  stubborn  technology,  they  can 
spend  more  time  helping  customers. 


Best  of  all,  with  better  technology  came  lower  costs.  As  much 
as  60%  lower  annual  maintenance  cost  per  device.  Yet  this 
was  no  one-time  fire  sale.  The  service  agreement  with  Staples 
guarantees  cost  reductions  every  year,  year  after  year. 

Fujitsu  makes  it  easy  for  Staples  to  get  precisely  what  they 
want.  So  Staples  can  do  the  same  for  their  customers.  Visit 
us.fujitsu.com/together  for  details.  It's  proof  positive  that, 
working  together,  we  can  accomplish  anything. 


©  2004  Fujitsu.  All  rights  reserved.  Staples  and  the  Staples  logo  are  registered  trademarks  of  Staples,  Inc. 
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BY  STEPHEN  H.  WILDSTROM 


How  to  Stymie 

The  Snoop  in  Your  PC 


By  now,  anyone  who  uses  a  PC  knows  about  viruses  and  the  need  to  defend 
against  them.  But  they  are  not  the  only  threat.  Spyware,  programs  that 
snoop  on  your  online  activities  and  send  the  info  to  third  parties  without 
your  knowledge,  is  another  class  of  software  that  requires  your  attention. 
As  usual,  the  cure  requires  buying  and  running  still  more  software. 


Spyware  comes  in  several  varieties 
of  varying  nastiness.  Adware  tracks 
your  Web  surfing  activities  and 
reports  back  to  agencies,  which  use 
the  data  to  send  you  ads  supposedly 
tailored  to  your  interests.  Worse  are 
key  loggers,  which  can  record 
everything  you  type  and  report 
personal  data,  including  user  names 
and  passwords,  to  identity  thieves. 

Some  programs  have  a  legitimate 
reason  to  report  information,  but  any 
program  that  is  going  to  send  data  to 
a  third  party  should  get  your  explicit, 
informed  permission.  Google  offers  a 
model  of  the  right  way  to  do  it.  When  you  download  the 
Google  Toolbar,  it  asks  if  you  want  to  install  a  feature  that 
reports  information  to  Google  that  is  used  to  improve 
searches.  If  you  say  no,  you  still  get  the  toolbar,  but  it  cannot 
personalize  search  results  as  precisely. 

OTHER  PROGRAMS  ARE  LESS  UP  FRONT.  RealNetworks' 
RealPlayer  will  include  reporting  software  unless  you 
uncheck  a  box  during  setup.  With  the  Kazaa  music  download 
service,  you  have  to  drill  down  through  five  pages  to  learn  that 
you  are  installing  adware  from  Claria.  Some  programs  slip  a 
line  granting  permission  to  send  data  into  the  license 
agreement  that  few  read.  And  the  most  unscrupulous  ones 
don't  bother  asking  for  permission. 

Your  first  line  of  defense  against  spyware  is  to  be  careful 
about  what  software  you  install  and  to  pay  close  attention  to 
the  options  offered  during  setup.  For  example,  I  let  the 
Google  Toolbar  send  data  because  I  find  it  invaluable  and  I 
trust  Google.  But  I  say  no  to  most  everything  else. 

How  do  you  protect  yourself  against  sneaky  spyware?  A 
firewall  program,  such  as  Symantec's  Norton  Personal 
Firewall  ($49.95)  or  Zone  Labs'  ZoneAlarm  ($39.95  for  Plus 
version;  basic  version  is  free),  is  of  some  help  because  it  will 
object  when  a  program  unknown  to  it  tries  to  send  data  to  the 
Web.  Running  a  firewall  is  always  a  good  idea,  though  the 
approach  fails  when  spyware  succeeds  in  hiding  itself  inside  a 


program,  such  as  Internet  Explorer, 
that  is  authorized  to  send  data. 

The  best  solution  is  to  get 
additional  protection  by  adding  a 
program  that  is  specifically  designed 
to  detect  and  block  spyware.  Many  are 
available,  but  be  careful  of  free 
products  because  there  are  reports 
that  some  actually  contain  spyware. 

I  recommend  three  programs:  Spy 
Sweeper  from  Webroot  Software,  the 
established  leader;  the  new  McAfee 
AntiSpyware;  and  Ad- aware  from 
Lavasoft.  Both  Spy  Sweeper  ($29.95 
with  a  free  trial)  and  AntiSpyware 
($39.95  with  a  $10  rebate)  are  sold 
like  antivirus  software,  with  annual 
subscriptions.  Ad-aware,  which  has  an 
automatic  update  service,  costs  $26.95 
for  the  Plus  edition;  a  basic  version  is 
free.  The  paid  versions  of  these 
products  give  you  much  more  control 
over  what  you  want  to  allow  and  what 
you  want  to  block. 

These  do  a  good  job,  but  it's 
annoying  to  have  to  buy  and  run 
software  to  deal  with  a  problem  that  lawmakers  could  do 
something  about.  Surprisingly,  it  is  perfectly  legal  for 
companies  to  install  most  spyware  without  a  user's  informed 
consent.  (The  legality  of  key  loggers  has  yet  to  be  tested.) 
Several  bills  have  been  introduced  in  Congress  to  restrict  the 
practice,  but  action  is  unlikely  this  year.  (Utah  recently 
became  the  first  state  to  restrict  spyware.)  So  I  am  left  offering 
the  familiar,  but  critical,  advice:  Be  careful  about  what  you 
download  and  install,  and  consider  adding  an  anti-spyware 
program  to  your  computer's  armor.  ■ 
E-mail:  techandyou@businessweek.com 
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For  a  collection  of  past  columns  and  online- 
only  reviews  of  technology  products,  go  to  Technology  &  You  at 
www.businessweek.com/technology/ 
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1'S  CALLING  FOR  THE  WORLD 
AT  THE  TOUCH  OF  A  BUTTON. 


WE'RE  ANSWERING. 


It's  a  world  of  homes  and  offices,  people,  machines  and  other  living  things.  It's  a  seamlessly  interconnected  world 
for  our  customers  and  our  business  partners  —  all  powered  by  NTT  DoCoMo.  We're  Japan's  leading  mobile 
communications  provider,  and  our  vision  of  such  a  world  drives  our  innovations.  From  mobile  e-commerce  that  will  bring 
consumers  closer  to  their  cash  or  credit,  wherever  they  roam.  To  digital  fingerprints  that  will  revolutionize  ticketing  to 
amusement  parks  and  other  paid  destinations  —  and  forever  change  the  way  people  gather  information  on  the  run. 
For  a  closer  look  at  how  NTT  DoCoMo  is  delivering  tomorrow's  communications  today,  visit  www.  nttdocomo.  com 
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Visit  us  at  CTIA  Hall  B3,  Booth  2357 
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Economic  Viewpoint 


BY  ROBERT  J.  BARRO 


A  Step  in  the 

Right  Direction  for  Iraq 


Amid  the  continuing  violence,  people  sometimes  lose  sight  of  the  nobility 
of  the  U.S.-led  effort  to  reform  Iraq.  The  success  or  failure  of  this  mission- 
not  the  existence  of  particular  weapons  nor  the  deplorable  bombings— will 
greatly  influence  the  prospects  for  peace  and  economic  development  in  the 
Mideast  and  elsewhere.  One  strongly  positive  sign  is  the  recently  passed 


Let' 


transitional  law  for  Iraq.  It  carefully  lays  out  a  federal  system 
with  checks  and  balances  and  many  individual  liberties 
reminiscent  of  the  U.S.  Bill  of  Rights.  Also  conspicuous  is  its 
attention  to  the  rule  of  law  and  private  property,  which  should 
boost  long-term  growth.  The  new  law  sets  a  firm  foundation 
for  economic  and  political  institutions  that  can  support  a 
modern  market  economy. 

Still,  there  are  some  less  positive  provisions  that  deviate 
from  those  in  the  U.S.  Constitution.  For  example,  the  Iraqi 
law  enshrines  affirmative  action  with  a  goal  of  at  least  25% 
female  membership  in  the  elected  National  Assembly.  There 
is  also  a  vague  right  to  privacy  and  an  overly  ambitious 
commitment  to  education,  health  care,  and  social  security  for 
all  Iraqis.  A  more  serious  problem  is  that  natural  resources- 
meaning  oil— are  described  as  owned  in  common.  This 
provision  impedes  privatization  and  foreign  investment  in  the 
oil  sector.  More  understandably,  in  contrast  with  the  U.S. 
guarantee  of  the  right  to  bear  arms,  the  Iraqi  law  says  such 
rights  require  licensing  by  an  official  authority. 

THE  CLEAREST  DEVIATION  FROM  the  U.S.  Constitution  is  the 
stipulation  that  Islam  is  the  official  religion  of  the  Iraqi  state. 
The  provisional  law  assures  freedom  of  religious  practice,  but 
many  Westerners  would  have  preferred  a  separation  of 
church  and  state.  However,  my  ongoing  research  with  Rachel 
M.  McCleary  ("Which  Countries  Have  State  Religions?," 
available  at  wcfia.harvard.edu/rehgion)  finds  that  a  state 
religion  is  nearly  inevitable.  Out  of  34  countries  with  Muslim 
adherence  rates  above  70%,  outside  of  sub-Saharan  Africa, 
only  Turkey  and  Syria  don't  have  a  state  religion.  In  these 
countries,  strong  Presidents  (Ataturk  in  the  1920s  and  Assad 
in  the  1970s)  successfully  deviated  from  popular  opinion  by 
establishing  more  or  less  secular  states. 

Many  economic  issues  in  Iraq  remain  unresolved,  notably 
those  involving  internal  markets.  Price  controls  on  oil 
products  are  problematic,  as  are  subsidized  food  packages 
and  inefficiencies  of  state-owned  enterprises.  But  global  trade 
and  foreign  investment  have  been  liberalized.  (For 
discussions  of  economic  reforms,  see  "Economic  Policy  & 
Prospects  in  Iraq,"  by  Chris  Foote  and  other  researchers 
working  for  the  Coalition  Provisional  Authority.) 


Another  issue  is  monetary  policy,  including  the  form  of  the 
currency.  My  preference  was  for  the  adoption  of  a  major 
currency  as  a  reliable  form  of  money.  The  euro  might  have 
been  a  better  choice  than  the  dollar,  avoiding  charges  of 
Yankee  imperialism  and  cheering  up  the  French  and 
Germans.  Whether  the  dollar  or  the  euro  were  chosen,  the 
provision  of  the  requisite  amount  of  currency  would  have 
been  a  productive  form  of  foreign  aid. 

Instead,  the  U.S.  opted  for  an  Iraqi  central  bank,  which  is 
reasonably  charged  with  maintaining  price  stability.  The 
chosen  form  of  domestic  money  was  wise— the  Swiss  dinar, 
which  previously  had  circulated  only  in  the  Kurdish  regions. 
(The  origin  of  the  adjective  "Swiss"  is  unclear.)  Because  this 

currency  was  printed  in  England 

TVl  P  Tl  PW  an<^ no  new  notes  were  Panted  in 

the  1990s,  the  quantity  of  Swiss 
dinars  has  remained  roughly 
constant.  In  contrast,  the  supply  of 
Saddam  dinars  that  circulated  in  the 
rest  of  Iraq  expanded  fast— hence, 
the  Saddam  dinar  depreciated  by  a 
factor  of  around  200  relative  to  the 
Swiss  version.  Given  its  history  of 
stability,  the  Swiss  dinar  is  a 
reasonable  choice  as  the  new 
money.  An  added  benefit  is  the 
absence  of  Saddam's  picture  on 
these  bills.  To  produce  the  new  Swiss  dinar  bills,  the  U.S. 
Treasury  had  to  ask  the  Bank  of  England  to  search  for  the 
original  plates,  last  used  in  the  1980s.  The  unearthed  plates 
provided  the  means  to  implement  Iraq's  new  currency  system. 

Prospects  for  political  and  economic  success  in  Iraq  are 
uncertain.  The  U.S.-led  effort  can  fail  in  many  ways,  notably 
by  a  loss  of  political  will  in  the  face  of  terrorism  and  weak 
allies.  On  the  other  hand,  success  could  change  the  shape  of 
political  institutions  throughout  the  Middle  East.  Iraq's  new 
provisional  law  raises  the  chances  of  success.  ■ 

Robert  J.  Barro  is  a  professor  of  economics  at  Harvard 
University  and  a  senior  fellow  of  the  Hoover  Institution 
(rjbweek@harvard.edu) 
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You  can't  imagine  the  work 

that  goes  into  getting  people  to  work. 

In  Europe,  no  one  ever  has  to  worry  about  being  late.  Not  when  they're  sitting  on  a  high-speed  train 
traveling  200  MPH.  High-speed  trains,  by  the  way,  which  roll  on  advanced  Timken*  AP"  bearings. 
Wherever  parts  move,Timken  leads  the  way  in 
providing  innovative  solutions  for  industry. 
Let's  get  to  work. 


TIMKEN 


WORLDWIDE  LEADER  IN  BEARINGS  AND  STEEL 
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BY  JAMES  MEHRING 


Economic  Trends 


TRAINS,  PLANES, 
AND  GROWTH 

A  transportation  index 
tracks  business  activity 


ECONOMISTS,  INVESTORS,  AND 
policymakers  are  always  look- 
ing for  better  ways  to  gauge 
current  and  future  economic 
activity.  Now  the  government  is 
offering  a  brand-new  tool. 

On  Mar.  10  the  Transportation  Dept. 
released  the  first  report  of  its 
Transportation  Services  Index  (TSl),  a 
monthly  measure  that  follows  freight 
and  passenger  movements.  Made  up  of 
eight  components  ranging  from 
trucking  tonnage  to  mass-transit 
ridership  to 


A  NEW  ECONOMIC 
INDICATOR 
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Data:  Transportation  Dept. 
Federal  Reserve,  BusinessWeek 
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petroleum 
pipeline 
transport,  the 
December 
reading  rose 
1%,  to  a  high 
of  118.5. 

That  gain  is 
a  good  sign 
for  the 
economy, 
according  to 

the  index5  creator,  Kajal  Lahiri,  an 
economics  professor  at  the  State 
University  of  New  York  at  Albany.  He 
points  out  that  the  index  is  quite 
sensitive  to  shifts  in  economic  growth 
because  nearly  all  businesses  rely  on  the 
transport  sector.  And  its  importance  has 
increased  in  recent  years,  thanks  to 
widespread  use  of  just-in-time 
inventories  and  production  schedules. 
That  puts  more  pressure  on  the  sector 
and  makes  its  ups  and  downs  more 
sensitive  to  demand. 

Lahiri  says  the  TSI  is  a  good  measure 
of  "how  the  blood  is  flowing"  through 
the  economy.  Indeed,  analysis  by 
BusinessWeek  shows  that  yearly  growth 
in  the  TSI  and  the  Federal  Reserve's 
market       nng  industrial  production 
index  are      mly  correlated  (chart). 

The  ina      ilso  foreshadows  economic 
downturns,  suvs  Lahiri,  because 
trucking  and      1  lines  quickly  reflect  a 
drop  in  goods  demand.  Plus,  passenger 
travel  typically  slows  when  business 
activity  weakens.  Using  the  professor's 


original  data  back  to  1980,  the  index  has 
signaled  economic  contractions  a  year 
before  they  occurred,  on  average.  The 
index  fell  2.5%  in  the  year  before  the  last 
recession,  which  began  in  March,  2001. 
In  addition,  the  index  provides  another 
sorely  needed  measure  of  the  service 
sector.  Services  constitute  about  two- 
thirds  of  the  economy,  yet  few 
government  reports  cover  them. 

Since  the  index  is  still  considered 
experimental,  changes  are  likely.  For 
example,  Lahiri  would  like  to  add  data 
for  international  and  Great  Lakes 
shipping  to  capture  movement  of 
imports  and  exports.  But  even  in  its 
current  form,  the  TSI,  scheduled  for 
release  in  the  first  week  of  every  month, 
should  become  a  new  crystal  ball  for 
economists  and  investors  to  peer  into. 


DO  DRUGS 
MAKE  A  DENT? 

Why  cancer  mortality 
hasn't  gone  down 


PHARMACEUTICAL  COMPA- 
nies  have  introduced  a  bevy  of 
cancer-fighting  drugs  over  the 
years.  From  1971  to  1995  the 
number  of  such  therapies  rose 
nearly  threefold,  yet  the  age-adjusted 
mortality  rate  for  people  with  malignant 
cancers  barely  budged.  So  have  drugs 
failed  in  the  war  on  cancer? 

No,  says  a  study  by  Frank  R. 
Lichtenberg,  a  finance  and  economics 
professor  at  Columbia  Business  School. 
Using  National  Cancer  Institute  data 
for  2.1  million  patients  from  1975  to 
2000,  he  found  that  cancer-fighting 
drugs  improved  survival  rates.  What 
has  kept  the  mortality  rate  steady  is 
that,  as  Americans  live  longer,  the  odds 
of  developing  the  disease  over  a 
lifetime  increases. 

After  factoring  in  a  person's  age  and 
the  use  of  other  treatments,  such  as 
radiation  and  surgery,  Lichtenberg 
calculates  that  cancer  drugs  accounted 
for  50%  to  60%  of  the  increase  in 
survival  rates.  That  comes  out  to  an 
extra    ear  for  someone  first  diagnosed  in 
1995.  v"  aat  s  more,  five-year  survival 
rates  si :  ged  for  those  with  cancers  in 
certain  sites,  such  as  the  prostate,  where 


drug  innovations  have  been  the  greates 
The  study  shows  that  the  annual  cost 
for  cancer  drugs  in  '95  was  $100  to  $27 
per  patient.  Applying  Lichtenberg's 
methods  to  data  for  2000,  the  cost  was 
$166  to  $460.  Multiplied  by  the  average 
life  expectancy  of  a  cancer  patient,  the 
total  cost  would  be,  at  most,  $5,000— a 
small  price  for  an  extra  year  of  life. 


A  GAP  IN  THE 
SAVINGS  RATE 

The  feds  don't  count 
pension  income 


AMERICANS  DON'T  SAVE 
enough  money.  According  to 
the  Commerce  Dept.,  house- 
holds socked  away  only  1.8% 
of  their  income  in  January, 
compared  with  7%  in  the  early  '90s. 

But  Daniel  E.  Laufenberg,  chief  U.S. 
economist  at  American  Express  Financial 
Advisors  Inc.,  says  the  reported  savings 
rate  misses  a  key  factor:  retiree  benefits. 
Since  the  feds  define  income  as  earnings 
derived  from 


PENSION  PAYOUTS 
BOLSTER  SPENDING 


BILLIONS  OF  DOLLARS 
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current 

business 

activities,  it 

counts  money 

that  private 

businesses 

put  into  their 

pension  plans 

as  income.  It 

does  not 

count  retiree 

benefits, 

which  include  capital  gains  built  up  over 

time.  The  difference  is  huge:  2001 

figures,  the  latest  available,  show 

benefits  of  $298  billion,  vs. 

contributions  of  $75.9  billion. 

The  government  measures  savings 
indirectly,  as  income  left  over  after 
spending.  So  while  pension  payouts 
don't  count  as  income,  they  do  show  up 
when  they  are  spent,  which  pushes 
down  the  official  savings  rate.  Using 
payouts  to  measure  income,  the  savings 
rate  would  be  nearly  three  percentage 
points  higher,  says  Laufenberg.  That 
means  as  baby  boomers  retire  and  begin 
collecting  benefits,  the  savings  rate  will 
be  continually  underestimated.  ■ 
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new  driver:  $280 


new  hard  drive:  $102 


keeping  business  and  pleasure  separate  (at  least  on  your  credit  card):  priceless 


for  more  ways  the  MasterCard  BusinessCard*  can  help  keep  track  of 
small  business  expenses,  go  to  mastercardworking.com  or  call  l-866-MCWORKING. 
there  are  some  things  money  can't  buy.  for  everything  else  there's  MasterCard.® 
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hese  days,  the  U.S.  insurance  industry  is  "as  strong  as  it's  ever  been,"  according  to 
,  Chris  Winans,  Vice  President  of  Equity  Research  in  Property/Casualty  Insurance  at 
Lehman  Brothers.  Most  companies  reported  strong  profitability  in  2003.  In  addi- 
tion, the  majority  of  analysts  and  observers  expect  that  the  industry  will  be  prof- 
».  itable  in  2004.  The  insurance  industry  has  been  in  a  "hard  market"  for  the  past  few 
years,  which  is  considered  to  be  a  sign  of  strength.  During  a  hard  market,  prices  for  policies 
have  firmed  and  are  rising,  and  insurance  companies  are  making  money  on  them;  in  a  soft  mar- 
ket, the  reverse  is  true,  and  insurance  companies  primarily  make  money  through  the  return  on 
their  investments-mostly  fixed-income  securities,  rather  than  equities,  (continued  on  next  page) 
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Aetna  HealthFund® 


The  results  are  in 
on  Aetna  HealthFund. 

Aetna  has  led  the  way  in  developing 
consumer-directed  plans  that  offer 
quality  coverage  and  help  reduce  costs. 
And  the  big  news  today  is  that 
quantitative  research  confirms  that 
Aetna  HealthFund  succeeds  on  both 
counts.  Aetna  HealthFund  members' 
costs  increased  by  just  1.5%  compared 
to  significantly  higher  increases  for 
similar  populations  enrolled  in  traditional 
plans*  They  also  sought  preventive 
care  more  frequently,  and  used  generic 
drugs  more  often.  No  wonder  nine  out 
of  ten  members  said  they'd  choose  the 
plan  again.  To  find  out  more  about  how 
Aetna  HealthFund  can  benefit  your 
business  and  your  employees,  call  your 
broker,  Aetna  representative,  or  visit  us 
today  at  aetna.com. 
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Long-Term  Care 

Life 


©  2004  Aetna  Inc  Aetna  HealthFund'  plans  are  ottered  through  Aetna  Life  Insurance  Company.  Plans  contain 
exclusions  and  limitations.  'Based  on  a  study  of  Aetna  HealthFund  enrollment  (January-September  2003). 
-200435 
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(Conti nued  from  cover) 

The  insurance  industry  passes  off  some  of  its  risks  —  par- 
ticularly, very  large  claims  —  to  the  reinsurance  business:  it 
essentially  functions  as  the  insurers  to  the  insurance  industry. 
XL  Capital,  for  example,  with  $40.8  billion  in  assets  as  of  Dec. 
31, 2003,  ranks  as  one  of  the  worlds  leading  reinsurance  com- 
panies, and  is  also  a  major  player  in  the  insurance  and  finan- 
cial services  arenas.  As  a  general  rule,  the  reinsurance  indus- 
try tends  to  mirror  the  performance  of  the  insurance 
industry  according  to  Frank  Nutter,  President  of  the  Rein- 
surance Association  of  xAnierica. 

A  VITAL  TOOL  FOR  RISK  MANAGEMENT 

Business  insurance  is  a  vital  tool  for  running  any  business, 
whether  a  multinational  corporation  or  a  small-  to  medium- 
sized  concern.  Such  insurance  safeguards  not  only  a  com- 
pany's assets,  but  also  its  ability  to  keep  running  in  the  event 
of  a  major  catastrophe — natural  or  man-made — or  the  loss 
of  key  personnel.  These  days,  such  policies  are  more 
important  than  ever  according  to  insurance  industry  data, 
the  United  States  has  withstood  a  record  number  of  cata- 
strophes in  the  last  three  years,  such  as  terrorist  attacks,  hur- 
ricanes and  tornadoes. 

Loretta  Worters,  Vice  President  of  Communications  at  the 
Insurance  Information  Institute  (I.LL),  a  leading  industry  trade 
group  in  New  York,  noted  that  while  large  companies  typically 
have  business  insurance  policies  in  place — including  effective 
disaster  recovery  plans-small-  and  medium-sized  ones  often 
do  not.  This  can  pose  serious  consequences. 

"Part  of  the  problem  is  that  when  you're  a  fledgling  com- 
pany, you  often  don't  look  at  the  broader  picture,"  com- 
mented Worters.  "You  have  a  business  plan,  but  it  doesn't 
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include  insurance."  If,  for  example,  you  fail  to  have  business 
interruption  insurance,  you  might  face  plunging  revenues  or 
even  bankruptcy  in  the  event  that  your  office  is  destroyed 
by  fire,  flood  or  tornado.  Business  interruption  insurance  will 
reimburse  lost  profits  to  a  business  owner  in  case  of  such 
events.  This  gives  companies  "the  stay- 
ing power"  to  keep  going  in  the  wake  of 
a  catastrophe,  said  Worters.  It's  impor- 
tant to  examine  every  aspect  of  the 
business  when  crafting  a  disaster 
recovery  plan;  then  insurance  ought  to 
be  customized  accordingly. 

CNA  insurance  companies  has  focused 
on  serving  the  needs  of  the  small  busi- 
ness market,  according  to  Henry  Pippins,  Jr.,  Senior  Vice  Pres- 
ident of  Small  Business  for  CNAs  U.S.  Insurance  Operations. 
"Clearly,  small  business — which  we  define  as  firms  with  20  or 
fewer  employees-is  the  fastest-growing  part  of  our  economy," 
he  commented.  "Because  of  downsizing  and  the  jobless  recov- 
ery, a  lot  of  people  are  starting  their  own  companies."  To  serve 
their  needs,  CNA  has  devised  risk  control  and  safety  informa- 
tion customized  for  various  types  of  small  firms. 

SUCCEEDING  IN  A  LITIGIOUS  ENVIRONMENT 

Companies  can  also  be  hit  by  massive  litigation.  Claims 
can  be  brought  against  a  company  for  a  variety  of  reasons, 
such  as  misuse  of  company  funds;  employee  Discrimination 
or  unfair  employment  practices;  violation  of  antitrust  laws; 
or  illegal  payments  to  public  officials.  According  to  a  recent 
survey  by  Watson  Wyatt  Worldwide,  big,  publicly-held  com- 
panies with  deep  pockets  —  and  their  officers  and  direc- 
tors —  are  the  prime  targets. 
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You  might  face  plunging  revenues  or  even  bankruptcy  in  the  event  that  your  office  is  destroyed  by  fire,  flood  or 
tornado.  Business  interruption  insurance  will  reimburse  lost  profits  to  a  business  owner  in  case  of  such  events. 
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Websites  to  Watch 

http://aetna.com 

http://xlinsurance.com 


"Given  this  litigious  environment,  it's  important  that  a  company  have  insurance  policies  in  place  to  protect  against 
damages  from  massive  lawsuits"  —bill  bailey,  special  outside  counsel  to  the  hi.  and  former  plaintiffs  attorney 


Given  this  litigious  environment,  it's  important  that  a  com- 
pany have  insurance  policies  in  place  to  protect  against  dam- 
ages from  massive  lawsuits,  advises  Bill  Bailey,  Special  Out- 
side Counsel  to  the  I.I.I.  and  a  former  plaintiffs  attorney. 

Directors  and  Officers  (D&O)  liability  insurance  has 
become  critical  for  most  large  companies  nowadays,  in  the 
wake  of  this  explosion  of  litigation,  along  with  the  corpo- 
rate governance  scandals  of  the  past  few  years.  Many  cor- 
porate directors  and  their  officers  may  face  large  exposure 
for  damages  and  expenses. 

By  way  of  response,  companies  need  to  figure  out  what 
kind  of  potential  liability  they  have,  and  then  purchase 
insurance  accordingly.  It  may  make  sense  to  have  a  risk 
management  team  that  generates  regular  reports  to  the  CEO 
about  this  subject,  since  a  company's  exposure  to  liability 
can  change  over  time.  XL  Insurance,  for  example,  offers  a 
full  array  of  highly  specialized  risk  management  products 
and  services  to  businesses  worldwide. 

DEALING  WITH  A  MATURING  WORKFORCE 

Health  insurance  is  a  key  concern  of  employees,  as  well 
as  an  important  tool  for  attracting  and  retaining  talented 
workers.  In  fact,  the  largest  percentage  of  employees  sur- 
veyed— 76% — said  they  were  concerned  with  having  appro- 
priate health  insurance  for  themselves  and  their  families, 
according  to  the  2003  MetLife  Employee  Benefits  Trend 
Study.  MetLife,  Inc.  is  a  leading  provider  of  insurance  and 
other  financial  services. 

Because  the  76  million  baby  boomers  will  start  retiring  in 
2011,  companies  will  face  some  unique  challenges  in  offer- 
ing health  insurance  coverage  to  their  employees. 

For  the  last  three  years,  health  care  spending  for  privately- 


insured  people  has  been  rising  at  double-digit  rates,  noted 
Alwyn  Cassil,  spokeswoman  for  The  Center  for  Studying 
Health  System  Change,  a  non-profit  policy  organization  in 
Washington,  D.C.  "People  are  getting  more  care  at  higher 
prices,"  she  said.  In  the  mid-1990's,  consumers  and  doctors 
essentially  rebelled  against  the  HMO  model  of  tightly  man- 
aged care  with  restricted  access  to  doctors;  instead,  they 
pressed  for  greater  coverage  and  wider  access  to  doctors, 
ushering  in  the  PPO  model.  At  the  same  time,  however, 
health  care  spending  began  to  rise  very  rapidly. 
"When  the  economy  was  booming,  most  employers  were 


COVERING  YOUR  BASES 


Make  Sure  You 
Consider  the 
Following 


Workers'  compensation 

Bodily  injury  on  the  job  and  third-party  claims 

Product  liability 

Failure  to  provide  services  included  in  a  contract 

Key  person  insurance  against  the  losses  ensuing 
from  the  death  or  disability  of  a  critical  employee 

Kidnap  and  ransom  insurance  if  even  one  of  your 
people  is  doing  business  in  parts  of  the  world  where 
such  incidents  occur 

Cyber  risk  or  e-business  insurance  that  protects 
computer  software  and  hardware  from  viruses, 
hackers  and  identity  theft 


idamental  strength  allows  you  to  consider  what  the  future  landscape  will  look  like  and  to  plan  accordingly.  Many  ( 
world's  leading  companies  trust  XL  Capital's  fundamental  strength  -  our  capital  and  people  -  to  help  them  achiev 
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The  strength  to  help  you  achieve  your  business  objectives. 
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heir  business  objectives.  We  are  strong  partners.  Visit  www.xlcapital.com 
NSURANCE  I  REINSURANCE  I  FINANCIAL  Experience  our  strength. 

The  XL  Capital  group  is  rated  A+  by  AM  Best. 


CAPITAL 


FUNDAMENTAL  STRENGTH  -  CAPITAL  AND  PEOPLE 
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BUSINESS  INSURANCE  UPDATE  2004 


"Aetna  has  been  at  the  forefront  of  the  consumer-directed  movement,  so  we're  very  encouraged  to  see  that  health 
care  consumerism  can  be  a  positive  force  in  the  health  care  marketplace"  —aetna  president ronald  a.  Williams 
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willing  to  absorb  the  bulk  of  these  increases,  as  a  way  of 
retaining  employees  in  a  tight  labor  market,"  continued  Cas- 
sil.  But  in  today's  environment,  most  employers  are  opting 
to  increase  out-of-pocket  cost  sharing,  so  that  when  people 
visit  a  doctor,  they  will  have  to  pay  more  from  their  own 
funds — whether  by  a  fixed  dollar  amount  or  a  percentage  of 
the  total  cost. 

Some  innovative  insurers  are  coming  forward  with  solu- 
tions to  help  reduce  spiraling  health  insurance  costs  for  com- 
panies. For  example,  Aetna,  a  leading  provider  of  health  and 
related  benefits,  offers  consumer-directed  plans  which  put 
more  decisions  in  the  hands  of  the  consumers — and  save 
money  in  the  process.  Their  new  study  of  nearly  14,000 
members  in  Aetna  Healthfund,  Aetna's  consumer-directed 
product  family,  serves  as  a  case  in  point.  It  showed  that  the 
consumer-directed  aspects  of  the  plan  appear  to  be  encour- 
aging more  active  engagement  in  health-care  decision  mak- 
ing. Notably,  medical  costs  for  Aetna  HealthFund  members 
stayed  relatively  fiat,  rising  only  1.5%,  while  utilization  of  pre- 
ventive care  increased  16%  more  than  in  a  similar  population. 

"Aetna  has  been  at  the  forefront  of  the  consumer-direct- 
ed movement,  so  we're  very  encouraged  to  see  that  health 
care  consumerism  can  be  a  positive  force  in  the  health  care 
marketplace,"  said  Aetna  President  Ronald  A  Williams. 

FUTURE  TRENDS 

Worldwide,  the  demand  for  insurance  is  going  up — a 
trend  that  bodes  well  for  U.S.  insurance  companies  that 
are  positioned  to  take  advantage  of  this  development, 
according  to  David  Snyder,  Vice  President  and  Assistant 
General  Counsel  at  the  American  Insurance  Association, 
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a  Washington,  D.C. -based  trade  group. 

"There  has  been  a  breathtaking  amount  of  progress  in 
the  developing  countries  such  as  China,  India,  former 
Communist  countries  in  Eastern  Europe,  and  Islamic 
nations  in  the  Middle  East,"  he  said.  "It's  very  exciting." 
Such  countries  realize  that  in  order 
to  attract  foreign  investment  and 
encourage  private  competition,  they 
need  to  have  a  strong  commercial 
insurance  industry,  with  a  modem  reg- 
ulatory system.  And  the  U.S.  insurance 
industry  is  proving  to  be  their  model, 
added  Snyder.  From  an  investor  rela- 
tions standpoint,  this  is  good  news  for  those  who  own  shares 
of  well-positioned  U.S.  insurance  companies. 

Among  U.S.  insurers,  two  are  dominant  in  this  area: 
American  International  Group  (AIG)  and  Chubb  Group  of 
Insurance  Companies.  Many  international  companies, 
such  as  Lloyd's  of  London,  are  also  big  players.  At  Chubb, 
Mark  Schussel,  Vice  President  of  Public  Relations,  talked 
about  his  firm's  strategy:  "We  build  up  organizations  where 
our  U.S.  clients  are  expanding  their  business.  For  us,  this 
is  a  big  distinguisher.  It  enables  us  to  assure  our  cus- 
tomers that  they're  getting  the  same  types  of  coverage 
throughout  the  world."  ■ 
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Speed  Bumps  on 
he  Road  to  More  Jobs 

American  businesses  face  powerful  reasons  not  to  hire 


■  ■ 


U.S.  ECONOMY 


The  labor  market  is  always  churning.  Consider  that 
n  any  recent  month,  some  3.8  million  Americans  were  separated 
rom  their  jobs,  whether  by  layoff  or  by  choice.  At  the  same  time, 
lightly  more  than  3.8  million  people  began  new  jobs,  resulting  in  a 
mall  net  gain  in  payrolls.  This  dynamism  is  the  hallmark  of  a  highly 


axible  labor  market  that  can  adapt  quickly  to  changing 
jonomic  conditions. 

In  the  current  business  cycle,  however,  the  net  result  of 
lis  churning  is  far  different  than  it  has  been  in  the  past. 
^  Federal  Reserve  Chairman  Alan  Greenspan  noted  in 
ebruary,  gross  separations  from  employment  have  been 
bout  what  one  would  expect,  based  on  past  experience, 
ut  gross  hiring  is  running  far  below  the  historical 
attern.  Greenspan's  explanation:  Companies  continue  to 
lentify  and  implement  new  efficiencies,  allowing  them 
)  meet  increasing  orders  without  stepping  up  hiring. 

But  extraordinary  growth  in  productivity  is  only  the 
ottom  line  of  the  story.  The  details  are  much  more 
filing.  They  show  that  businesses  have  rarely,  if  ever, 
aced  such  an  overwhelming  set  of  economic 
isincentives  to  hire  U.S.  workers. 

To  begin  with,  capital  has  never  been  so  cheap  relative 
o  the  cost  of  labor.  The  price  of  new  equipment,  down 
lore  than  3%  per  year  in  the  late  1990s,  has  continued  to 
iecline  since  the  recession  ended,  and  ultralow  interest 
ates  mean  that  financing  is  historically  cheap. 
Meanwhile,  the  hourly  cost  of  labor  has  not  slowed. 
)verall  compensation  is  up  4%  from  a  year  ago,  as  the 
oaring  cost  of  benefits  offsets  slower  wage  growth. 

Then  there  are  the  inflation-crushing  effects  of  global 
ompetition,  which  continue  to  weigh  on  pricing  power, 
brcing  companies  to  search  for  new  efficiencies.  Plus,  the 
pread  of  globalization— which  moved  from  the  market 
or  goods  in  the  1980s  to  the  financial  markets  in  the 
L990s  and  now  to  the  labor  markets— means  plenty  of 
heap  foreign  labor  is  increasingly  employed  in  the  huge 
ervice  sector,  which  accounts  for  83%  of  U.S.  payrolls. 

These  job-market  head  winds  are  not  likely  to  diminish 
mytime  soon.  And  despite  an  economy  growing  4%  or 
nore,  payrolls  are  likely  to  lag  behind  their  normal 
•ecovery  pattern  for  some  months  to  come. 

[THESE  FORCES,  which  underlie  the  enormous 
productivity  gains  in  recent  years,  explain  why  several 
usually  dependable  labor-market  indicators  have  tended 
to  overpredict  payroll  growth  in  recent  months.  That's 
especially  true  for  one  of  the  government's  most  reliable 
gauges,  new  weekly  claims  for  unemployment 


insurance.  On  a  four-week  moving  average,  new  claims 
dropped  to  a  three-year  low  of  344,000  in  the  week 
ended  Mar.  13  (chart).  Because  they  track  layoffs,  new 
claims  typically  have  been  a  good  predictor  of  payroll 
changes.  But  given  the  current  divergence  between 
firing  and  hiring  trends,  a  drop  in  jobless  claims  has  not 
translated  into  new  jobs  the  way  it  has  in  the  past. 

Indeed,  an  analysis  by 
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BusinessWeek  shows  that 
a  given  level  and  rate  of 
decline  in  new  claims 
yields  progressively 
smaller  projections  of 
payroll  increases  since 
the  1980s.  The  rise  in 
productivity  growth 
appears  to  explain  why. 
For  example,  based  on 
data  since  1990,  the 
patterns  of  claims  and  the 
labor-force  participation 
rate  project  first-quarter  payroll  gains  averaging  about 
180,000  per  month.  But  adding  in  the  rising  five-year 
trend  in  productivity  growth  yields  a  projection  of  only 
about  100,000  per  month.  Jobs  in  January  and  February 
increased  by  97,000  and  21,000,  respectively. 

THE  ATTRACTIVE  COST  of  new  high-tech  equipment 
relative  to  those  expenses  associated  with  new  hires  gives 
businesses  every  economic  incentive  to  boost  output  by 
using  more  machines  and  fewer  workers.  That's 
especially  true  in  this  recovery,  because  labor  costs  have 
not  slowed  as  much  as  past  experience  would  suggest, 
given  the  amount  of  labor-market  slack. 

Sure,  companies  have  kept  a  lid  on  wage  and  salary 
increases  since  the  last  recession.  As  would  be  expected 
in  a  weakening  job  market,  the  growth  of  pay  slowed  to 
3%  in  the  year  ended  in  the  fourth  quarter  of  last  year, 
down  from  a  3.8%  annual  pace  when  the  recession 
began  in  early  2001.  But  after  slowing  in  2001  and 
2002,  benefits  are  accelerating  again.  In  2003,  benefits, 
which  now  account  for  28%  of  all  compensation,  rose 
6.5%.  Not  only  is  that  rate  faster  than  the  5%  gain 
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posted  just  as  the  recession  began  but  it's  also  the 
fastest  pace  since  1990. 

According  to  the  latest  data  from  the  Labor  Dept., 
private  employers  paid  out,  on  average,  $22.92  per  hour 
worked  in  the  fourth  quarter.  Of  that,  $6.43  was  devoted 
to  benefits.  The  rise  in  health-care  benefits  is  gathering 
the  most  attention.  Medical  insurance  rose  10.5%  last 
year.  But  health  care  is  not  the  only  cost  weighing  on 
employers'  bottom  line.  While  health  insurance  cost 
$1.50  per  hour,  legally  required  benefits,  from  social 
security  to  workers'  compensation,  took  up  a  larger  $1.96. 

Businesses  are  getting  around  these  costs  by 
depending  more  on  contract  workers  and  temporary 
help.  And  the  cheaper  wage  structures  overseas  result  in 
lower  benefit  costs,  in  addition  to  the  fact  that  the 
governments  of  many  other  nations  offer  universal 
health-care  coverage. 

WHAT  IS  MAGNIFYING  the  impact  of  rising  labor  costs 
on  hiring  patterns  in  this  recovery  is  that,  unlike  in  past 
upturns,  companies  cannot  lean  on  higher  inflation  to 
help  them  out.  They  still  have  very  little  pricing  power.  In 
this  new  era  of  global  economics,  that  situation  will  not 
improve  much  this  year. 

Despite  all  the  hubbub  over  the  China- driven  rise  in 
commodity  prices  and  possible  inflation  concerns,  U.S. 
businesses  have  little  new  power  to  pass  along  the  higher 
costs  to  consumers.  For  example,  General  Motors  Corp., 
stymied  by  climbing  steel  costs,  is  fearful  of  both 
disruptions  in  its  supply  chain  and  its  inability  to  pass 


along  the  higher  costs  in  a  competitive  market. 

The  latest  price  indexes  tell  the  story  (chart).  Yearly 
inflation  for  finished  producer  goods,  excluding  energy 
and  food,  is  1%,  up  from  about  zero  a  year  ago.  But 
consumer-goods  prices  are  falling  faster  now  than  they 
did  a  year  ago.  In  February,  prices  for  consumer  goods, 

less  energy  and  food,  fell 


NO  PASS-THROUGH 
TO  CONSUMER  PRICES 


PERCENT  CHANGE  FROM  A  YEAR  AGO 
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2%.  The  year  before,  the 
declined  1.4%. 

The  point  here  is  that 
global  competition  is 
never  inflationary.  It's 
just  the  opposite,  since  i 
heightens  the  need  for 
businesses  to  cut  costs. 
That  pressure  has 
spurred  the  pursuit  of 
efficiency  and  put  the 
squeeze  on  new  hiring.  - 
Globalization  is  exerting 
an  even  greater  drag  on  hiring  in  this  recovery.  Thanks 
to  cheap  communication  lines  and  technological 
advances,  U.S.  companies  can  tap  foreign  workers  to 
perform  more  jobs  in  the  service  sector,  which  had  been 
the  main  engine  of  job  growth  in  past  recoveries. 

To  be  sure,  the  American  job  machine  is  not  broken.  It 
is  a  cinch  that,  at  the  current  pace  of  economic  growth, 
payrolls  will  be  rising  faster  by  the  end  of  the  year  than 
they  did  at  the  beginning.  But  it's  also  certain  that  a 
return  to  rapid  job  growth  will  take  a  while.  ■ 
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Lula:  Battling  His  Way  Toward  Growth 


BRAZIL'S  left-leaning  President,  Luiz 
Inacio  Lula  da  Silva,  promised  a 
"spectacle  of  growth"  to  voters  when 
he  took  office  on  Jan.  1, 2003.  Instead, 
the  economy  contracted  by  0.2%  in 
his  first  year  in  office. 

Recent  data  on  industrial  and  retail 
activity  suggest  better  numbers  this 
year.  High  commodity  prices  are 
boosting  exports,  while  low  U.S.  and 
European  interest  rates  are 
encouraging  investors 
to  put  money  in 
Brazilian  bonds.  But  a 
government  think 
tank  recently  reduced 
its  growth  forecast 
from  3.6%  to  3.4%. 

Discontent  among 
politicians  and 
business  leaders  may 
have  prompted  the 
central  bank  to  cut  its 
basic  interest  rate  by 
25  basis  points  to 


TIGHT  MONETARY  POLICY 

HAS  SLOWED  INFLATION 


PEfcCENT  CHANGE  FROM  A  YEAR  AGO 
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16.25%  on  Mar.  17  The  cut  was  the 
first  this  year.  Last  year,  the  bank 
raised  the  base  rate  during  the  first 
months  of  Lula's  term,  helping  to 
calm  investors  and  stabilize  the 
currency.  It  then  began  reducing  the 
rate  from  a  high  of  26.5%. 

But  the  bank  had  to  interrupt  its 
downward  path  when  inflation— the 
longtime  scourge  of  Brazil's 
economy— showed  signs  of  picking 
up.  Although  inflation 
has  slowed  (chart), 
talk  inside  the 
government  on 
whether  the  bank 
should  stick  to  its 
inflation  target  of 
5-5%  or  allow  a  rate 
closer  to  8%  (the 
upper  limit  of  its 
target  band)  has 
caused  jitters  in 
financial  markets. 
So  has  a  political 
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scandal  that  refuses  to  go  away.  A 
close  aide  to  Jose  Dirceu,  Lula's  chief 
of  staff  and  political  fixer,  was  fired 
last  month  after  the  discovery  of 
videotapes  that  showed  him 
demanding  bribes  and  funding  for 
Lula's  Workers  Party  during  the  2002 
campaign.  More  recent  allegations 
put  an  associate  of  that  aide,  with 
links  to  Finance  Minister  Antonio 
Palocci,  at  the  center  of  more 
corruption.  Lula  has  defended  his 
ministers  and  their  policies,  but 
morale  in  the  government  is  low. 

Lula  has  won  praise  for  sticking  to 
the  previous  administration's  tight 
fiscal  policies.  And  recent  initiatives 
are  trying  to  encourage  joint  public- 
and  private-sector  investment  in 
much-needed  infrastructure.  But 
analysts  and  investors  are  wondering 
when  Lula's  government  will 
generate  bigger  ideas  of  its  own  to 
jump -start  the  economy.  ■ 

-By Jonathan  Wheatley  in  Sao  Paulo 
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If  the  EU  ruling  against  the  software 
giant  is  upheld,  it  could  force  changes 
in  the  way  Microsoft  does  business 


SO  IN  THIS  SECTION: 

,  Are  the  GDP  numbers 
'  being  overstated? 


A  little  less  bloat 
in  executive  pay 


AOL:  Handicapping 
Parsons'  next  move 


Sikorsky's  new 
helicopter  skirmish 


OR  14  YEARS,  ONE  REGULATOR 
or  another  has  chased  after  Mi- 
crosoft— mostly  unsuccessfully. 
In  1990,  the  Federal  Trade 
Commission  launched  an  in- 
vestigation into  a  long  list  of  al- 

legedly    predatory    practices. 

The  probe  was  dropped.  In  1998,  the  Justice 
Dept.  tried  to  prevent  Microsoft  from  using 
its  Windows  monopoly  to  corner  the 
emerging  Web  browser  market.  Microsoft 
fought  back  and  got  only  a  slap  on  the  wrist. 
Now  European  regulators  are  taking  their 
shot  at  restraining  the  software  giant.  Mi- 
crosoft is  fighting  back  again,  but  there's  a 
reasonable  chance  that  regulators  will  at 
last  help  rivals  compete  with  Goliath  on  a 
more  equal  footing. 

In  its  Mar.  24  ruling,  the  European  Union 
labeled  Microsoft  Corp.  an  abusive  monopo- 
list and  issued  a  sweeping  set  of  penalties. 
The  company  will  have  to  offer  computer 
makers  in  Europe  two  versions  of  its  mo- 
nopoly Windows  operating  system:   one 
with  Windows  Media  Player,  which  lets 
users  watch  videos  and  hear  music,  and  one 
without.  The  EU  also  ruled  that  Microsoft 
must  share  technical  information  with  rivals 
that  will  help  their  server  software  work  bet- 
ter with  Windows.  And  the  commission 
slapped  Microsoft  with  the  biggest  fine  it  has 
ever  levied— $613  million.  "We  are  simply 
ensuring  that  anyone  who  develops  new 
software  has  a  fair  opportunity  to  compete  in 
the  marketplace,"  says  Mario  Monti,  compe- 
tition commissioner  for  the  EU. 

TARGET:  BUNDLING 

THE  RULING  STRIKES  at  the  heart  of  Mi- 
crosoft's strategy.  For  more  than  a  decade,  it 
has  bundled  new  features  into  Windows,  giv- 
ing customers  reasons  to  upgrade— and  of- 
ten trouncing  rivals  in  the  process.  But  in 
finding  that  Microsoft  has  illegally  leveraged 
the  power  of  its  Windows  monopoly  to  de- 
stroy its  competition,  the  EU  is  trying  to  do 
more  than  just  punish  Microsoft  for  past 
transgressions.  If  the  ruling  is  upheld,  it 
could  seriously  limit  Microsoft's  ability  to 
add  features  to  its  software  in  the  future.  It 
also  offers  the  potential  of  far  faster  relief  for 
rivals  who  feel  they've  been  wronged. 

Although  the  ruling  officially  applies  only 
to  Europe,  its  impact  is  expected  to  be  felt 
worldwide.  "As  far  as  the  eye  can  see,  Mi- 
crosoft is  going  to  be  challenged  by  competi- 
tors and  by  governments  anytime  it  wants  to 
add  something  to  Windows,"  says  Michael 
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A.  Cusumano,  a  professor  at  Massachu- 
setts Institute  of  Technology's  Sloan 
School  of  Management. 

Microsoft  wasted  no  time  dismissing 
the  decision  as  overreaching  on  the  part 
of  Monti.  "We  believe  that  even'  company 
should  be  able  to  improve  its  products  to 
meet  the  needs  of  consumers,"  says  CEO 
Steven  A.  Ballmer.  What's  more,  Ballmer 
calls  the  standards  set  by  the  2002  settle- 
ment in  the  U.S.  antitrust  case  "guiding 
principles."  He  says  Microsoft  doesn't 
plan  to  reconsider  its  future  product  de- 
sign or  bundling  plans. 

The  company  will  appeal  the  ruling, 
and  it  plans  to  seek  a  stay  of  some,  if  not 
all,  of  the  penalties.  It  argues  that  EU  law 
only  empowers  the  Commission  to  ad- 
dress "contractual  tying,"  not  the  sort  of 
technical  bundling  of  products  the  com- 
pany does.  And  it  will  argue  that  illegal 
tying  exists  only  if  it's  inconsistent 
with  commercial  norms, 
which  isn't  the  case  here 
since  every  other  operat- 
ing system  includes  a 
media  player. 

Microsoft  faces  hurdles 
in  court.  There  isn't  a  lot 
of  legal  precedent,  but  to 
the  extent  it  exists,  it 
tends  to  favor  Monti  in 
the  area  of  tying.  For  in-  ^^^^^"^ 
stance,  in  a  1994  case  in- 
volving construction  products  maker 
Hilti  Corp.,  the  European  Court  of  Jus- 
tice—the  highest  court  on  the  Conti- 
nent—upheld a  lower  court  ruling  that 
the  company  could  not  force  customers 
who  bought  its  market-dominant  nail 
guns  to  also  buy  nails.  But  in  the  area  of 
interoperability,  available  legal  precedent 
tends  to  favor  Microsoft.  In  a  2002  case 
involving  Intercontinental  Marketing 
Services  Health  Inc..  the  Court  of  First  In- 
stance held  that  dominant  companies  can 
refuse  to  license  their  intellectual  proper- 
ty to  rivals.  That  may  give  Microsoft 
grounds  for  objecting  to  rules  that  force  it 
to  share  proprietary  interface  information 
with  others. 
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Precedent 
favors  Monti 
in  bundling 
and  Microsoft 
in  info  sharing 


For  the  time  being, 
there  are  more  questions 
than  answers,  but  that  un- 
certainty itself  threatens  to 
put  Microsoft's  software 
development  strategy  in 
doubt.  For  starters,  Mi- 
crosoft has  to  gin  up  a  ver- 
sion ofWindows  without  a 
media  player  within  90 
days.  Computer  makers 
can  decide  if  they  want  to  buy  Windows- 
lite  and  include  digital  media  technology 
from  a  Microsoft  rival,  such  as  RealNet- 
works or  Apple  Computer.  But  since  Mi- 
crosoft can  charge  the  same  for  both  prod- 
ucts, if  s  unlikely  that  the  media-playerless 
version  will  appeal  to  PC  makers.  RealNet- 
works is  considering  offering  computer 
makers  that  ship  PCs  with  its  media  player 
exclusively  the  ability  to  offer  free  limited 
subscriptions  for  such  products  as  its 
Rhapsody  online  music  service. 

The  ruling  could  start  to  have  more  im- 
pact as  soon  as  next  year.  That's  when  Mi- 
crosoft is  considering  releasing  an  inter- 
mediate update  of  Windows  that  may 
include  the  ability  to  search  the  Web  di- 


The  Threat  to  Microsoft 


rectly  from  the  main  Windows  screerf3 
That  could  put  search  rivals  such  a|n 
Google  Inc.  at  a  disadvantage  since  PC e 
don't  ship  with  its  service  displayed  u* 
Windows.  Google  says  it  doesn't  plan  v  ^ 
try  to  block  Microsoft  in  court,  but  th  \ 
ruling  may  give  Microsoft  pause  anyway*1 


APPOINTING  A  PAROLE  OFFICER 

THOSE  ISSUES  COMPOUND  with  Long] 
horn,  the  next  major  version  ofWindows 
expected  in  2006  or  2007  Microsoft  hai 
talked  about  including  everything  fron] 
Internet  search  to  speech-recognition 
software.  If  rivals  complain  to  the  EU. 
might  try  to  prevent  some  of  the  plannecp^c 
bundling.  That  could  force  Microsoft  t 
rethink  its  design  plans  for  Longhorn 
which  could  delay  the  product.  Microsoft]  "kac 
however,  says  it  has  reviewed  Longhorn  *  w 
bundling  plans  with  its  developers  and  IS  ir 
lawyers  and  believes  they're  legal. 

Meanwhile,  Microsoft's  competitor 
can't  wait  to  take  advantage  of  Monti's) 
ruling  on  sharing  technical  information.! 
Right  now,  Microsoft's  desktop  and  serv-l 
er  software  packages  communicate  with] 
one  another  in  a  private  language.  "Wej 
have  been  excluded  so  far,"  says  Matthew 
J.  Szulik,  CEO  of  Linux  software  distribu- 
tor Red  Hat  Inc.  He  hopes  the  ruling 


how  the  European 
Union's  decision 
could  hamper 
the  software  giant: 


BUNDLING 

Microsoft  continually  adds  features  to  Windows.  It's 
possible  that  competitors  will  use  the  ruling  to  prevent 
Microsoft  from  adding  things  and  exercising  its 
monopoly  power  to  grab  share  in  their  markets.  If 
Windows  lacks  jazzy  new  features,  Microsoft's  customers    j 
might  not  feel  compelled  to  upgrade  as  often. 


I 


INFORMATION  SHARING 

Microsoft  puts  technology  into  its  software  for  PCsi 
handhelds.  and  servers  that  smoothes  interactions i 
among  them.  The  EU  ruling  forces  Microsoft  to  dis<; 
these  "secret  handshakes"  among  its  products,  writ 
should  allow  server-software  makers  such  as  Sun  ! 
Microsystems  and  IBM  to  compete  more  effectively 
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UlMERThe  CEO  will  give  rivals  what 

lys  Microsoft  they  need  to  smooth 

jesn't  plan  to  their   interactions 

consider  its  ^^  windows, 
-oduct  design  or        To  make  ^  ^ 

jndlmg  plans  ,   ,,     .. . 

^^  r  work,  Monti  is  creat- 

ing another  prece- 
mt:  a  Monitoring  Trustee.  Much  as  fed- 
al  Judge  Harold  H.  Greene  oversaw  the 
reakup  of  AT&T  a  quarter- century  ago, 
[onti  will  appoint  a  trustee  to  handle 
ersight  of  Microsoft's  compliance.  The 
ea  is  to  keep  up  the  pressure  on  Mi- 
osoft  so  it  can't  sidestep  the  penalties  by 
)gging  the  Commission  down  in  bu- 
aucratic  and  technical  wrangling. 
While  there's  a  long  way  to  go  in  this 
ise,  it's  fundamentally  different  from 
hat  Microsoft  faced  in  the  U.S.  because 
J  regulators  have  more  authority  than 
leir  U.S.  counterparts.  They  get  to  make 
initial  determination  of  liability  and 
lropose  a  remedy  without  going  to  court. 
i  fo  forestall  future  anticompetitive  behav- 
i  pr,  they  have  the  authority  to  quickly  in- 
!  pstigate  and  bring  new  charges  against 
|  ,licrosoft  if  new  complaints  arise.  In  ad- 
ition,  because  the  ruling  contains  find- 
pgs  about  Microsoft's  market  domi- 
fance  and  tactics  that  rivals  can  use  to 
uild  future  cases,  "new  cases  will  be 
iuch  easier  because  the  law  has  already 
een  decided,"  says  New  York  University 
chool  of  Law  antitrust  professor  Eleanor 
A.  Fox.  That  could  put  an  end  to  the  cycle 
hat  unnerves  foes  who  land  in  Mi- 
rosofVs  crosshairs:  endless  legal  skir- 
lishes  that  delay  rulings  until  long  after 
licrosoft  has  used  its  monopoly  power  to 
ummel  them  in  the  marketplace. 

It's  still  too  early  to  say  if  the  ruling  will 
ubstantially  alter  Microsoft's  conduct.  Ri- 
als were  jubilant  four  years  ago  when 
J.S.  District  Judge  Thomas  Penfield  Jack- 
on  ruled  Microsoft  a  monopolist  and  or- 
lered  the  company  split  in  two.  Microsoft 
nanaged  to  escape  that  fate,  and  it  clear- 
y  expects  to  do  the  same  here.  But  one 
'hing's  for  certain:  The  Old  World  has  im- 
)osed  a  new  world  order  that  could  make 
Microsoft  mighty  uncomfortable.  ■ 

-By Jay  Greene  in  Seattle, 

Andy  Reinhardt  in  Brussels,  and 

Mike  France  in  New  York 

T-GENERATION  INTEGRATION 

soft's  next  wave  of  desktop  and  server 
cts,  code-named  Longhorn,  is  seen  by  rivals 
andora's  Box  of  bundling.  After  the  ruling, 
soft  may  have  to  rethink  the  way  it  designs 
products,  weakening  its  ability  to  push  into 
larkets  and  delaying  Longhorn's  arrival. 
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He  Holds  Microsoft's 
Fate  in  His  Hands 


He's  a  giant  of  European 
jurisprudence,  but  Bo 
Vesterdorf  is  hardly  a 
household  name.  The  59- 
year-old  Danish  judge  helped 
found  Europe's  second-highest  judicial 
body,  known  as  the  Court  of  First  Instance, 
in  1989.  For  the  past  six  years,  he  has  been 
president  of  the  tribunal,  which  hears  initial 
appeals  of  European  Commission  rulings. 
But  the  only  Americans  who  know  anything 
about  Vesterdorf  are 
globe-trotting 
international  lawyers. 

Now  he  is  going  to  be 
in  the  limelight  as  never 
before.  By  June,  software 
giant  Microsoft  Corp.  will 
appeal  the  European 
Commission's  Mar.  24 
ruling  that  it  has  behaved 
as  an  abusive 
monopolist.  As  the  chief 
judge  of  the  Court  of  First 
Instance,  Vesterdorf  will 
wield  enormous 
influence.  He  and  he 
alone  will  decide  whether 
to  grant  Microsoft  a  stay 
of  some  or  all  of  the  EC's 
proposed  remedies-a 
ruling  that  could 
potentially  take  a  lot  of 
pressure  off  the  company.  He  will 
determine  if  Microsoft  should  receive  an 
expedited  appeal.  And  he  will  choose  which 
of  the  court's  five  chambers,  each  made  up 
of  three  to  five  judges,  will  handle  the 
controversial  case-a  determination  that 
could  tilt  the  outcome.  It  is  no  exaggeration 
to  say  that  Microsoft's  legal  fate  now  lies 
largely  in  his  hands. 

Neither  Vesterdorf  nor  the  other  judges 
on  the  panel  he  leads  are  fainthearted. 
During  a  five-month  period  in  2002,  the 
Court  of  First  Instance  dealt  three  stinging 
reversals  to  Mario  Monti-in  each  case 
approving  mergers  the  European 
competition  czar  had  rejected.  The 
Luxembourg-based  judges  ruled  that 
Monti's  staff  had  made  its  decisions  based 
on  sloppy  economic  analysis  and  had  even 
failed  to  adequately  respect  the  rights  of 


defendants.  "This  is  no  longer  a  court  that 
defers  to  the  European  Commission.  In  the 
last  two  years,  the  commission  has  lost  a 
lot  of  cases,"  says  Microsoft  general 
counsel  Bradford  L.  Smith. 

But  if  these  omens  seem  like  a  beacon 
of  hope  for  Gates  &  Co.,  they  had  best 
check  their  optimism.  Those  humiliating 
reversals  sent  Monti  into  a  frenzy  of 
housecleaning— precisely  to  preclude  a 
similar  setback  in  the  Microsoft  case.  The 
matters  overturned  by 
the  court  were  filed 
during  the  high  of  the 
late-1990s  economic 
boom,  when  a  wave  of 
mergers  tripled  the  EC's 
merger-review  caseload 
and  taxed  its  staff.  Monti 
has  since  beefed  up  his 
staff  and  instigated 
tough  new  procedures  to 
vet  cases  more  carefully. 
He  also  added  a  chief 
economist  to  deepen  his 
agency's  market  analysis 
and  set  up  "devil's 
advocate"  panels  to  test 
the  logic  of  each 
decision. 

Plus,  the  high-profile 
reversals  concerned 
mergers  rather  than  the 
predatory  conduct  of  monopolists.  So  it  is 
unclear  whether  they  presage  trouble  for 
the  EC's  decision.  Vesterdorf 's  court  has 
upheld  several  high-profile  EC  competition 
rulings  this  year.  And  the  judge  has  hinted 
in  public  comments  that  he  looks  askance 
at  granting  companies  emergency  stays  of 
the  Commission's  competition  rulings. 

There's  one  wrinkle  ahead:  Vesterdorf 's 
term  ends  in  August,  and  he  must  be 
renominated  by  the  Danish  government 
and  then  be  reelected  president  by  a  court 
that  will  grow  from  15  to  25  members  on 
May  1,  when  the  European  Union 
undergoes  a  major  expansion.  Still, 
Vesterdorf  is  widely  expected  to  return— 
and  he's  likely  to  play  just  as  big  a  role  in 
Microsoft's  near  future  as  Mario  Monti  has 
in  its  recent  past. 

-By  Andy  Reinhardt  in  Paris 
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BY  RICHARD  S.  DUNHAM 


A  Question  of  Credibility 

Will  Richard  Clarke's  revelations  do  much  damage  to  Bush? 


p 


THE  HEADLINES  sent  Demo- 
cratic hearts  racing:  Former 
White  House  counterterrorism 
chief  accuses  the  President  of 
brushing  off  dire  warnings  of 
an  imminent  al  Qaeda  threat  before  Sep- 
tember 11,  then  fixating  on  punishing 
Iraqi  strongman  Saddam  Hussein  even 
though  no  proof  existed  that  he  was  in- 
volved in  the  terrorist  attacks. 

This  is  explosive  stuff  in  an  election  year, 
and  critics  of  the  White  House  wasted  no 
time  arguing  that  the  allegations  by  former 
official  Richard  Clarke  were  yet  more  evi- 
dence that  the  Bush  Administration  habitu- 
ally bends  the  truth  for  political  gain.  After 
all,  they  charge,  the  Presidenf  s  minions  lied 
about  Iraq  having  weapons  of  mass  de- 
struction, misled  Congress  about  the  soar- 
ing cost  of  the  Medicare  prescription-drug 
bill,  and  continue  to  mislead  Americans  by 
issuing  wildly  optimistic  economic  predic- 
tions that  insist  three  rounds  of  tax-cutting 
will  restore  the  nearly  2  million-plus  jobs 
lost  during  George  W.  Bush's  tenure. 
No  question,  the  President  is  taking  some  direct  hits,  but 
Democrats  won't  necessarily  capitalize  on  them.  With  the  elec- 
torate deeply  divided  along  partisan  lines,  early  indications  are 
that  Clarke's  damning  charges— detailed  in  his  new  book 
Against  All  Enemies  and  in  congressional  testimony  on  Mar. 
24— are  changing  relatively  few  minds.  A  Mar.  19-21 
Ipsos/Associated  Press  poll,  completed  during  the  Clarke  media 
storm,  found  that  voters,  by  45%  to  40%,  thought  Bush  was 
more  honest  than  Democratic  challenger  John  Kerry— who  has 
been  on  the  receiving  end  of  a  Bush  TV  blitzkrieg  depicting  him 
as  a  congenital  ffip-fbpper.  The  Clarke  flap  "reinforces  the  views 
of  both  sides,"  says  independent  pollster  John  Zogby.  "The  Bush 
haters  will  say.  This  is  why  I  hate  Bush,'  and  the  Bush  lovers  will 
is  why  I  hate  the  Bush  haters.' " 
itely,  history— not  election-year  spin— will  be  the  judge 
or  I  .  Titration's  pre-September  11  readiness  and  its  post- 

Sep  i  reaction.  It  will  be  years  before  all  of  the  memoirs 

are  writ.  nd  the  top-secret  communications  unsealed.  The 
more  immediate  concern  for  Bush  and  Kerry,  of  course,  is  the 
vote  in  November.  While  polls  measuring  either  candidates' 


CLARKE  In 
the  GOP's 
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LOSING  FAITH 


Q:  Is  the  President  honest  and  trustworthy? 

PERCENT 


JULY. '02  DEC, '02  SEPT.. '03  FEB., '04  MAR., '04 

Based  on  surveys  of  1.003  to  1.512  adults,  with  margins  of  error  of  +/-Z5  to  3  percentage  points. 
Data:  ABC  News/Washington  Post  polls 

honesty  did  not  budge  much  in  the  week  that  Clarke  went  pub-  P 
he  with  his  revelations,  that  could  change  in  the  wake  of  his  tes-  p 
timony  before  the  congressional  commission  investigating  the  P 
September  11  attacks. 

That's  why  the  White  House  has  been  so  aggressive  about 
calling  into  question  Clarke's  motives  and  the  timing  of  the  re-  P 
lease  of  his  book.  Indeed,  trying  to  tear  down  the  30-year  civil  p 
servant's  reputation  has  become  Job  One  for  many  Adminis-  r 
tration  bigs,  from  Vice-President  Dick  Cheney  on  down.  "If  you  R 
left  what  [Clarke]  said  to  stand,  it  might  contribute  to  a  credi-  r 
bility  problem,"  says  Republican  strategist  Charles  R.  Black. 
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iut  since  we're  engaging  on  the  issue, 
id  pointing  out  what  the  President  did 
•out  terrorism  from  the  day  he  took  of- 
e,  it's  not  going  to  be  much  of  an  issue 
r  next  week." 

Maybe.  But  taking  on  Clarke  carries 
;  own  risks.  Far  from  being  "out  of  the 
op,"  as  Cheney  charged,  Clarke  was 
ked  by  National  Security  Adviser  Con- 
)leezza  Rice  to  run  a  key  meeting  in  the 
Tiite  House  Situation  Room  on  Sep- 
mber  11,  even  as  Cheney  and  Rice  hus- 
>d  to  their  bunker.  And  some  Republi- 
in  operatives  privately  admit  that  the 
*ly  portrait  of  Clarke  as  a  disloyal 
andstander  is  being  embellished  to 
ore  political  points.  While  noting  that 
arke  clearly  wants  to  sell  books  and 
e  controversy  can't  hurt,  a  former 
ush  adviser  calls  the  former  counter- 
rrorism  chief  "a  capable  guy." 
What's  more,  allegations  of  White 
ouse  dissembling  since  the  run-up  to 
ar  with  Iraq  have  taken  a  toll  on  Bush's 
ice-solid  image  as  the  refreshing  anti- 
3te  to  previous  Presidential  prevarica- 
Dn.  The  percentage  of  Americans  who 
;lieve  that  the  President  is  honest  and 
ustworthy  has  slipped  from  71%  in 
lly,  2002,  to  54%  in  March,  according 

ABC  News/  Washington  Post  polls. 

rle  was  the  straight-shooter  out  of 

xas,"  says  pollster  Thomas  H.  Riehle, 

resident  of  Ipsos  U.S.  Public  Affairs. 

Not  anymore." 

That  doesn't  mean  the  Dems  can  cel- 
irate  yet.  While  the  Clarke  revelations 
mid  still  come  back  to  haunt  the  Ad- 
linistration,  few  voters  seem  swayed  so 
ir.  Polls  show  that  the  President's  repu- 
"ition  for  honesty  actually  inched  up  in 
icent  weeks— likely  the  result  of  pro- 
ush  TV  spots  in  18  battleground  states. 
The  problem  is,  if  even  a  small  slice  of 
le  public  takes  Bush's  recent  critics  to 
eart,  the  President  could  lose  the  sup- 
ort  of  key  swing  voters.  Among  those 
oters,  says  Riehle,  single  men  find  Kerry 
lore  credible,  married  white  women 
■ust  Bush  more,  and  suburbanites  split 
ight  down  the  middle.  The  voters  who 
ill  decide  the  election,  says  Riehle,  are 
le  20%  of  Americans  who  are  "delight- 
d  we  went  into  Iraq  but  are  sure  he  is  a 
ar."  In  other  words,  Bush's  perceived 
bs  may  be  less  important  in  the  end 
lan  his  agenda. 

In  a  50/50  nation,  Democrats  think 
hey  can  create  enough  doubt  about 
lush's  credibility  to  tip  the  balance  their 
vay.  But  as  Bill  Clinton  proved,  if  s  not  a 
potless  reputation  for  integrity  that 
rins  elections— it's  results.  ■ 

-With  Stan  Crock  in  Washington 


U.S.  ECONOMY 


GDP  GROWTH:  ARE  THE 
NUMBERS  TOO  ROSY? 

Forget  faulty  jobs  data.  An  overstated  GDP 
may  help  explain  the  economic  reality  gap 


HE  ECONOMIC  STATIS- 
tics  collected  by  the  U.S. 
government  are  probably 
as  honest  and  accurate  as 
any  in  the  world.  Perfect, 
though,  they're  not.  Col- 
lecting data  about  the 
American  economy  is  a  boundless  chal- 
lenge on  a  limited  budget.  And  it's  even 
harder  in  periods  of  dramatic  change- 
like  today. 

Take  the  puzzling  case  of  stagnant  hir- 
ing. Economists  have  been  scrubbing  the 
Labor  Dept.'s  employment 
surveys  to  account  for  the 
gap  between  strong  report- 
ed growth  in  gross  domestic 
product  and  the  anemic 
6l,000-a-month  pace  of 
payroll  job  creation  since 
August.  But  they've  been 
looking  in  the  wrong  place: 
There's  fresh  evidence  that 
GDP,  the  most  closely 
watched  economic  statistic, 
may  be  overstated— and 
that  lackluster  job 
prospects  may  present  a 


THE  STAT 


0% 

Official  estimate 
of  growth  in  U.S. 
purchases  of 
services  from 
abroad  in  2003 

Data:  Commerce  Dept  .Feb  27  report 


truer  picture  of  whaf  s  happening  now 
than  the  strong  growth  number. 

That  evidence  is  popping  up  in  sever- 
al measures,  including  income  and 
manufactured  imports.  But  the  most  in- 
triguing is  summed  up  in  one  figure. 
From  2002  to  2003,  U.S.  imports  of 
services  from  abroad,  adjusted  for  infla- 
tion, didn't  grow  at  all— a  nice,  round 
0%  change.  That  comes  after  only  1.4% 
reported  growth  in  2002.  That  seems 
implausible.  Take  one  key  component  of 
service  imports:  U.S.  companies'  trans- 
fers abroad  of  a  range  of 
service  work,  including 
computer  programming, 
customer  support,  tax-re- 
turn preparation,  and  re- 
search and  development. 

While  still  small,  such 
"offshoring"  is  rapidly 
growing.  Yet  it's  not  fully 
accounted  for  in  govern- 
ment statistics— an  over- 
looked case  of  the  govern- 
ment getting  the  numbers 
wrong.  Just  one  example: 
The  Commerce  Dept.  re- 
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ports  that  Americans  paid 
just  $209  million  in  2002  to 
unaffiliated  companies  in 
India  for  business,  profes- 
sional, and  technical  servic- 
es. But  five  big  Indian  tech- 
service  companies— Tata 
Consultancy  Services,  Info- 
sys  Technologies,  Wipro 
Technologies,  Satyam  Com- 
puter Services,  and  HCL 
Technologies— report  that 
their  sales  to  North  America 
that  year  were  around  $2.4 
billion.  Presumably  not 
much  of  that  came  from 
Canada  or  Mexico. 

In  national  accounts,  im- 
ports reduce  GDP.  So  if  serv- 
ice-sector imports  are  un- 
dercounted,  GDP  growth  is 
probably  overstated.  That, 
in  turn,  could  explain  part  of  the  gap  be- 
tween reported  GDP  growth  and  the 
much  weaker  gains  in  payrolls. 

By  themselves,  service  imports  are  a 
small  portion  of  the  economy.  At  most,  any 
error  on  service  imports  would  only  add  a 
tenth  of  a  percentage  point  or  so  to  GDP 
growth.  But  signs  of  a  mismeasurement  in 
that  category  give  reason  to  think  that 
broader  miscalculations  could  have  over- 
stated recent  GDP  growth  by  as  much  as  a 
full  percentage  point  a  year.  That's  mean- 
ingful: A  difference  of  one  percentage 
point  in  GDP  growth  equals  about  60,000 
jobs  a  month. 

Where  would  the  bigger  gap  arise? 
Goldman,  Sachs  &  Co.  economist  Jan 
Hatzius  worries  that 
goods  imports— 

which  outweigh  serv- 
ice imports  by  a  factor 
of  five— are  also  un- 
derestimated. The  of- 
ficial numbers  say  that 
strong  U.S.  demand  is 
being  satisfied  by  a 
surge  in  domestic 
goods  production— 
up  8%  after  inflation 
over  the  past  year.  But 
that's  far  higher  than 
the  1.4%  increase  in 
the  Federal  Reserve's 
measure  of  industrial 
production.  Normally, 
Hatzius  notes,  the  two 
numbers  track  each 
other  more  closely. 

Rapid  structural  shifts  in  the  domestic 
economy  may  be  making  growth  esti- 
mates seriously  unreliable,  just  as  they 
were  in  the  mid-1990s.  Then,  the  official 
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THE  GDP  DISCONNECT 


Gross  domestic  product  is  usually 

close  to  gross  domestic  income.  But 

lately  GDP  has  zoomed  ahead. 
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government  figures  failed  to  pick  up  the 
information  revolution  and  accelerating 
productivity:  First  reports  said  produc- 
tivity grew  0.7%  in  1996,  a  figure  that 
was  later  revised  up  to  2.5%.  Back  then, 
the  most  accurate  growth  gauge  came 
from  wage  and  profit  data.  By  noting  a 
big  profits  jump,  Fed  Chairman  Alan 
Greenspan  and  others  spotted  the  pro- 
ductivity boom  before  it  showed  up  in 
the  GDP  data. 

PALTRY-TO-ZERO  GROWTH 

NOW  THE  REVERSE  maybe  happening. 
Gross  domestic  income  (GDI)— the  sum 
of  wage,  profits,  and  other  income— has 
been  growing  more  slowly  than  GDP, 
even  though  the  two 
in  theory  should  be 
equal.  Adjusted  for 
inflation,  the  income 
measure  rose  just 
2.6%  from  the  third 
quarter  of  2002 
through  last  year's 
third  quarter,  vs. 
3.6%  for  GDP,  accord- 
ing to  figures  released 
Feb.  27. 

The  statisticians 
insist  that  GDP  is  usu- 
ally more  accurate 
than  GDI.  J.  Steven 
Landefeld,  director  of 
the  Commerce  Dept.'s 
Bureau  of  Economic 
Analysis,  says  he  sees 
no  evidence  of  a  big  overcount  of  GDP  or 
undercount  of  service  imports.  BEA 
economists '  c?ntend  that  the  falloff  in 
Americans'  ov£seSiS  travel— which  also 
gets  counted  as  a  service  import— ac- 


D ELL  FACTORY 

Goods  production 
may  have  been 
overestimated 


counts  for  the  pal- 
try-to-zero growth 
in  the  category 
since  2001.  "We 
have  the  best  sur- 
vey in  the  world"  on  services  trade,  Lan 
defeld  says. 

But  it  could  be  better.  Take  publishei  ~- : 
figures  for  things  like  overseas  call  center;  BrioHf 
and  programming  work.  They're  mostl) 
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based  on  a  survey  done  in  2002,  adjustec  \W 
upward  for  2003  based  on  trends  of  tht 
past  three  to  five  years.  This  approacl 
falls  short  when  economic  patterns  art 
sliifring  rapidly.  Also,  to  save  money  ana  to 
limit  the  paperwork  burden  on  compa- 
nies, Commerce  collects  detailed  infor 
mation  only  from  companies  that  buy  at 
least  $1  million  worth  of  a  particular  serv-|& 
ice,  such  as  programming.  But  that  miss- 
es lots  of  contracts,  especially  now  that 
small  business  is  climbing  on  the  out- 
sourcing bandwagon. 

Lags  between  evolving  business 
trends  and  the  data  aren't  uncommon. 
"Anytime  you  have  rapid  change  in  the 
economy,  you're  likely  to  miss  a  bit 
more,"  Landefeld  says.  Acknowledging 
that  there's  room  for  improvement,  BEA 
this  year  began  collecting  more  data  on 
services  trade  in  quarterly,  rather  than 
annual,  surveys. 

Later  revisions  may  bring  the  jobs  and 
GDP  numbers  closer  together.  But  for 
now,  slow-growing  income  figures  may 
paint  a  more  accurate  picture  of  the 
economy  than  the  zooming  GDP  num- 
bers. The  world  starts  to  make  more 
sense  if  you  allow  for  the  possibility  that 
the  economy  isn't  growing  quite  so  fast 
after  all.  ■ 

-By  Peter  Coy  in  New  York 
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IY  PAULA  DWYER 


Mutual  Funds:  CarpeDiem,  Congress 

The  SEC  can't  restructure  the  industry  by  itself,  and  legislators  are  dawdling 


FOR  THE  PAST  SIX  months,  the 
mutual-fund  industry  has  been 
reeling  from  the  worst  scandal  in 
its  history.  Five  fund  companies 
so  far  have  agreed  to  pay  $1.6 
billion  to  settle  a  smorgasbord  of  charges. 
Many  more  remain  under  a  legal  cloud. 
Even  so,  industry  leaders  meeting  for  their 
annual  confab  in  Palm  Desert,  Calif.,  on 
Mar.  22-24  were  upbeat,  and  with  good 


Congress 


i  reason.  The  threat  of  a  legislative  crackdown  that  seemed  in- 
s  evitable  just  a  few  months  ago  has  lifted.  Unless  lawmakers 
shift  into  overdrive,  the  chances  of  passing  reforms  are  slim  in 
a  year  when  legislating  takes  a  back  seat  to  campaigning. 

Too  bad.  If  Congress  misses  this  chance,  the  drive  to  re- 
structure the  $7  trillion  industry  is  likely  to  fall  far  short  of 
what's  needed.  While  the  Securities  &  Exchange  Commission 
has  enacted  16  new  rules,  some  over  industry  opposition,  there 
is  plenty  more  for  Congress  to  do.  In  some  cases,  lawmakers 
need  to  push  the  SEC  to  go  further  to  protect  investors.  In  oth- 
er areas,  the  agency  needs  authority  that  only  Congress  can 
grant.  And  without  Capitol  Hill's  imprimatur,  new 
SEC  rules  can  be  rolled  back  once  the  taint  of  scan- 
dal is  lifted. 

Unfortunately,  Congress— particularly  the  Sen- 
ate—doesn't seem  to  feel  any  urgency  about  fin- 
ishing the  task  of  fund  reform.  "The  chorus  in 
Washington  is,  'Let  the  SEC  do  it,'"  says  John  P. 
Freeman,  a  University  of  South  Carolina  professor 
of  business  ethics.  That  seems  to  be  the  attitude  of 
Senate  Banking  Committee  Chairman  Richard  C. 
Shelby  (R-Ala.).  Rather  than  move  on  a  bill  that 
passed  the  House  in  a  418-2  landslide,  Shelby  has 
been  holding  hearings— seven  so  far,  with  three  more  sched- 
uled before  he  decides,  sometime  after  mid-April,  whether  to 
act.  Even  a  fellow  GOP  senator  wonders  whether  Shelby  "may 
be  deliberately  running  out  the  clock"  to  appease  campaign 
contributors:  "Most  of  the  money  raised  by  his  committee 
comes  from  Wall  Street." 

Shelby  insists  there's  a  simpler  explanation:  "I'm  just  being 
thorough."  He  also  believes  the  SEC  has  dealt  with  much  of  the 
problem.  Already,  new  SEC  rules  address  two  of  the  worst  prac- 
tices—market timing  and  late  trading— that  let  big  investors  get 
better  prices  than  less-favored  customers.  But  Shelby  says  he 
may  yet  offer  legislation  to  prod  regulators  to  do  more. 


He  should,  because  even  an  emboldened  SEC  tends  to  see  is- 
sues through  an  industry  lens.  It's  not  certain,  for  example,  that 
the  agency  will  require  funds  to  have  independent  chairmen, 
which  would  reduce  conflicts  between  boards  and  the  fund 
companies  that  appoint  them.  Vanguard  Group  and  Fidelity 
Investments  oppose  the  idea— perhaps  because  at  each  family, 
the  fund  management's  chairman  also  chairs  all  the  funds. 
In  the  end,  the  SEC  may  mandate  only  a  lead  independent  di- 
rector. But  that  would  allow  board  chairmen  to  continue  to  sit 
on  both  sides  of  the  table  when  funds  negotiate  fees  with 
their  managers. 

Congress  also  needs  to  stiffen  the  SEC's  spine  on  fee  disclo- 
sures. As  of  May,  the  agency  will  require  semi-annual  state- 
ments to  show  the  cost  of 
a  hypothetical  $1,000  in- 
vestment—rather     than 
what  an  investor  actually 
paid.  "A  hypothetical  in- 
vestment means  absolute- 
ly nothing,"  says  William 
D.  Lutz,  a  Rutgers  Univer- 
sity professor  of  English 
who  rewrites  fund  docu- 
ments in  plain  language. 
Funds  argue  that  it's  a 
waste  of  investors'  money 
to  track  all  the  factors  that  individual  statements 
require,  such  as  customer  trades  between  state- 
neeCLS  {£)  Hilt      ments-  But  even  Shelby  thinks  the  SEC  was  too 

-T_  timiH  in  ciHincr  \xril-h  thf  inHnctrv  and  ncrainct  rwn- 


more  teeth 
into  the 
reform  drive 


timid  in  siding  with  the  industry  and  against  con- 
sumer groups. 

In  other  cases,  only  Congress  can  enact  reform. 
Some  SEC  officials  want  to  ban  "soft  dollars"— sur- 
charges that  funds  pay  when  brokers  execute  stock 
trades.  The  extra  fees  are  rebated  to  the  fund  as 
services,  such  as  research.  The  practice  is  ripe  for 
abuse— but  only  Congress  can  eliminate  it,  because 
it  created  soft  dollars  in  the  first  place. 

The  history  of  soft  dollars  reveals  another  weakness:  Some- 
times the  SEC  backtracks.  In  1986,  a  deregulatory  chairman, 
John  S.R.  Shad,  lifted  restrictions  on  how  funds  could  use  soft 
dollars.  That  opened  the  door  to  abuses,  such  as  brokers  paying 
fund  advisers'  rent  and  cable-TV  bills.  Absent  legislation,  simi- 
lar rollbacks  could  undo  the  rules  the  SEC  is  adopting  today. 

In  2002,  lawmakers  decided  not  to  leave  the  accounting 
cleanup  to  the  SEC— and  enacted  the  Sarbanes-Oxley  corporate 
reform  law.  Now,  only  Congress  can  permanently  force  funds  to 
modernize  their  governance,  disclose  hidden  costs,  and  explain 
policies  in  plain  language.  It  should  get  on  the  stick.  ■ 
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COMPENSATION 


THE  GRAVY  TRAIN 
MAY  BE  DRYING  UP 

Finally,  boards  are  reining  in  executive 
pay  and  tying  it  more  to  performance 


TWO  YEARS  AGO,  BOISE 
Cascade  Corp.'s  CEO, 
George  J.  Harad,  received 
a  large  grant  of  stock  op- 
tions with  no  strings  at- 
tached. A  rising  market, 
regardless  of  his  perform- 
ance, would  make  them  worth  a  tidy  sum. 
But  last  April,  Boise  investors  staged  a 
small  revolt,  with  12%  backing  a  resolu- 
tion to  do  away  with  traditional  stock  op- 
tions. A  few  months  later,  they  got  the 
next  best  thing.  Instead  of  options,  the 
board  decided  that  the  bulk  of  Harad's  $9 
million  2003  pay 
package  would  be 
paid  in  restricted 
stock  that  vests  in 
2006.  But  if  he 
misses  his  cash- 
flow targets,  he 
could  lose  it  all. 
Says  Harad:  "I 
have  the  opportu- 
nity to  make  a  lot 
of  money,  but  only 
if  the  company 
meets  the  goals." 

Across  Corpo- 
rate America, 
boards  are  getting 
the  message.  While 
big  pay  packages 
will  continue  as 
long  as  executives 


tion,"  says  Pearl  Meyer,  a  New  York  pay 
adviser.  "This  is  a  transformation." 

In  2003,  CEOs  got  a  taste  of  the  future. 
Initial  results  indicate  that  the  overall  rise 
in  executive  compensation— the  first  such 
jump  in  three  years— was  modest.  Among 
252  of  the  largest  U.S.  companies  in  the 
Standard  &  Poor's  ExecuComp  database 
that  have  filed  proxies  so  far,  average  CEO 
pay  was  up  5.2%  in  2003,  to  $7.8  million. 
That  tally  includes  salary,  bonus,  and  stock 
as  well  as  gains  from  the  exercise  of  op- 
tions awarded  in  earlier  years.  The  key  rea- 
sons for  the  increase:  Boards  awarded  big- 


defying  pay  packages.  The  highest-pai- 
exec  so  far  for  2003  was  not  even  a  CEC 
Nigel  W.  Morris,  vice-chairman  of  Capit; 
One  Financial  Corp.,  cashed  in  option 
for  a  haul  of  $1473  million.  Among  CEOj 
at  companies  that  have  filed  their  proxie 
so  far,  Steven  P.  Jobs  of  Apple  Compute 
Inc.  comes  out  on  top.  Although  he  can  .. 
collect  until  2006,  Jobs  swapped  2.7  mil 
lion  underwater  options  for  a  restricts 
stock  grant  worth  $74.8  million. 

In  the  future,  though,  such  sky-hig] 
pay  may  become  the  exception.  CEOs  an 
no  longer  being  handed  huge  fistfuls  o 
options,  and  their  current  stockpiles  art  |MEHC 
dwindling.  At  companies  such  as  Alcoa  ^jy 
Verizon  Communications,  and  Sun  Mi  ,»| 
crosystems,  CEOs  saw  option  grants  re 
duced  or  replaced  by  stock.  Mandator) 
option  expensing,  expected  to  start  irl 
2005,  will  keep  pressure  on  boards  to  re  [ 
duce  grants.  "We're  going  to  see  more  re 
ductions  in  CEO  pay,"  says  PepsiCo  Inc| 
CEO  Steven  S.  Reinemund,  who's  girdin§ 
for  his  own  cut  in  2004.  "Expensing  op- 
tions has  caused  everyone  to  focus  on  it. 

The  governance  reforms  of  the  pastL 
three  years  have  also  provided  a  big  pusl 
At  General  Electric  Co.  and  at  IBM.^,. 
which  both  added  independent  directors  G^ 
in  recent  years,  boards  have  performed  ^ 
radical  surgery  to  better  tie  pay  to  per-  m;x 


The  Top  Five  CEO  Paydays— So  Far 


STEVEN  P.  JOBS* 

Apple  Computer 

$74. 8  MILLION 


GEORGE  DAVID 

United  Technologies 

$70.5  MILLION 


HENRY  R.SILVERMAN 

Cendant 


$54.4 


MILLION 


SANFORDI.WEILL* 

Citigroup 

$54.1  MILLION 


RICHARD  FULD* 

Lehman  Brothers 


$52.9 


MILLION 


reaia 

4aim 
id 


Note  2003  pay  Cased  on  preliminary 
Mar  06       ~CE0  until  Oct  1  03 
Data  Company  proxies 


exercise  options 
awarded  years  ago, 
they  will  almost 
certainly  fall  in  coming  years.  A  mix  of 
forces— from  accounting  changes  to  en- 
raged investors— has  prompted  many 
compensation  committees  to  make 
changes  likely  to  keep  future  increases  well 
below  the  double-digit  gains  of  the  1990s. 
Among  the  reforms:  a  closer  link  between 
pay  and  performance.  "This  isn't  a  transi- 


results.  including  salary,  bonus,  stock,  long-tern  i  incentives,  and  option  exercises 
"•Includes  stock  valued  at  $8  million  that  vests  from  06  through  '08 


'  Jobs's  pay  package  consists  of  restncted  stock  that  vests  i 


ger  bonuses  amid  a  surge  in  profits  and 
rising  stocks  allowed  many  CEOs  to  cash 
in  once-worthless  options.  Moreover, 
more  boards  are  paying  CEOs  with  stock 
grants,  which  BusinessWeek  counts  to- 
ward compensation,  rather  than  in  stock 
options,  which  it  does  not. 

Of  course,  there  will  always  be  gravity- 


formance.  GE's  Jeffrey  R.  Immelt  could 
lose  all  250,000  shares  of  stock  GE 
awarded  him  last  year  unless  he  meets 
performance  goals.  And  IBM's  Samuel  J. 
Palmisano  will  get  options,  but  they'll  be 
worthless  until  the  stock  rises  by  10%. 
"Shareholders  have  been  uncomfortable 
with  [traditional]  options,"  says  J.  Ran- 
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5  ill  MacDonald,  IBM's  senior  vice-presi- 

.  ent  for  human  resources.  "We  listened." 

1  But  it's  not  just  boards  with  fresh  blood 

%at  are  making  changes.  At  Procter  & 

amble  Co.,  CEO  Alan  G.  Lafley  must 

le  dw  own  six  times  his  base  salary  in  P&G 

ock    and    hold    shares    he    acquires 

trough  option  exercises  for  a  year.  At  Al- 

>a  Inc.,  the  board  is  reducing  option 

rms  from  10  years  to  6  and  phasing  out 

"reload"  feature  that  replaces  exercised 

*  prions— potentially  reducing  CEO  Alain 

R  P.  Belda's  future  pay. 

0 

OME HOLDOUTS 

NE  REASON  DIRECTORS  might  be  get- 
ng  tougher:  They're  afraid  of  losing 
leir  jobs.  A  Securities  &  Exchange  Com- 
mission plan  would  allow  big  investors  to 
ominate  directors  in  2005  if  this  year 
5%  of  shareholders  withhold  support  for 
nominee.  Proxy  advisers  Institutional 
hareholder  Services  and  Glass  Lewis  & 
'  to.,  Big  Labor,  and  mutual  funds  are  all 
unning  for  such  directors. 

Of  course,  while  most  boards  are  re- 
amping  pay,  some  seem  impervious  to 
eform.  At  SBC  Communications  Inc., 
003  operating  income  was  down  25% 
nd  the  stock  lagged  its  peers.  Yet  CEO 
Edward  E.  Whitacre  Jr.  earned  $19.6  mil- 
on,  including  a  $57  million  bonus  and  a 
7.2  million  stock  grant— a  93%  increase 
ver  2002.  The  company  notes  that  net 
irofit  jumped  50%,  but  that  was  due 
argely  to  accounting  changes.  A 
pokesman  also  adds  that  the  increase 
vas  justified  because  Whitacre  met  all  the 
oard's  goals,  including  targets  for  free 
ash  flow  and  customer  satisfaction. 

At  Apple,  Jobs's  $74.8  million  options- 
br-stock  swap  last  March  came  after  a 
hree-year  stretch  in  which  the  stock 
>lummeted  80%,  and  then  barely  moved. 
Vhafs  more,  Jobs  will  receive  them  in 
006,  regardless  of  performance.  But  Ap- 
ble  notes  he  earns  just  $1  a  year  in  salary 
md  argues  that  only  a  third  of  the  three- 
rear  grant  should  be  counted  in  any  given 
/ear.  Moreover,  compensation  committee 
:hairman  William  V.  Campbell  says  the 
Stock  was  intended  to  keep  Jobs,  who 
saved  Apple  in  the  late  '90s  and  devised 
ts  digital  music  business,  at  the  helm, 
says  Campbell:  "We  did  what  we 
ihought  was  a  good  and  fair  practice." 

There  will  always  be  exceptions,  but 
most  boards  are  making  changes  that  will 
result  in  fewer  riches  for  CEOs.  Is  $7.8 
million  exorbitant?  Probably,  but  in- 
vestors can  take  comfort  in  the  fact  that 
if  s  unlikely  to  get  much  worse.  ■ 
-By  Louis  Lavelle  in  New  York,  with  Diane 
Brady  in  New  York  and  bureau  reports 


EXECUTIVE  SUITE 


A  Dividend  Windfall 
In  the  Corner  Office 


Think  salaries,  bonuses,  options, 
and  stock  grants  are  the  only 
ways  execs  get  paid  these  days? 
Not  quite.  Following  the  White 
House's  move  to  cut  the  tax  on 
dividends  from  35%  to  15%,  many 
companies  have  boosted  payouts  sharply. 
Where  execs  and  directors  have  big 
holdings,  that  means  the  same  folks  who 
voted  in  the  hefty  payouts  will  be  among  the 
largest  beneficiaries.  For  now,  it  looks  like 
the  fattest  checks  will  go  to  the  family  of 
Wal-Mart  Stores  Chairman  S.  Robson 
Walton,  a  son  of  the  founder.  He  and  his  kin 
will  take  home  $878.3  million  in  2004 
dividends.  But  that  could  be  dwarfed  if  MGM 
passes  a  special  one-time  dividend  of  about 
$8  a  share.  Kirk  Kerkorian,  a  director  who 
controls  74%  of  MGM's  shares,  could  reap 


as  much  as  $1.4  billion.  And  thanks  to  the 
tax  cut,  these  folks  get  to  keep  more  of  their 
dividend  windfall  than  before.  Based  on 
current  dividends  and  stockholdings,  here's 
a  look  at  how  much  execs  at  some  big 
dividend-payers  could  take  home  in  2004. 
-By Joseph  Weber,  with  bureau  reports 


Show  Me  the  Dividends 

ANNUALIZED 

DIVIDEND 
AS  OF  1/1/03 

ANNUALIZED 

DIVIDEND 
AS  OF  3/24/04 

SHARES 
HELD* 

ANNUAL 
PAYOUT 

Wal-Mart  Stores 

Chairman  Robson  Walton 

300 

520 

1.7  bil.** 

$878.3  mil. 

Microsoft 

Chairman  William  Gates  III 
CEO  Steven  Ballmer 

0 
0 

160 
160 

1.14  bil. 
411  mil. 

$182.4  mil. 
$65.7  mil. 

Carnival 

CEO  Micky  Arison 

420 

500 

213.8  mil. 

$106.9  mil. 

Nike 

CEO  Philip  Knight 

560 

800 

71.7  mil. 

$57.3  mil. 

Kinder  Morgan 

CEO  Richard  Kinder 

400 

$2.25 

23.9  mil. 

$53.8  mil. 

MBNA  Estate  of 
Chairman  Alfred  Lerner 

280 

480 

86.1  mil. 

$41.3  mil. 

Citigroup 

Director  Roberto  Hernandez 
Chairman  Sanford  Weill 

720 

$1.60 

19.5  mil. 
16.8  mil. 

$31.1  mil. 
$26.8  mil. 

Limited  Brands 

CEO  Leslie  Wexner 

300 

480 

56.2  mil. 

$27  mil. 

Best  Buy 

Chairman  Richard  Schulze 

0 

400 

52.1  mil. 

$20.8  mil. 

Clear  Channel  Comm. 

CEO  Lowry  Mays 

0 

400 

29.3  mil. 

$11.7  mil. 

"All  listings  may  include  shares  held  in  trusts  or  with  family  members 

"Includes  1.68  billion  shares  held  |Ointly  with  other  Waltons.  including  another  director.  John  T.  Walton 

Data:  Professor  Francisco  Perez-Gonzalez.  Standard  &  Poor's,  latest  corporate  filings 
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STRATEGIES 


TIME  TO  OFFLOAD 
AMERICA  ONLINE? 

As  the  feds  start  to  wrap  up  their  probes,  . 
Time  Warner's  Parsons  weighs  his  options 


WAITING  GAME 

Parsons  has 
a  healthy 
balance  sheet 


URING  THE  FIRST  WEEK 
of  April,  Time  Warner 
Inc.  CEO  Richard  D.  Par- 
sons will  pack  up  his  of- 
fice in  Manhattan's  Rock- 
efeller Center  and  move 
north  to  towering  new 
headquarters  near  Central  Park.  But  no 
matter  what  his  locale,  Parsons  can't  es- 
cape one  persistent  question:  What 
should  he  do  with  America  Online? 

After  two  years  at  the  helm,  Parsons 
may  finally  be  closing  in  on  an  answer.  A 
pair  of  federal  probes 
into  AOL's  accounting 
may  be  wrapped  up  later 
this  year,  according  to  a 
source  close  to  the  inves- 
tigations. That  would  lift 
a  cloud  from  the  troubled  online  unit.  So 
the  timing  couldn't  be  better  for  Parsons' 
recent  meetings  with  investment  bankers 
to  explore  his  options:  Seek  a  buyer,  spin 
AOL  off  to  shareholders,  or  continue  mak- 
ing the  best  of  a  flawed  enterprise. 

The  key  question:  What  is  AOL  now 
worth?  Remember,  this  is  a  company  the 
market  valued  at  a  frothy  $170  billion  in 
January,  2000,  just  before  it  announced 
its  merger  with  Time  Warner.  But  in  the 
depths  of  AOL's  accounting  scandal, 
some  analysts  assigned  the  unit  a  zero 
value— or  even  figured  it  was  a  negative, 
pulling  down  Time  Warner's  overall 
market  capitalization.  AOL  has  watched 
helplessly  while  customers  bolted:  It  lost 
5  million  worldwide  subscribers  in 
2003,  dropping  the  total  to  30  million. 
Advertisers  fled  and  revenues  slid  from 
$9  billion  in  2002  to  $8.6  billion 
last  year. 

But  AOL  is  still  making  money  on  its 
two  main  lines  of  business:  Internet  sub- 
scriptions and  Web  ads.  And  it  throws  off 
$1  billion  a  year  in  cash,  one-fifth  of  Time 
Warner's  free  cash  flow.  So  analysts,  in- 
vestment bankers,  and  private  equity  in- 
vestors figure  AOL  could  be  worth  be- 
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tween  $8  billion  and  $12  billion.  Busi- 
nessWeek, using  an  estimate  of  AOL's 
2004  earnings  before  interest,  taxes,  de- 
preciation, and  amortization  (EBITDA), 
calculates  an  equity  value  of  $10.6  billion 
for  the  unit.  Given  AOL's  problems,  a  buy- 
er would  probably  pay  smaller  multiples 
of  EBITDA  for  AOL  than  for  such  com- 
petitors as  EarthLink  and  Yahoo!.  AOL's 
value  is  also  reduced  by  the  $2.3  billion  in 
debt  Time  Warner  assigns  to  the  unit. 

Cashing  out  that  value  isn't  something 
Parsons  can  do  right  now.  As  long  as  the 


m      4tf                    m     '         ^.^M 

What  AOL  Is  Worth 

EXPECTED 

ESTIMATED 

EARNINGS* 

VALUE 

(MILLIONS!          MULTIPLE- 

(BILLIONS) 

SUBSCRIPTIONS      $1,430     X       6 

$8.6 

ADVERTISING             $270    X    16 

+  4.3 

TOTAL  ASSET  VALUE 

123 

DEBT 

-  2.3 

POTENTIAL  VALUATION 

$10.6 

•  Merrill  Lynch  &  Co.  estimate  of  2004  earnings  before  interest. 

taxes  depreciation,  and  amortization  (EBITDA) 

••  Based  on  a  discounted  value  of  the  multiples  given  to  nval  Internet  companies 

Securities  &  Exchange  Commission 
Justice   Dept.   are   investigating,  Tita 
Wamer  is  stuck  with  AOL.  Even  private  | 
uity  firms  aren't  likely  to  touch  the  unit, 
alysts  say,  and  the  SEC  probably  wouldl 
let  Time  Warner  register  a  new  class  [ 
stock  to  spin  AOL  off  to  shareholders.  "11 
SEC  investigation  is  a  gating  factor,"  s;| 
former  Federal  Communications  Comn  I 
sion  Chairman  William  E.  Kennard,  noM 
managing  director  at  Carlyle  Group,  a  p| 
vate  equity  outfit. 

BITTER  INVESTORS 

BUT  ONCE  THE  investigations  are  i 
solved,  Time  Warner  will  have  a  gre> 
light  to  sell  if  it  wants.  Extracting  A( 
from  Time  Warner  certainly  would  lift 
burden  from  the  company,  especia 
among  bitter  investors  who  still  bl 
AOL  for  one  of  the  worst  mergers  evt! 
What's  more,  AOL's  profit  margins  a 
smaller  than  average  for  Time  Warn 
businesses.  So  losing  AOL  would 
Time  Warner's  stock  a  nice  bounce:  Mi 
rill  Lynch  &  Co.  analysts  figure  it  mig 
trade  at  12.8  times  EBITDA,  lifting  i 
multiple  two  points. 

Company  executives  refuse  to  con 

ment  on  AOL'S  future.  But  insk 

ers  say  analysts'  valuations  are  tcl 

low  and  miss  some  promisinj 

signs  of  growth  in  ad  revenue 

and    broadband    subscription 

Merrill  Lynch  &  Co.  projects  th; 

advertising  sales  will  grow  13' 

this  year,  to  $886  million,  helpe 

by  so-called  sponsored  searches.  J 

also  predicts  that  AOL  will  adi 

400,000  broadband  customers  ii 

the  first  quarter,  hitting  3.2  mil 

lion.  First-quarter  results  will  b 

announced  on  Apr.  28. 

In  any  case,  Parsons  can  affon 
to  wait.  For  the  first  time  since  h< 
became  CEO,  Time  Warner  has  ; 
relatively  healthy  balance  sheet 
He  has  pared  debt  by  about  $1( 
billion  from  what  was  once 
crushing  $30  billion.  "He  doesn' 
have  a  gun  to  his  head,"  says  one 


investment  banker,  "so  why  sel 
now  if  he's  in  the  midst  of  ad 
dressing  operational  issues?" 

In  an  odd  way,  the  SEC  and  Jus- 
tice may  be  doing  Parsons  a  favoi 
by  giving  him  time  to  make  a  deci- 
sion. Whether  AOL  can  show  real 
strength  in  the  coming  quarters 
will  go  a  long  way  toward  deter 
mining  whether  it  stays  or  goes.  ■ 
-By  Tom  Lowry  in  New  York 
and  Catherine  Yang,  with  Amy 
Borrus,  in  Washington 
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You  know  there  are  many  business  opportunities  in  the  Japan  market, 
but  you're  not  sure  if  you'll  get  along  with  Japanese  businesspeople. 

Don't  worry.  There  are  hundreds  of  multinational  companies  that  are  getting  along  and  are  very  successful  in 
Japan.  Very,  very  successful. 

Why?  Japan  is  the  world's  second  largest  economy.  Being  at  the  very  heart  of  the  fast  growing  East  Asian 
economy,  Japan  is  the  ideal  location  for  the  center  of  your  Asian  business. 

Still  worried?  The  Japanese  economy  has  been  recovering  rapidly  -  most  recently,  growing  at  a  rate  of  3.4%*1. 
Moreover,  the  cost  of  doing  business  has  steadily  decreased  through  on-going  structural  reforms  and  deregulation. 
Japan  has  superb  human  and  intellectual  capital.  For  example,  Japan  has  more  researchers  per  capita  than 
anywhere  in  the  world  . . .  and  the  highest  ratio  of  R&D  investment  to  GDP*2. 

Today,  Japan  is  actively  welcoming  investment  from  around  the  world.  Opportunities  for  your  company's  business 
are  growing  every  day.  If  you're  still  worried  about  getting  along  with  Japanese  businesspeople,  just  take  another 
look  at  the  photograph  . . .  and  you'll  know  you  don't  have  to  worry  anymore.  JETRO  wants  to  make  it  easy  for  you  to 
take  that  first  step  in  Japan. 

Begin  your  journey  by  visiting  us  today  at  WWW.investjapan.org         JETRQ 


Five  Special  Regions,  Many  Opportunities  : 

Sendai :  Healthcare  Technologies  and  Services 

Osaka  :  Biotechnology,  Robotics,  Manufacturing 

Hyogo/Kobe  :  Life  Sciences 

Hiroshima  :  Automotive  Industries 

Fukuoka  :  System  LSI  Design  and  Software  Development 


INVE^jff 


ARAN 


*  1   Quarterly  Yfear-on-year  GDP  Growth.  4th  Quarter  2003   *2   Source   IMD  World  Competitiveness  \fearbook  2003.  ranking  of  countries  with  population  ol  more  than  20  million  people 
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AVIATION 


A  DUSTUP 

OVER  CHOPPER  ONE 

Will  Bush  buy  American  or  go  with  a 
European  joint  venture  for  the  new  fleet? 


VER  SINCE  THE  EISENHOW- 
er  Administration,  American 
Presidents  have  made  their 
grand  entrances  on  the 
south  lawn  of  the  White 
House  in  a  green  helicopter 
called  Marine  One.  Stratford 
(Conn.)-based  Sikorsky  Aircraft  Corp.  has 
been  building  versions  of  that  chopper  for 
nearly  50  years  and  expected  to  make  its 
replacement,  due  in  2008.  There's  just  one 
problem:  For  the  first  time,  Sikorsky  has  a 
rival,  in  the  form  of  the  Anglo  -Italian  firm 
AgustaWestland. 

That' s  an  awkward  choice  for  the  Bush 
Adininistration.  On  one  side  is  U.S.  icon 
Sikorsky,  whose  longtime  lobbyist  is 
Charles  R.  Black;  he  happens  to  be  an  ad- 
viser to  President  George  W.  Bush's  cam- 
paign. On  the  other  is  AgustaWestland, 
whose  biggest  boosters  are  British  Prime 
Minister  Tony  Blair  and  Italian  Prime 
Minister  Silvio  Berlusconi;  they  happen  to 
be  Bush's  two  closest  foreign  allies. 

Making  the  decision  more  excruciating: 
Both  birds  are  considered  more  than  ade- 
quate to  carry  the  Passenger-in-Chief. 
Says  aerospace  analyst  Richard  L. 
Aboulafia  of  the  Teal  Group  in  Fairfax,  Va.: 
"There's  no  obvious  technical  winner."  No 
wonder  the  Navy  on  Mar.  23  postponed  a 
decision  that  had  been  expected  in  May. 
Though  the  Navy  says  it  needs  more  time 
to  weigh  the  choices,  some  suspect  the  Ad- 
ministration wants  to  avoid  the  decision 
until  after  the  election. 

The  stakes  are  huge.  The  Marine  One 
fleet  now  consists  of  20  choppers,  which 


ferry  visiting  foreign  dignitaries  as  well  as 
the  President.  The  new  fleet  will  comprise 
23  birds;  the  winner  of  the  $1.7  billion  con- 
tract for  three  prototypes  and  five  opera- 
tional choppers  will  get  to  build  the  rest 
and  maintain  them  for  a  total  of  $7  billion. 
And  the  Presidential  imprimatur  could 
help  the  winner  sell  at  least  200  more  mil- 
itary choppers,  worth  $15  billion. 

That's  why  both  rivals  are  pulling  out 
the  stops  to  make  their  bids  more  attrac- 
tive. Sikorsky  is  pushing  its  prototype,  the 
VH-92  Superhawk,  as  a  "Buy  America" 
move  that  would  save  several  hundred 
jobs.  With  its  Comanche  helicopter  pro- 
gram recently  canceled,  the  company  is 
hungry  for  the  contract.  "It's  win  or  drop 


SHARP  BLADES 

The  U.S.  101  (lef 
has  more  enginel 
and  a  larger  cabi| 
but  Sikorsky's 
VH-92  may  save  I 
more  jobs 


dead,"  says  George 
David,  chairman  of 
United     Technolo- 
gies   Corp.,    Siko- 
rsky's   parent.    To 
bolster  its  chances, 
Sikorsky  is  empha- 
sizing its  experience 
and  draping  itself  in  the  flag.  It  argues  thl 
the  President  would  be  more  secure  in| 
home-built  chopper  than  in  one  built 
potentially  unreliable  foreign  suppliers. 

BIRDS  OF  A  FEATHER... 

AGUSTAWESTLAND   HAS   countered  fl 
vowing  to  create  1,000  jobs  in  the  U.S.  Trl 
company— a  joint  venture  between  thl 
state-controlled  Italian  industrial  concerl 
Finmeccania  and  the  British  automotive! 
aerospace  company  GKN  PLC— has  line 
up  Lockheed  Martin  Corp.  to  head 
team.  Fort  Worth-based  Bell  Helicoptt 
Textron  would  build  the  bird,  known  as  th| 
U.S.  101.  AgustaWestland  also  notes  th; 
while  Sikorsky's  prototype  boasts  fewtj 
than  3,000  flying  hours,  the  U.S.  101,  a| 
ready  in  production,  has  logged  50,00t| 
What's  more,  says  AgustaWestland,  thj 
U.S.  101  has  three  engines,  compared  wit 
the  Superhawk's  two,  and  a  larger  cabin. 

But  elbow  room  may  count  for  less  thai! 
politics.  While  lobbyist  Black  won't  say  il 
he  has  broached  the  issue  with  Bushl 
sources  say  Blair  and  Berlusconi  have 
"We're  loyal  allies,"  says  Keith  Hayward  i 
the  Society  of  British  Aerospace  Cos.  "Pet-I 
ty  nationalism  shouldn't  have  a  role  in  thi'l 
decision."  If  the  AgustaWesdand  team  los{ 
es,  it  would  bolster  forces  in  Italy  that 
gue  Rome  should  have  aligned  itself  wit 
Paris  and  Bonn.  And  it  could  crush  Euro- 
pean hopes  that  transatlantic  defense| 
deals  would  finally  be  a  two-way  street. 

The  maneuvering  will  go  on  fori 
months.  All  anybody  knows  is  that  cornel 
2008,  a  new  Marine  One  is  scheduled  to] 
take  off  from  the  White  House  lawn.  Longl 
before  that,  some  of  President  Bush's  clos- 1 
est  pals  are  going  to  be  unhappy.  The  ques- 1 
tion  is,  which  ones?  I 

-By  Stan  Crock  in  Washington,  with  I 
Diane  Brady  in  New  York,  John  Rossant  in 
Paris,  and  Laura  Cohn  in  London 
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MOVE  OVER, 
I'M  DRIVING 

Nissan  Motor  President  Carlos 
Ghosn  is  the  first  to  admit  he's 
"very  demanding  on  the 
people  around  me."  No 
kidding.  Despite  booming 
sales  in  the  key  North 
American  market,  Ghosn 
announced  on  Mar.  23  that  he 
will  take  direct  control  of  the 
region's  operations  from 
Executive  Vice-President 
Norio  Matsumura,  who  will 
focus  on  Japan. 

The  timing  may  seem  odd. 
After  all,  sales  rose  35.4% 
during  the  first  two  months  of 
2004,  thanks  to  the  briskly 
performing  Titan  pickup  truck, 
Altima  sedan,  and  Infiniti 
luxury  series.  Still,  Ghosn 
wants  to  see  even  more  growth 
in  North  America,  where 
Nissan  ranks  sixth,  behind 
.0.5)  and  Toyota 
(No.  4).  The  love  is  viewed  as 
a  prelude  i     e  possible 
reintroduci       f  Renault  into 
the  U.S.  after  a:    4senceofl7 
years.  Next  yea      osnwill 
become  CEO  of  the  r>ench 
auto  maker,  which      is  44% 
of  Nissan.  But  Nissan    ^rkers 
won't  be  able  to  kick  back. 
Ghosn  will  retain  his  CEO  title 
at  Nissan— and  no  doubt  keep 
pushing  the  carmaker  ti 
ever-higher  targets. 

-Brian  Bremner 


EUROPE:  TAPS 
FORDASANI? 

It  doesn't  appear  that  Coca- 
Cola  and  water  mix  well  with 
European  consumers.  Just 
days  after  recalling  Dasani  in 
Britain,  Coke  officials  said  on 
Mar.  24  that  they  wouldn't 
relaunch  the  purified  water 
product  anytime  soon.  The 
Atlanta  beverage  giant  also 
announced  it  would  delay 
planned  launches  of  Dasani 
in  France  and  Germany.  In 
the  U.S.,  Dasani  is  No.  2 
among  all  bottled  waters, 
spring  and  purified.  Coke 
recalled  Dasani  in  Britain 
after  discovering  bottles  there 
that  contained  high  levels  of 
bromate,  a  chemical  that  can 
increase  the  risks  of  cancer 
with  enough  long-term 
exposure.  The  recall  comes 
after  Dasani  had  been 
mocked  in  the  British  press 
as  nothing  more  than 
overpriced  tap  water.  Given 
the  explosive  growth  of  the 
bottled  water  segment, 
analysts  predict  that  Coke 
ultimately  will  reenter  the 
European  market— but  with  a 
springwater  marketed  under 
a  different  name. 


ALOHA, 
MR.  CARTY 


After  leaving  American 
Airlines  last  spring  under  a 
cloud  of  controversy,  former 
CEO  Donald  Carty  is 


preparing  to  become 
chairman  and  a  major 
investor  in  bankrupt  Hawaiian 
Airlines.  Carty,  57,  intends  to 
back  a  plan  led  by  parent 
company  Hawaiian  Holdings 
and  its  chairman,  Jphn 
Adams.  Carty  says  he  was 
attracted  by  the  Hawaiian 
management's  restructuring 
and  positive  financial  results. 
He  insists  he  will  not  be 
competing  with  American, 
which  shares  a  frequent-flier 
plan  with  Hawaiian. 


STORMING 
THE  DORMS 

The  music  industry  is 
stepping  up  its  fight  against 
illegal  downloaders  who  use 
college  campus  networks. 
The  Recording  Industry 
Association  of  America  filed 
532  more  lawsuits,  including 
89  against  downloaders  who 
pirated  music  using  sites  run 
by  such  schools  as  Stanford, 
Georgetown,  New  York 
University,  and  the 
University  of  California  at 
Berkeley.  The  schools 
themselves  are  not  named, 
but  RIAA  says  it  expects  to 
get  subpoenas  requiring 
them  to  turn  over  the 
individuals'  names. 


LOCKHEED'S 
HEAVY LOAD 

Its  proposed  $2.4  billion 
acquisition  of  high-tech 
defense  contractor  Titan  is 
turning  into  a  major 
headache  for  Lockheed  Martin. 
The  nation's  largest  defense 
contractor  hoped  to  pick  up 
Titan's  $1.8  billion  in  sales 
and  more  than  8,000 
employees  with  security 
clearance.  But  the  two 
companies  have  disclosed 
evidence  of  foreign  bribery  at 
a  Titan  unit  to  the  Securities 
&  Exchange  Commission  and 
the  Justice  Dept.,  the  latter  of 
which  is  investigating 


possible  criminal  charges. 
San  Diego -based  Titan  has 
reserved  $3  million  to  cover 
any  payouts  and  delayed  a 
shareholder  vote  on  the 
merger  until  Apr.  12.  Titan 
declined  to  comment  other 
than  to  say  it  was  cooperating 
with  federal  authorities. 
Lockheed  said  any  notion  of 
scuttling  the  deal  was  pure 
speculation. 


ETCETERA... 

»  Goldman  Sachs  reported 
record  quarterly  net  earnings 
of  $1.29  billion. 
»The  FTC  has  charged  the 
QVC  TV  shopping  channel 
with  making  false  claims. 
»  Cooper  Tire  &  Rubber  may 
sell  its  auto  parts  business  to 
focus  on  the  tire  business. 


CLOSING  BELL 


More  folks  are 
putting  on  their 
dungarees.  On  Mar. 
24,  VF  shares  soared 
6%,  to  $45.59,  after 
the  maker  of  Lee 
and  Wrangler  jeans 
said  strong  retail 
sales  would  push 
fiscal  first-quarter 
earnings  up  5%. 
Greensboro  (N.C.)- 
basedVF  earlier  had 
forecast  a  flat 
quarter. 


DOLLARS 


MAR.  17.  W  MAR.  24 

Data:  Bloomberg  Financial  Markets 
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RUN  EVERYTHING  FASTER 

Only  VERITAS  software  identifies  the  root  cause  of  performance  problems,  from  business 
applications  all  the  way  down  to  storage  arrays.  Software  for  Utility  Computing.  At  veritas.com 
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Can  Kerry 

Sell  Kerrynomics? 


VHILE  JOHN  KERRY  WAS  SCHUSSING  down  Idaho's  Mt.  Baldy,  Re- 
publicans were  hammering  the  Democratic  standard-bearer  over 
pconomic  policy.  First,  GOP  pols  began  to  portray  the  Massa- 
chusetts senator  as  a  tax-and-spender  who  would  unleash  a 
Bl  trillion  avalanche  of  new  tax  hikes.  President  George  W. 

3ush  joined  the  fray  at  a  Mar.  20  rally  in      repeal,  or  even  if  he  does,  whether  that 


Drlando.  "There's  a  gap  between  Senator 
Kerry's  spending  promises  and  [the] 
Dromise  of  a  lower  deficit,"  he  said.  "Given 
Senator  Kerry's  record  of  supporting  tax 
increases,  it's  pretty  clear  how  he's  going  to 
rill  the  tax  gap." 

The  assault  on  a  still- evolving  Kerry- 
lomics  comes  as  the  Democrat's  support  is 
sagging  under  a  Bush  media  barrage.  So 
fCerry  must  scramble  to  regain  the  initia- 
tive. Step  1:  an  attempt  to  shift  the  debate 
from  the  GOP-friendly  turf  of  taxes  onto  the 
more  fertile  Democratic  soil  of  lost  jobs. 

That's  why  Kerry  plans  to  visit  Detroit  on 
Mar.  26  to  unveil  a  $12  billion-a-year  plan  he 
claims  will  create  10  million  jobs  by  2009. 
The  centerpiece:  small-business  payroll-tax 
credits  and  tax  breaks  for  employers  who 
hire  in  the  U.S.  instead  of  out- 
ourcing  jobs  overseas. 

Still,  the  GOP  has  an 
opening,  because  Kerry's 
rhetoric  may  outstrip  his 
wallet.  His  health  plan  costs 
$900  billion  over  10  years; 
he  pledges  $70  billion  to 
help  states  pay  for  homeland 
security;  he  backs  generous 
veterans  benefits;  and  he 
wants  a  cosdy  energy-inde- 
pendence plan.  Bush  offi- 
cials claim  that  this  all 
amounts  to  $1.7  trillion  in 
new      spending,      though 

they're  reaching  with  some    

of  the  price  tags.  ^^^~ 

Kerry  is  vulnerable  because  he  has  not 
revealed  what  many  of  his  proposals 
would  cost,  insisting  that  there's  plenty  of 
money  to  be  gained  from  a  repeal  of 
Bush's  upper-bracket  tax  cuts  to  "invest  in 
America"  and  halve  the  deficit.  But  no  one 
knows  if  Kerry  will  have  the  clout  with  a 
likely  GOP-controlled  Congress  to  pull  off 


UNFRIENDLY  FIRE 

Kerry  must  show 
voters  he  is  not 
keen  on  tax  hikes 


icy 


will  cover  his  slew  of  promises. 

A  particular  concern  is  Kerry's  health 
plan,  which  would  cover  nearly  all  of  the  43 
million  uninsured.  One  proposal:  encour- 
age companies  to  insure  more  workers  by 
having  the  government  pick  up  75%  of  the 
tab  for  major  illnesses.  Kerry  hopes  to  save 
money  by  reducing  the  cost  of  drugs  and 
improving  the  quality  of  care.  But  some  ex- 
perts are  skeptical  that  he  can  cover  as 
many  workers  as  he  believes,  while  others 
doubt  the  efficiencies  will  materialize. 

Fledgling  Operation 

KERRY  IS  PULLING  together  an  economic 
team  headed  by  Roger  Airman,  a  former 
top  Clinton  Treasury  official,  and  Gene 
Sperling,  who  chaired  the  National  Eco- 
nomic Council.  While  this 
fledgling  operation  runs  the 
numbers  on  Kerry's  plans, 
Democrats  are  fighting  back. 
They  charge  that  Bush  is 
bankrupting  Medicare,  and 
ridicule  his  stance  on  fiscal 
restraint.  Says  Sperling: 
"George  Bush  has  either 
passed  or  proposed  $6  tril- 
lion of  new  initiatives  with- 
out ever  proposing  to  pay  for 
any  of  it." 
Still,  Kerry  will  surely  be  forced  to 
draft  a  budget  of  his  own  as  the 
campaign  heats  up.  When  the  docu- 
ment is  released,  "it  will  be  to  the 
right  of  President  Bush  on  fiscal  pol- 
Altman  vows. 
Perhaps.  But  if  Kerry  is  going  to  make 
the  case  that  his  activist  economics  is  more 
credible  and  job-friendly  than  Bush's  sup- 
ply-side doctrine,  he  has  to  clear  a  big  hur- 
dle: convincing  average  Americans  that 
he's  not  itching  to  raise  their  taxes.  ■ 
-By  Howard  Gleckman  and  Rich  Miller 


CAPITAL 
WRAPUP 

BUSH  IN  '08? 
JEB,THATIS 

IT  COULD  BE  "Dynasty,  Part 
III."  A  soon-to-be-published 
book  about  the  Bush  family  by 
authors  Peter  and  Rochelle 
Schweizer  says  the  clan  already 
has  discussed  a  Presidential 
campaign  by  George  W's  little 
brother,  Florida  Governor  Jeb 
Bush.  A  source  who  requested 
anonymity  says  several  past 
Bush  donors  have  been  asked  to 
keep  their  powder  dry  for  '08. 
Jeb's  term  in  Tallahassee  ends  in 
2006.  That  would  give  him  time 
to  earn  some  money  before 
launching  a  national  campaign. 
His  spokeswoman  brushed 
aside  White  House  musings, 
saying  the  governor  remains 
"focused  on  running  the  state." 

NEXTELVS. 
THE FEDS 

ANOTHER  BATTLE  royal  is 
breaking  out  in  the  telecom 
industry  over  rights  to  valuable 
airwaves.  The  Federal 
Communications  Commission  is 
considering  a  solution  to 
interference  problems  that  have 
arisen  between  fast-growing 
Nextel  Communications  and 
public-safety  agencies. 
Regulators  seem  inclined  to 
grant  Nextel's  wishes  to 
abandon  much  of  its  current 
slot  in  the  spectrum,  leaving 
that  band  in  the  hands  of  safety 
agencies.  In  return,  it  wants 
new  space  in  a  potentially  more 
lucrative  part  of  the  airwaves 
where  other  cellular-phone 
companies  operate.  Competing 
cellular  providers,  such  as 
Cingular  Wireless  and  even  a 
handful  of  police  and  fire 
departments,  complain  that  the 
switcheroo  amounts  to  a  big 
spectrum  giveaway.  Nextel  says 
other  cellular  carriers  operating 
in  the  safety  agencies'  zone  are 
getting  a  free  ride  on  its  dime.  It 
has  offered  to  pay  $850  million 
to  cover  switching  costs. 
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There's  plenty  in 
the  ground,  but 
it  won't  be  easy  to 
get.  The  kingdom 
may  need  major 
new  foreign 
investors.  Will  it 
dare  open  up? 
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AUDI  OFFICIALS  LIKE  TO 
%  visitors  across  the  Emp- 
ty Quarter,  the  forbidding 
desert  that  occupies  the 
I  eastern  portion  of  the 
kingdom,  to  visit  the  Shay- 
bah  oil  field.  Nestled  amid 
stunning  sand  dunes  like  a  ship  in  a  vast 
ochre  ocean,  Shaybah  is  a  source  of  na- 
tional pride  for  the  Saudis— akin  to  the 
Hoover  Dam  or  the  Apollo  space  missions 
for  Americans.  To  outsiders,  the  message 
is:  When  it  comes  to  oil,  you  can  count  on 
us.  "We  are  the  most  reliable  producer 
and  supplier  of  crude  in  the  whole 
world,"  says  Mahmoud  M.  Abdul  Baqi, 
exploration  chief  of  Saudi  Aramco,  the  gi- 
ant state-owned  company  that  produces 
most  Saudi  oil  and  gas  and  exerts  power- 


ful control  over  Saudi  Arabia's  economy. 

Shaybah,  which  started  producing  in 
1998,  is  an  impressive  piece  of  engineer- 
ing. Developing  the  held  was  made  possi- 
ble by  the  use  of  multi-branched  wells  that 
were  bored  under  the  towering  dunes 
from  salt  flats  interspersed  among  the  red 
hills.  The  new  wells  produce  10  or  more 
times  the  volume  of  a  traditional  vertical 
well,  reducing  the  number  of  holes  need- 
ed and  slashing  costs.  Shaybah's  installa- 
tions are  built  to  withstand  scorching  tem- 
peratures of  over  120F.  One  hundred 
million  cubic  feet  of  sand  was  moved  to 
construct  a  town  to  house  the  700  or  so 
workers  operating  the  facilities. 

But  tours  of  Shaybah  may  no  longer  be 
enough  to  allay  doubts  about  the  shelf  life 
of  Saudi  Arabia's  oil  fields  and  the  reliabil- 
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ity  of  its  reserve  estimates.  Long-standing 
assumptions  are  being  questioned— with 
some  observers  wondering  if  Aramco  is 
too  resistant  to  needed  outside  investment. 
The  doubts  come  at  a  time  when  the  king- 
dom is  coping  with  a  domestic  Islamist  in- 
surgency and  a  changing  relationship 
with  the  U.S.  The  uncertainty  is  rattling 
the  markets  just  as  oil  prices  are  pushing 
$40  a  barrel  and  reserves  of  oil  companies 
such  as  Royal  Dutch/Shell  Group  are  be- 
ing revised  downward. 

Since  it's  widely  assumed  that  Saudi 
Arabia  controls  about  a  quarter  of  the 
world's  oil,  any  doubts  about  whether  the 
kingdom  has  the  goods  go  to  the  heart  of 
the  global  economic  system.  Will  the 
Saudis  be  able  to  raise  production  as  de- 
mand rises  and  other  sources  decline? 


"We  cannot  afford  to  be  wrong  about  the 
ability  of  key  exporters  to  meet  growing 
oil  demand  to  make  up  for  disruptions  in 
supply,"  says  Robert  E.  Ebel,  director  of 
the  energy  program  at  the  Center  for 
Strategic  &  International  Studies  (CSIS),  a 
Washington  think  tank.  "Too  much  is  at 
stake  politically  and  financially." 

The  most  vocal  skeptic  is  Matthew  R. 
Simmons,  chairman  of  Simmons  &  Co. 
International,  a  well-known  Houston- 
based  investment  bank  specializing  in  en- 
ergy. He  made  headlines  in  February  by 
telling  a  CSIS  audience  that  the  Saudi 
"miracle"  of  almost  effortless,  cheap  pro- 
duction was  nearing  an  end.  Drawing  on 
technical  papers  published  by  the  Society 
of  Petroleum  Engineers  and  a  February, 
2003,  visit  to  the  Saudi  fields,  Simmons 
thinks  Ghawar  Field,  the  world's  largest, 
with  production  of  5  million  bbl.  a  day, 
could  be  running  dry.  Fields  of  similar 
vintage— Ghawar  was  discovered  in 
1948— such  as  Forties  in  Europe's  North 
Sea  or  Alaska's  Prudhoe  Bay,  have  de- 
clined sharply  from  their  peaks. 

Simmons  also  suspects  that  most  other 
big  Saudi  fields,  including  Abqaiq  and 
Berri,  could  be  past  their  prime.  He  thinks 
production  has  been  sustained  by  tech- 
nology—chiefly a  system  known  as  wa- 
ter injection— and  that  a  collapse  in  a 
field  is  possible.  He  speculates  that  the 
Saudis  may  have  to  develop  fields  once 
deemed  marginal,  boosting  capital  costs. 
"The  entire  world  assumes  Saudi  Arabia 
can  carry  everyone's  energy  needs  on  its 
back  cheaply,"  says  Simmons.  "If  this 
turns  out  not  to  work,  there  is  no  Plan  B." 

If  Simmons  is  right,  the  Saudis  could 
soon  be  in  deep  trouble.  If  it  turns  out 
they  have  much  less  oil  than  they  claim, 
"the  role  of  the  kingdom  would  be  com- 
pletely devalued  strategically,"  says  Rog- 
er Diwan,  a  senior  analyst  at  consultant 
PFC  Energy  in  Washington.  With  no  al- 
ternative in  sight  for  decades,  the  U.S.  and 
other  buyers  would  need  to  look  to 
sources  such  as  Russia  or  Iraq. 

HOW  MUCH,  HOW  FAST? 

NOT  SURPRISINGLY,  the  Saudis  have  re- 
acted with  shock  and  dismay  to  the  skep- 
ticism. Some  mutter  darkly  about  con- 
spiracies against  their  country.  "What's 
the  story?  Why  this  sudden  panic?"  said 
Abdul  Baqi  in  a  meeting  with  Business- 
Week at  Aramco's  Dhahran  headquarters 
in  Saudi  Arabia's  Eastern  Province. 

Simmons'  pronouncement  is  having 
one  beneficial  effect:  The  tight-lipped 
Saudis  are  opening  up,  to  a  degree.  Three 
top  Aramco  reservoir  engineers  and  geol- 
ogists offered  BusinessWeek  a  scenario  as 
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OIL  FIELD        PRODUCTION        RESERVES 
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LGhawar          5              70 

MILLION             BILLION 
BBL./DAY              BBL. 

2.  Safaniya 

1.2 
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BBL./DAY 

35 

BILLION 
BBL. 

3.  Shaybah 

0.55 

MILLION 
BBL./DAY 

15.7 

BILLION 
BBL. 

Data:  Saudi  Aramco.  Wood  MacKenzie 

optimistic  as  Simmons'  is  gloomy.  Even 
though  it  has  been  producing  oil  for 
decades,  they  say,  Saudi  Arabia  has  de- 
pleted only  28%  of  its  proved  reserves. 
Not  only  does  it  have  260  billion  bbl.  of 
proved  reserves  with  a  90%  probability  of 
recovery,  100  billion  more  bbl.  of  already 
discovered  oil  may  be  recoverable,  espe- 
cially as  technology  improves.  As  for 
Ghawar,  the  Saudis  produced  data  show- 
ing that  pressure  is  steady  and  the  water 
content  of  the  oil— a  sign  of  trouble  if  it's 
extensive— is  under  control.  "I  think 
[Simmons'  argument]  is  completely 
wrong— based  on  flawed  statistics  and 
very  poor  engineering  analysis,"  says 
Nansen  G.  Saleri,  a  longtime  Chevron  vet 
who  is  Aramco's  chief  of  reservoir  man- 
agement. The  Saudis  say  the  kingdom 
could  easily  ramp  up  to  10  million  bbl.  a 
day  from  its  current  8.5  million  and  sus- 
tain that  level  through  2042.  If  demand  is 
really  strong,  they  insist,  the  kingdom 
could  build  up  to  12  million  bbl.  a  day  by 
2016  and  hold  that  level  out  of  existing  re- 
serves until  2033. 

But  while  few  in  the  industry  doubt  the 
Saudis  have  huge  quantities  of  oil,  experts 
warn  that  the  Saudis  won't  know  their  ca- 
pabilities until  an  actual  ramp-up."  Even 
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Saudis  insist  they 
can  easily  meet 
future  demand 


they  won't  know  until  they  have  tested," 
says  Herman  Franssen,  president  of  In- 
ternational Energy  Associates  Inc.,  an  en- 
ergy consultant  in  Chevy  Chase,  Md.  And 
they  may  face  far  greater  challenges  in 
developing  the  reserves  and  maintaining 
production  than  they  like  to  admit.  "We 
think  Saudi  Arabia  has  huge  reserves," 
says  Fatih  Birol,  chief  economist  at  Inter- 
national Energy  Agency,  a  Paris-based  in- 
tergovernmental group  that  monitors  en- 
ergy supply.  "We  also  recognize  that  these 
reserves  may  have  geological  surprises 
ranging  from  steep  decline  rates  in  some 
giant  fields  to  water  [problems]." 

In  addition,  if  fields  elsewhere  in  the 
world  run  dry,  the  Saudis  may  have  to 
perform  heroically:  Birol  estimates  that 
the  Saudis  would  need  to  double  current 
production  capacity,  to  20  million  bbl.  a 
day  by  2020.  His  agency  figures  that  glob- 
al demand  will  grow  from  80  million  bbl. 
a  day  in  2004  to  115  million  by  2020.  The 
Saudis  would  be  supplying  close  to  30% 
of  that  increase. 

The  numbers  are  huge:  With  new  ca- 
pacity costing  $3,000  to  $6,000  per  daily 
barrel,  the  Saudis  would  have  to  spend 
somewhere  around  $6  billion  to  $12  bil- 
lion to  increase  production  to  12  million 
bbl.  a  day— along  with  substantial  costs  to 
maintain  production.  Doubling  output 
would  require  much  broader  investment, 
perhaps  $150  billion,  Birol  estimates.  He 
worries  that  because  Saudi  Arabia  and 
other  big  Mideast  producers,  such  as  Iran, 
are  largely  closed  to  foreign  investment, 
they  may  face  financing  constraints. 

With  oil  prices  high,  Aramco  doesn't 
seem  to  be  having  any  problem  making 
the  case  for  its  budget  to  the  Saudi  gov- 
ernment. Aramco  executives  also  like  to 


distinguish  their  organization  from  oth- 
er national  oil  companies,  arguing  that 
Aramco  retains  the  commercial  ethos  of 
its  founding  American  partners— not 
the  sometimes  lax  attitude  common  at 
most  state-run  organizations.  Certainly, 
Aramco  personnel  are  an  elite  among 
Saudi  industry.  Engineers  display  an 
American-style,  can-do  approach  to 
their  jobs.  Yet  Aramco  is  also  different 
from  an  international  oil  company.  It  is 
managing  gigantic  fields  with  a  long-term 
strategy  rather  than  milking  smaller  ones 
for  all  they're  worth,  as  majors  often  do. 
Shaybah  is  producing 
about  550,000  bbl.  a 
day— even  though  Aram- 
co execs  say  the  field 
could  easily  be  tapped  for 
1  million  bbl.  a  day.  An  oil 
major,  under  pressure  to 
maximize  returns,  would 
likely  be  pumping  at 
nearer  that  level.  "We 
drive  slowly,  not  fast," 
says  Saleri. 

Aramco  execs  say  they 
don't  feel  much  urgency 
to  add  capacity.  They 
plan  a  hike  of  1.4  million 
bbl.  a  day  or  so  by  2009, 
but  that  might  just  make 
up  for  depletion  in  the 
years  between.  They're 
also  skeptical  that  de- 
mand will  rise  as  much 
as  predicted,  even  with 
behemoth  China  con- 
suming as  much  as  it 
can.  And  higher  prices 
may  curb  the  world's 
thirst.  "Some  of  these 
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forecasts  are  way  off  the  mark,"  sajl 
Saddad  Husseini,  who  recently  retire] 
as  Aramco's  executive  vice-presidenj 
"They  show  a  minimal  change  in  pric| 
and  a  huge  increase  in  demand." 

A  TIGHT  GRIP 

BUT  ARAMCO  EXECS  may  have  anothe 
reason  to  downplay  talk  of  a  crisis:  The 
don't  want  the  government  to  invite  for 
eign  oil  majors  in  to  develop  the  next  gen 
eration  of  Saudi  oil  fields.  Aramco  like 
having  those  reserves  for  itself— anc 
might  balk  at  the  hard-charging  style  o 
an  Exxon  Mobil  Corp.  or  a  BP  PLC.  Parti} 
because  of  Aramco's  opposition,  a  four 
year,  high-profile  effort  led  by  Cro 
Prince  Abdullah  to  attract  global  compa 
nies  to  explore  for  gas  to  power  electricity 
petrochemical,  and  water  projects  wo: 
billions  collapsed  last  year.  It  was  replac 
by  much  more  modest  wildcat  exploratio 
schemes.  ExxonMobil  and  BP  walke 
away,  while  Royal  Dutch/Shell  and  To 
agreed  to  an  exploration  deal.  In  Marchj 
several  more  companies,  including  Rus- 
sia's Lukoil,  Spain's  Repsol  YPF,  and 
Italy's  ENI  signed  gas-exploration  deals. 

One  goal  of  the  gas  initiative,  accord- 
ing to  sources  close  to  the  project,  was  to 
break  Aramco's  grip  on  the  Saudi  indus- 
try. But  Crown  Prince  Abdullah  and  For- 
eign Minister  Saud  al  Faisal  underesti- 
mated the  power  of  Aramco  and  Oil 
Minister  Ali  Naimi,  a  fierce  advocate  of 
the  national  company  who  was  its  first 
Saudi  CEO.  Naimi  and  his 
minions  drove  the  majors 
crazy  by  limiting  them  to 
exploration  acreage  they 
deemed  marginal.  At  the 
Mar.  7  signing  ceremony, 
Naimi  hinted  that  it  will 
be  a  long  time  before 
more  foreigners  are  let  in. 
"It  is  necessary  to  slow 
down  to  know  the  results 
of  this  work,"  he  said. 

Still,  Saudi  Arabia  is 
changing,  and  Naimi, 
who  is  68,  won't  be  in 
his  job  forever.  Like  the 
proverbial  camel,  inter- 
national oil  companies 
have  their  noses  under 
the  Saudi  tent  As  global 
demand  for  oil  rises,  they 
hope  they'll  be  able  to 
find  a  way  in.  ■ 

-By  Stanley  Reed 

in  Dhahran, 

Saudi  Arabia, 

with  Stephanie  Anderson 

Forest  in  Dallas 
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SHOWDOWN 
IN  TAIWAN 


As  the  contested  election  causes 
turmoil,  the  economy  will  suffer 


IT  FELT  MORE  LIKE  A  PEP  RALLY 
than  a  revolution.  Following  Presi- 
dent Chen  Shui-bian's  narrow  re- 
election on  Mar.  20,  thousands  of 
demonstrators  gathered  in  Taipei 
to  denounce  what  they  called  elec- 
tion fraud.  Backers  of  Chen's  rival, 
Lien  Chan,  donned  campaign-issue 
white-and-blue  baseball  caps  and  waved 
flags,  while  lasers  flashed  slogans  on  the 
walls  of  the  nearby  presidential  palace.  In 
the  evening,  the  crowds  swelled,  as  work- 
ers and  their  families  arrived  to  lend  sup- 
port—and snack  on  the  corn  dogs  and 
steamed  buns  offered  by  street  vendors. 

Make  no  mistake,  though:  Despite  the 
carnival  atmosphere,  the  protesters  had 
plenty  of  passion.  Most  believed  that 
Chen's  camp  had  conspired  to  keep  thou- 
sands of  Lien's  supporters  from  voting, 
and  they  were  convinced  that  a  gunshot 
attack  on  Chen  and  his  Vice-President, 
Annette  Lu,  the  day  before  the  election 


CHEN  He  may 

soft-pedal 
independence 


was  a  cynical  ploy  to  win  sympathy  votes. 
So  Lien's  allies  demanded  a  recount  and 
an  independent  investigation  into  the 
shooting.  "Our  democracy  is  dying,"  24- 
year-old  student  Wang  Ning-hsuan 
shouted  over  the  din  of  air  horns. 

Leaders  on  both  sides  are  plenty  angry, 
too.  Lien  accuses  Chen's  government  of 
rigging  the  vote.  Although  Chen  has 
agreed  to  a  recount,  he  in- 
sists he  has  done  nothing 
wrong  and  that  Lien  is 
simply  a  sore  loser.  There 
is  little  sign  that  the  stand- 
off will  be  resolved  quick- 
ly: On  Mar.  23,  brawls 
broke  out  in  the  legisla- 
ture, and  Lien's  camp 
planned  a  Mar.  27  protest 
it  hoped  would  draw  a 
half-million  people  and 
il  mateh/  topple  Chen. 

Aliatev^r     the     out- 


come, the  economy  will  probably  suffei 
Following  the  election,  the  local  stoc! 
market  saw  its  worst  two-day  fall  sino 
September,  2001.  If  the  protests  drag  on 
the  instability  could  continue  to  roil  fi 
nancial  markets.  And  even  if  Chen's  vie 
tory  is  confirmed,  that' s  not  likely  tc 
please  the  thousands  of  Taiwan  business 
es  that  are  becoming  ever  more  depend 
ent  on  trade  with  China,  and  whose  lead 
ers  generally  back  Lien's  party. 

The  impact  of  the  crisis  will  be  felt  faj 
beyond  Taiwan.  China's  leaders  wouldl 
deal  with  Lien,  but  they  so  dislike  Chen— j 
whom  they  see  as  an  advocate  of  Taiwan] 
independence— that  the  next  four  years 
hold  little  chance  of  a  thaw  in  relations.) 
Although  President  Hu  Jintao  has  toned 
down  the  angry  rhetoric  China  normally 
aims  at  Taipei  during  elections,  continued' 
protests  could  encourage  hard-liners  in 
Beijing  who  favor  a  tougher  stand  toward 
both  Taiwan  and  Hong  Kong. 

TOUGH  HURDLES 

THE  UNSURE  OUTCOME  also  will  com- 
plicate relations  between  China  and  the 
U.S.  Chen's  reelection,  in  fact,  is  an  an-, 
noyance  for  an  Administration  that 
wants  to  focus  on  U.S.  trade  with  China  i 
and  enlist  Beijing's  support  on  North! 
Korea.  Dealing  with  a  crusade  for  Tai- 
wan independence  is  not  high  on  the 
agenda.  "People  in  Washington  realize 
that  American  interests  and  Taiwan's  in- 
terests are  not  the  same,"  says  Susan 
Shirk,  a  former  State  Dept.  Asia  hand 
who  is  now  a  professor  at  the  University 
of  California  at  San  Diego. 

No  doubt  about  it:  Plenty  of  powerful 
people  would  like  to  see  Chen  lose  a  re- 
count. Yet  the  combative  Chen  is  likely  to 
prevail:  His  0.02%  margin  may  be  thin, 
but  it  won't  be  easy  to  overturn.  Chen's 
supporters  say  they  can  explain  any  ap- 
parent irregularities,  and  finding  the 
30,000  votes  Lien  needs  will  be  tough. 

If  Chen  does  emerge  as  the  winner,  he 
faces  some  tough  hurdles.  Most  impor- 
tant is  handling  the  volatile  issue  of  inde- 
^  pendence.  The  canny 
Chen,  even  while  courting 
voters  who  want  an  inde- 
pendence vote,  says  that 
for  the  moment  he  oppos- 
es full-fledged  separation 
from  the  mainland.  "We 
have  formally  recognized 
the  status  quo,"  says 
Joseph  Wu,  a  top  adviser. 
But  while  a  studied  ambi- 
guity would  doubtless 
work  best  for  the  embat- 
tled President,  his  most 
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radical  supporters  may  not  let  him  sit  on 
the  fence.  An  early  test  will  be  in  Decem- 
ber, when  the  Taiwanese  vote  for  a  new 
legislature.  If  his  Democratic  Progressive 
Party— now  a  minority— wins  a  strong 
mandate,  Chen  could  come  under  in- 
creased pressure  from  more  extreme  fac- 
tions to  declare  independence. 

The  pro-independence  forces  may  also 
have  an  opening,  thanks  to  Chen's  pledge 
to  write  a  new  constitution.  "You  can't  talk 
about  a  new  constitution  without  talking 
about  the  name  of  the  country,"  says  Emile 
Sheng,  a  professor  at  Soochow  University 
in  Taipei.  Today,  that  name  is  the  Republic 
of  China,  a  reflection  of  Taipei's  insistence 
that  it  was  the  legitimate  government  of  all 
China.  Chen  maintains  that  the  constitu- 
tion needs  to  be  revamped  to  reform  an  ar- 
chaic political  structure,  but  there  will  be 
plenty  of  opportunity  in  such  an  exercise  to 
push  Taiwan  toward  independence. 

A  KINDER,  GENTLER  BEIJING? 

CHINA  MAY  COUNTER  by  killing  the  is- 
land with  kindness.  Taiwanese  have  invest- 
ed more  than  $100  billion  in  the  mainland, 
and  a  half-million  Taiwanese  now  live 
there.  Many  companies,  such  as  electronics 
powers  Quanta  Computer  Inc.  and  Hon 
Hai  Precision  Industry,  do  the  bulk  of  their 
manufacturing  and  much  of  their  research 
in  China.  And  Taiwanese  companies  today 
see  China  as  a  key  market.  So  instead  of 
launching  its  missiles,  Beijing  could  woo 
companies  to  give  up  on  Taiwan  altogether. 

It  wouldn't  take  much  pressure.  Take 
D-Link  Corp.,  a  maker  of  wireless  net- 
working gear.  It  sells  mainly  in  the  U.S., 
Europe,  and  China,  and  does  manufac- 
turing and  research  worldwide.  So  Presi- 
dent J.C.  Liao  says  that,  while  no  move  is 
imminent,  he  could  see  quitting  Taiwan  if 
tensions  mount.  "We  don't  think  we  need 
to  be  headquartered  in  Taiwan,"  he  says. 
"We  can  move  anywhere  we  like." 

Some,  however,  say  such  moves  won't  be 
necessary  because  Chen  will  work  to  im- 
prove cross-strait  ties.  "President  Chen  will 
definitely  make  some  goodwill  gestures," 
says  Philip  Yang,  a  politics  professor  at  Na- 
tional Taiwan  University  in  Taipei.  Some 
possibilities:  easing  restrictions  on  Chinese 
imports,  increasing  educational  ex- 
changes, and  boosting  tourism.  "But," 
Yang  says,  "I  don't  think  Beijing  will  take 
them  seriously."  Like  Lien's  supporters 
massed  in  front  of  the  presidential  palace, 
China's  leaders  simply  don't  trust  Chen.  If 
the  President  survives  the  attempts  to  top- 
ple him,  figuring  out  a  way  to  win  that  trust 
will  be  his  biggest  challenge.  ■ 

-By  Bruce  Einhorn  in  Taipei,  with 
Stan  Crock  in  Washington 
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China  Speaks  Softly 

Beijing  chooses  subtlety  over  the  old  saber-rattlinj 


IT  WOULD  BE  EASY  TO  CON- 
clude  that  the  unfolding 
drama  in  Taiwan  is  Beijing's 
worst  nightmare.  After  all, 
the  independence-minded 
incumbent,  Chen  Shui-bian,  has 
apparendy  won  the  presidential 
election,  and  while  angry  protest- 
ers have  taken  to  the  streets  of 
Taipei,  in  the 
end  Beijing  will  likely 
have  to  tolerate  its  most 
hated  adversary  for  four 
more  years.  First  impres- 
sions, though,  can  be  de- 
ceiving. In  fact,  the  tur- 
moil in  Taiwan  may 
ultimately  work  to  Bei- 
jing's advantage. 

Not  surprisingly,  Bei- 
jing has  imposed  a  virtual 
blackout  on  Taiwan  news. 
But  such  precautions  are 
common  in  China— and 
hardly  suggest  any  panic. 
Indeed,  President  Hu  Jin- 
tao  and  Premier  Wen 
Jiabao  seem  to  be  betting 
that  a  subder  approach  to 
Taiwan— including  ever- 
closer  economic  ties— is 
better  than  the  saber-rat- 
tling of  their  predecessors. 
So  while  former  Premier 
Zhu  Rongji  angrily  threat- 
ened the  Taiwanese  before 
their  presidential  election 
of  2000,  this  time  Wen  promised  to 
"press  ahead  with  an  early  resumption 
of  dialogue"  with  Taiwan. 

Beijing  may  already  have  seen  a  pay- 
off from  its  new  approach.  Chen  appar- 
ently got  just  over  half  the  votes  for  the 
presidency.  But  a  referendum  he 
backed,  asking  whether  Taiwan  should 
boost  its  defenses  against  China,  failed 
because  less  than  50%  of  voters  cast  bal- 
lots on  the  issue,  despite   an   80% 


Economic 
integration 
will  move 
forward 
despite  a 
Chen  win 


turnout.  The  referendum,  considered 
warm-up  for  an  eventual  poll  on  ind 
pendence,  is  the  one  aspect  of  the  T; 
wanese  election  that  has  gotten  some  a 
tention  on  the  mainland.  Its  failure  " 
good  news  for  the  Chinese  leadership 
says  Wang  Yong,  director  of  Beijin 
University's  Center  for  Internationa 
Political  Economy.  "It  gives  them  morl 
room  to  deal  with  the  Taiwan  issue." 
Beijing  has  the  economic  edge,  toe: 
Despite  China's  antipath 
for  Chen,  his  apparent  vi 
tory  won't  mean  an  end  t 
the  deepening  commerci 
ties  between  the  two  sid< 
even  if  political  relation 
remain      cool.      Durinj 
Chen's  four  years  in  office 
China  has  become  Tai 
wan's  No.  1  export  market 
And  more  than  60%  o 
Taiwan's  technology  pro 
duction   is   now  on   th 
mainland,    which    give 
China  tremendous  lever 
age  over  the  island,  say 
Andy  Rothman  of  broker 
age     CLSA     Asia-Pacif* 
Markets  in  Shanghai.  "I 
Hu  Jintao  had  been  able  t 
vote,  he  would  have  cho 
sen  Chen,"  says  Rothman 
So  for  China's  shrewd 
practitioners  of  realpolitik. 
things    could    be    much 
worse.  The  challenge  is  to 
keep  Chen  weak  without 
provoking  him  into  doing 
something  rash— like  making  a  sprint 
for  independence.  Then,  of  course,  Chi- 
na might  feel  compelled  to  do  some- 
thing nasty.  "Chinese  leaders  would 
even    sacrifice    the    [2008    Beijing] 
Olympics  [by  going  to  war]  if  it  meant 
keeping  Taiwan,"  says  Cheng  Li,  a  pro- 
fessor of  government  at  Hamilton  Col- 
lege in  Clinton,  N.Y.  As  the  drama  un- 
folds in  Taiwan,  China  is  largely  silent 
But  it's  watching.  And  waiting.  ■ 
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Bayer  HealthCare 

Pharmaceuticals 

5  2003  Bayer  Pharmaceuticals  Corporation 
's  reserved.  PD1011303  12/03 


GlaxoSmithKline 


Printed  in  the  USA.  LEV403R0 

LEVITRA  is  a  registered  trademark  of  Bayer  Aktiengesellschaft 

and  is  used  under  license  by  GlaxoSmithKline. 


*  Among  orally  administered  ED  treatments. 
'  Individual  results  may  vary. 

Please  see  adjacent  Patient  Information  for  more  about 
LEVITRA  (2.5  mg,  5  mg,  10  mg,  and  20  mg)  tablets. 


Ask  your  doctor  if  a  free  sample 
of  LEVITRA  is  right  for  you. 
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Read  the  Patient  Information  about  LEVITRA  before  you  start  taking  it 
and  again  each  time  you  get  a  refill.  There  may  be  new  information. 
You  may  also  find  it  helpful  to  share  this  information  with  your  partner. 
This  leaflet  does  not  take  the  place  of  talking  with  your  doctor.  You 
and  your  doctor  should  talk  about  LEVITRA  when  you  start  taking  it 
and  at  regular  checkups.  If  you  do  not  understand  the  information,  or 
have  questions  talk  with  your  doctor  or  pharmacist 

WHAT  IMPORTANT  INFORMATION  SHOULD  YOU  KNOW  ABOUT 

LEVITRA? 

LEVITRA  can  cause  your  blood  pressure  to  drop  suddenly  to  an 

unsafe  level  if  it  is  taken  with  certain  other  medicines.  With  a  sudden 

drop  in  blood  pressure,  you  could  get  dizzy,  faint,  or  have  a  heart 

attack  or  stroke. 

Do  not  take  LEVITRA  if  you: 

•  take  any  medicines  called  "nitrates 

•  use  recreational  drugs  called  "poppers"  like  amyl  nitrate  and 
butyl  nitrate. 

•  take  medicines  called  alpha-blockers. 
(See  "Who  Should  Not  Take  LEVITRA?') 

Tell  all  your  healthcare  providers  that  you  take  LEVITRA.  If  you 
need  emergency  medical  care  for  a  heart  problem,  it  will  be  important 
for  your  healthcare  provider  to  know  when  you  last  took  LEVITRA. 

WHAT  IS  LEVITRA? 

LEVITRA  is  a  prescription  medicine  taken  by  mouth  for  the  treatment 
of  erectile  dysfunction  (ED)  in  men. 

ED  is  a  condition  where  the  penis  does  not  harden  and  expand  when 
a  man  is  sexually  excited,  or  when  he  cannot  keep  an  erection.  A  man 
who  has  trouble  getting  or  keeping  an  erection  should  see  his  doctor 
for  help  if  the  condition  bothers  him.  LEVITRA  may  help  a  man  with 
ED  get  and  keep  an  erection  when  he  is  sexually  excited. 

LEVITRA  does  not: 

•  cure  ED 

•  increase  a  man's  sexual  desire 

•  protect  a  man  or  his  partner  from  sexually  transmitted  diseases, 
including  HIV.  Speak  to  your  doctor  about  ways  to  guard  against 
sexually  transmitted  diseases 

•  serve  as  a  male  form  of  birth  control 

LEVITRA  is  only  for  men  with  ED.  LEVITRA  is  not  for  women  or 
children.  LEVITRA  must  be  used  only  under  a  doctor's  care. 

HOW  DOES  LEVITRA  WORK? 

When  a  man  is  sexually  stimulated,  his  body's  normal  physical 
response  is  to  increase  blood  flow  to  his  penis.  This  results  in  an 
erection.  LEVITRA  helps  increase  blood  flow  to  the  penis  and  may 
help  men  with  ED  get  and  keep  an  erection  satisfactory  for  sexual 
activity.  Once  a  man  has  completed  sexual  activity,  blood  flow  to  his 
penis  decreases,  and  his  erection  goes  away 

WHO  CAN  TAKE  LEVITRA? 

Talk  to  your  doctor  to  decide  if  LEVITRA  is  right  for  you. 
LEVITRA  has  been  shown  to  be  effective  in  men  over  the  age  of  18 
years  who  have  erectile  dysfunction,  including  men  with  diabetes  or 
who  have  undergone  prostatectomy. 

WHO  SHOULD  NOT  TAKE  LEVITRA? 
Do  not  take  LEVITRA  if  you: 

•  take  any  medicines  called  "nitrates'  (See  "What  important  infor- 
mation should  you  know  about  LEVITRA?").  Nitrates  are 
commonly  used  to  treat  angina.  Angina  is  a  symptom  of  heart  dis- 
ease and  can  cause  pain  in  your  chest  jaw,  or  down  your  arm. 
Medicines  called  nitrates  include  nitroglycerin  that  is  found  in 
tablets,  sprays,  ointments,  pastes,  or  patches.  Nitrates  can  also  be 
found  in  other  medicines  such  as  isosorbide  dinitrate  or  isosorbide 
mononitrate.  Some  recreational  drugs  called  "poppers"  also  contain 
nitrates,  such  as  amyl  nitrate  and  butyl  nitrate.  Do  not  use  LEVITRA 
if  you  are  using  these  drugs.  Ask  your  doctor  or  pharmacist  if  you 
are  not  sure  if  any  of  your  medicines  are  nitrates. 

•  take  medicines  called  "alpha-blockers."  Alpha-blockers  are  some- 
times prescribed  for  prostate  problems  or  high  blood  pressure.  If 
LEVITRA  is  taken  with  alpha-blockers,  your  blood  pressure  could 
suddenly  drop  to  an  unsafe  level  You  could  get  dizzy  and  faint. 

•  you  have  been  told  by  your  healthcare  provider  to  not  have  sexual 
activity  because  of  health  problems.  Sexual  activity  can  put  an 
extra  strain  on  your  heart,  especially  if  your  heart  is  already  weak 
from  a  heart  attack  or  heart  disease. 

•  are  allergic  to  LEVITRA  or  any  ol  Its  ingredients.  The  active  ingre- 
dient in  LEVITRA  is  called  vardenafil.  See  the  end  of  this  leaflet  for  a 
complete  list  of  ingredients. 

WHAT  SHOULD  YOU  DISCUSS  WITH  YOUR  DOCTOR  BEFORE 
TAKING  LEVITRA? 

Before  taking  LEVITRA,  tell  your  doctor  about  all  your  medical 
problems,  including  if  you: 

•  have  heart  problems  such  as  angina,  heart  failure,  irregular  heart- 
beats, or  have  had  a  heart  attack  Ask  your  doctor  if  it  is  safe  for  you 
to  have  sexua  activity. 

•  have  low  blood  pressure  or  have  high  blood  pressure  that  is  not 
controlled 

•  have  had  a  stroke 

•  or  any  family  members  have  a  rare  heart  condition  known  as 
prolongation  of  the  OT  interval  (long  QT  syndrome) 

•  have  liver  problems 

•  have  kidney  problems  and  require  dialysis 

•  have  retinitis  pigmentosa,  a  rare  genetic  (runs  in  families)  eye  disease 

•  have  stomach  ulcers 

•  have  a  bleeding  problem 

•  have  a  deformed  penis  shape  or  Peyronie's  disease 

•  have  had  an  erection  that  lasted  more  than  4  hours 

•  have  blood  cell  problems  such  as  sickle  cell  anemia,  multiple 
myeloma,  or  leukemia 

CAN  OTHER  MEDICATIONS  AFFECT  LEVITRA? 
Tell  your  doctor  about  all  the  medicines  you  take  including  prescription 
and  non-prescripbon  medicines,  vitamins,  and  herbal  supplements. 
LEVITRA  and  other  medicines  may  affect  each  other  Always  check 
with  your  doctor  before  starting  or  stopping  any  medicines 
Especially  tell  your  doctor  if  you  ta^.e  any  of  the  following: 


•  medicines  called  nitrates  (See  "What  important  information  should 
you  know  about  LEVITRA?") 

•  medicines  called  alpha-blockers.  These  include  Hytrin®  (terazosin 
HCI),  Flomax®  (tamsulosin  HCI),  Cardura*  (doxazosin  mesylate), 
Minipress®  (prazosin  HCI)  or  Uroxatral®  (alfuzosin  HCI). 

•  medicines  that  treat  abnormal  heartbeat.  These  include  quinidine, 
procainamide,  amiodarone  and  sotaloi 

•  ritonavir  (Norvir®)  or  indinavir  sulfate  (Crixivan®) 

•  ketoconazole  or  itraconazole  (such  as  Nizoral®  or  Sporanox®) 

•  erythromycin 

•  other  medicines  or  treatments  for  ED 

HOW  SHOULD  YOU  TAKE  LEVITRA? 

Take  LEVITRA  exactly  as  your  doctor  prescribes.  LEVITRA  comes  in 
different  doses  (2.5  mg.  5  mg,  10  mg,  and  20  mgVFor  most  men, 
the  recommended  starting  dose  is  10  mg.  Take  LEVITRA  no  more 
than  once  a  day.  Doses  should  "be  taken  at  least  24  hours  apart 
Some  men  can  only  take  a  low  dose  of  LEVITRA  because  of  medical 
conditions  or  medicines  they  take  Your  doctor  will  prescribe  the 
dose  that  is  right  for  you. 

•  If  you  are  older  than  65  or  have  liver  problems,  your  doctor  may 
start  you  on  a  lower  dose  of  LEVITRA. 

•  If  you  are  taking  certain  other  medicines  your  doctor  may  prescribe 
a  lower  starting  dose  and  limit  you  to  one  dose  of  LEVITRA  in  a 
72-hour  (3  days)  period. 

Take  1  LEVITRA  tablet  about  1  hour  (60  minutes)  before  sexual  activity. 
Some  form  of  sexual  stimulation  is  needed  for  an  erection  to  happen 
with  LEVITRA.  LEVITRA  may  be  taken  with  or  without  meals. 
Do  not  change  your  dose  of  LEVITRA  without  talking  to  your  doctor 
Your  doctor  may  lower  your  dose  or  raise  your  dese,  depending  on 
how  your  body  reacts  to  LEVITRA. 

If  you  take  too  much  LEVITRA  call  your  doctor  or  emergency  room 
right  away. 

WHAT  ARE  THE  POSSIBLE  SIDE  EFFECTS  OF  LEVITRA? 

The  most  common  side  effects  with  LEVITRA  are  headache,  flushing, 
stuffy  or  runny  nose,  indigestion,  upset  stomach,  or  dizziness.  These 
side  effects  usually  go  away  after  a  few  hours.  Call  your  doctor  if  you 
get  a  side  effect  that  bothers  you  or  one  that  will  not  go  away. 

LEVITRA  may  uncommonly  cause: 

•  an  erection  that  won't  go  away  (priapism).  If  you  get  an  erection 
that  lasts  more  than  4  hours,  get  medical  help  right  away.  Priapism 
must  be  treated  as  soon  as  possible  or  lasting  damage  can  happen 
to  your  penis  including  the  inability  to  have  erections. 

•  vision  changes,  such  as  seeing  a  blue  tinge  to  objects  or  having 
difficulty  telling  the  difference  between  the  colors  blue  and  green. 

These  are  not  all  the  side  effects  of  LEVITRA.  For  more  information, 
ask  your  doctor  or  pharmacist. 

HOW  SHOULD  LEVITRA  BE  STORED? 

•  Store  LEVITRA  at  room  temperature  between  59°  and  86°  F 
(15°  to  30°  C). 

•  Keep  LEVITRA  and  all  medicines  out  of  the  reach  of  children. 

GENERAL  INFORMATION  ABOUT  LEVITRA. 

Medicines  are  sometimes  prescribed  for  conditions  other  than  those 

described  in  patient  information  leaflets  Do  not  use  LEVITRA  for  a 

condition  for  which  it  was  not  prescribed.  Do  not  give  LEVITRA  to 

other  people,  even  if  they  have  the  same  symptoms  that  you  have.  It 

may  harm  them. 

This  leaflet  summarizes  the  most  important  information  about  LEVrTRA 

If  you  would  like  more  information,  talk  with  your  healthcare 

provider.  You  can  ask  your  doctor  or  pharmacist  for  information 

about  LEVITRA  that  is  written  for  health  professionals. 

For  more  information  you  can  also  visit  www.LEVITRAcom,  or  call 

1-866-LEVITRA 

WHAT  ARE  THE  INGREDIENTS  OF  LEVITRA? 

Active  Ingredient:  vardenafil  hydrochloride 

Inactive  Ingredients:  microcrystalline  cellulose,  crospovidone.  colloidal 

silicon  dioxide,  magnesium  stearate,  hypromellose.  polyethylene 

glycol,  titanium  dioxide,  yellow  ferric  oxide,  and  red  ferric  oxide 

Norvir  (ritonavir)  is  a  trademark  of  Abbott  Laboratories 
Crixivan  (indinavir  sulfate)  is  a  trademark  of  Merck  &  Co.,  Inc. 
Nizoral  (ketoconazole)  is  a  trademark  of  Johnson  &  Johnson 
Sporanox  (itraconazole)  is  a  trademark  of  Johnson  &  Johnson 
Hytrin  (terazosin  HCI)  is  a  trademark  of  Abbott  Laboratones 
Flomax  (tamsulosin  HCI)  is  a  trademark  of  Yamanouchi 
Pharmaceutical  Co.,  Ltd. 

Cardura  (doxazosin  mesylate)  is  a  trademark  of  Pfizer  Inc. 
Minipress  (prazosin  HCI)  is  a  trademark  of  Pfizer  Inc. 
Uroxatral  (alfuzosin  HCI)  is  a  trademark  of  Sanofi-Synthetabo 
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Israel:  Why  Sharon 
May  Lose  This  Gamble 


/ILL  THE  ASSASSINATION  OF  Sheikh  Ahmed  Yassin  make  Israel  and 
he  world  safer?  That's  the  question  officials  in  Jerusalem  and 
Vashington  are  contemplating  following  the  Israeli  missile  at- 
ack  on  the  spiritual  leader  of  Hamas,  the  largest  Palestinian  Is- 
^mic  group,  on  a  Gaza  street  on  Mar.  22. 

Israeli  Prime  Minister  Ariel  Sharon, 
ho  gave  the  green  light  for  the  killing,  is 


ambling  that  wiping  out  Hamas'  top 
eaders  will  cripple  the  organization.  If  he 
right,  Hamas'  ability  to  send  suicide 
combers  to  Israel  would  decline.  Sharon  is 
lso  trying  to  ensure  that  the  militant  Is- 
amic  group,  which  is  blamed  for  some 
00  Israeli  deaths,  won't  seize  power  in 
raza  after  Israel's  contemplated  pullout. 
haron  has  been  planning  for  the  disman- 
tling of  up  to  21  settlements  and  the  likely 
vithdrawal  of  troops,  in  a  bid  to  reduce  Is- 
aeli  casualties. 

nto  the  Sea 

iUT  SOME  experts  are  skep- 
ical  these  tactics  will  work, 
ndeed,  Sharon  may  be 
quandering  the  potential 

enefits  of  withdrawal.  "In 
he  past  three  years,  Israel 
las  killed  or  captured  300  of 
he  top  Hamas  leaders,  and 
his  has  done  very  little  in 
he  way  of  reducing  at- 
empted  suicide  bombings," 
ays  Reuven  Paz,  an  analyst 
it  the  Interdisciplinary  Cen- 
:er,  a  think  tank  near  Tel 
\viv.  Bombings  are  in  fact 
iown,  but  Israel  says  alerts 
ire  at  record  levels.  ^^^™ 

The  assassinations  may 

ell  produce  an  even  more  violent  organi- 
sation. In  the  Hamas  context,  both  Yassin 
md  Ismail  Abu  Shanab,  another  leader 
ailed  by  the  Israelis  last  summer,  were  rel- 
itive  moderates— agreeing  to  a  temporary 
:ease-fire  by  Palestinian  forces  last  year, 
ifassin's  interim  replacement,  Abdel  Aziz 
Rantisi,  is  an  uncompromising  hard-liner 
determined  to  sweep  the  Israelis  into  the 
>ea.  Security  experts  are  worried  that 
Rantisi  could  now  expand  Hamas  opera- 


tions.  Ami  Ayalon,  a  former  head  of  Israel's 
domestic  intelligence  service,  Shin  Bet, 
warns  that  Yassin's  killing  could  lead  to  the 
"Islamization  of  the  whole  conflict  and  the 
bringing  in  of  al  Qaeda." 

Having  such  a  radical  rival  in  Hamas 
makes  it  harder  for  Yassir  Arafat  and  Prime 
Minister  Ahmed  Qurei  to  control  their  con- 
stituents and  cut  a  deal  with  the  Israelis. 
Many  Palestinians  hold  Hamas  in  higher 
regard  than  Arafat's  cronies,  whom  they 
condemn  as  corrupt  and  ineffective.  Hamas 
leaders  are  seen  as  men  who  live  modestly 
and  put  their  lives  on  the  line.  Yassin 
epitomized  that  ethos— an  ascetic  in  a 
wheelchair  who  lived  in  a 
poor  neighborhood. 

Still,  his  death  marked 
how  far  he  had  strayed  from 
his  original  goals.  When 
Yassin  founded  his  Islamic 
Center  in  Gaza  in  the  1970s, 
he  shunned  violence,  devot- 
ing himself  to  Islam  and 
charity  work.  At  first  he  won 
the  blessing  of  the  Israelis 
and  the  scorn  of  Palestinian 
activists,  but  as  the  atmos- 
phere grew  ugly  he  began  to 
RANTISI  More  praise  if  not  plan  Hamas'  attacks, 

intransigent  than         now  his  assassination  has     en- 
■■■■■-  h  Yassin  raged  not  only  Palestinians  but  much 

"""""  of  the  Islamic  world.  Impotent  as 

much  of  that  rage  may  be,  it  should 
concern  the  U.S.,  which  had  hoped 
Sharon's  withdrawal  from  Gaza  would 
dampen  violence.  The  U.S.  needs  to  have 
the  Islamic  mainstream  on  its  side  if  it  is  to 
win  its  struggle  against  militants.  That 
cause  is  unlikely  to  be  aided  by  the  killing 
of  a  man  that  many  Palestinians  regarded, 
however  foolishly,  as  a  saint.  II 

-By  Stanley  Reed  in  London  and 

Neal  Sandler  in  Jerusalem, 

with  Stan  Crock  in  Washington 


GLOBAL 
WRAPUP 

REWARDING  LIBYA  FOR 
GOOD  BEHAVIOR 

THE  U.S.  AND  Britain  are 
making  good  on  their  pledge  to 
reward  Libya  for  getting  rid  of 
weapons  of  mass  destruction, 
ending  support  for  terrorism, 
and  coming  clean  on  the  Pan 
Am  Flight  103  bombing  in 
Lockerbie,  Scotland,  in  the 
1980s.  On  Mar.  23,  Assistant 
Secretary  of  State  William  J. 
Burns  became  the  highest-level 
U.S.  official  to  meet  with  Libyan 
leader  Muammar  Qaddafi  in  24 
years.  U.S.  officials  may 
eventually  lift  sanctions  on 
Tripoli  if  it  makes  progress  in 
such  areas  as  human  rights. 
Meanwhile,  British  Prime 
Minster  Tony  Blair  is  expected  in 
Libya  on  Mar.  25.  The  warming 
of  relations  between  Libya  and 
the  two  Western  nations  is 
intended  to  show  rogue  states 
the  benefits  of  cooperating  with 
the  U.S.  and  its  allies. 

GOOD  NEWS  FOR  THE 
NEW  EUROPE 

THE  EUROPEAN  Union  looks 
increasingly  set  to  adopt  a 
constitution  as  early  as  June- 
much  sooner  than  expected. 
Efforts  to  agree  on  the 
document,  designed  to  vastly 
speed  up  decision-making  in 
the  future  enlarged  EU,  broke 
down  in  December  in  the  face  of 
opposition  from  Spain  and 
Poland.  They  objected  to  the 
way  national  votes  would  be 
weighted  in  EU  councils. 

But  the  surprise  victory  of 
pro -European  Jose"  Luis 
Rodriguez  Zapatero  and  his 
Socialist  Party  in  Spanish 
elections  means  Spain  will  now 
back  the  constitution.  Poland  is 
also  indicating  it  will  be  more 
flexible.  Other  issues  still  divide 
EU  members,  from  finding  a 
replacement  for  European 
Commission  President  Romano 
Prodi  to  agreeing  on  a  new 
budgetary  framework. 
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Now  there's  a  better  way  to  manage  information,  from  the  time  it's  created 
until  the  moment  you  dispose  of  it  -  iniormation  lifecycle  management.  It's  a 
process  that  helps  you  i-educe  cost  and  complexity,  get  the  most  out  of  your 
IT  assets,  and  meet  regulatory  compliance  requirements.  All  while  it  keeps 
your  information  safer  and  more  accessible.  EMC  is  the  only  company  that 
has  the  technologies,  services,  and  solutions  to  bring  information  lifecycle 
management  to  life.  To  learn  more,  visit  EMC.com/ilm  or  call  (866)796-6369. 
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To  accomplish  more, 

sometimes  you  need  to  see  less. 


Go  on.  Be  a  Tiger. 


High  performers  don't  allow  themselsb  to  be  distracted. 
To  see  how  Aceenture  can  help  you  (naximize  your  focus 
on  your  most  important  goals,  visit  .^-enture.com 
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Now  there  s  a  better  way  to  manage  iniormation,  from  the  time  it's  created 
until  the  moment  you  dispose  of  it  -  iniormation  lifecycle  management.  It's  a 
process  that  helps  you  reduce  cost  and  complexity,  get  the  most  out  of  your 
IT  assets,  and  meet  regulatory  compliance  requirements.  All  while  it  keeps 
your  information  safer  and  more  accessible.  EMC  is  the  only  company  that 
has  the  technologies,  services,  and  solutions  to  bring  information  lifecycle 
management  to  life.  To  learn  more,  visit  EMC.com/ilm  or  call  (866)796-6369. 
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;  lives  are  registered  trad*  ..rporafon.  c  2004  Ek"  i  nghts  resawd. 


Dell 

High-performance  supply  chain,  delivered. 

When  the  world's  number  one  computer  company  set  out  to  upgrade 
its  already  world-class  manufacturing  infrastructure  several  years  ago, 
they  began  with  a  bold,  yet  simple  premise:  "build  more  systems 
with  less  inventory"  In  about  100  days,  Accenture  and  Dell  conceived 
and  implemented  an  approach  that  allows  Dell  to  operate  on  no 
more  than  two  hours  of  inventory  at  a  time.  Now  in  place  in  Dell's 
plants  around  the  world,  the  program  paid  for  itself  five  times  over 
during  the  first  12  months  of  operation.  Dell  is  able  to  adapt  more 
quickly  to  rapidly  changing  technologies  and  maintain  its  position 
as  a  high-performance  business. 


Allstate 

High-performance  customer  service,  delivered. 

To  maintain  its  position  as  one  of  the  country's  largest  property  and 
casualty  insurers- while  also  positioning  itself  to  offer  a  broader  range 
of  financial  products-Allstate  wanted  to  offer  new  ways  of  interacting 
with  customers,  and  to  do  it  on  an  aggressive  schedule.  Building  on  a 
long  relationship  with  Allstate,  Accenture  deployed  eight  development 
teams  to  help  design  and  implement  The  Good  Hands  Network, 
which  adds  integrated  Internet  and  call  center  channels  to  the  existing 
system  of  local  agents.  Deployed  in  just  18  months,  the  two  new 
channels  enable  customers  to  do  business  with  Allstate  24/7.  Already, 
over  40  percent  of  the  company's  more  than  6  million  yearly  inquiries 
are  made  outside  of  traditional  business  hours,  further  extending  the 
company's  standing  as  a  high-perf  rmance  business. 


Wyeth 

High-performance  R&D,  delivered. 

Determined  to  boost  its  output  of  innovative  new  medicines,  Wyeth's 
research  &  development  leadership  teamed  with  Accenture  to  reengineer 
the  way  the  pharmaceutical  company  discovers  new  molecular 
entities  and  moves  them  through  preclinical  development  and  clinical 
trials.  The  companies  designed  and  implemented  vast  changes  to 
streamline  operations  and  dramatically  improve  the  effectiveness  of 
Wyeth's  proven  R&D  organization.  Now,  three  years  into  the  initiative, 
the  productivity  of  Wyeth's  drug  discovery  effort  has  risen  400  percent, 
early  clinical  trial  cycle  times  have  been  cut  by  60  percent,  and  a  new 
high-performance  model  for  outsourcing  clinical  data  management  is 
substantially  reducing  costs  by  about  50  percent. 


Office  of  Revenue  Commissioners,  Republic  of  Ireland 
High-performance  customer  service,  delivered. 

To  demonstrate  how  the  public  sector  can  improve  customer  service 
by  embracing  new  technology,  the  Office  of  Revenue  Commissioners, 
Republic  of  Ireland,  wanted  to  introduce  an  electronic  filing,  payment 
and  information  system.  Accenture  developed  and  launched  Revenue 
Online  Service  (ROS),  a  website  that  substantially  simplifies  the  filing 
and  payment  process  and  provides  online  access  to  account  information. 
The  system  uses  digital  certificates  to  give  electronic  tax  returns  full 
legal  status.  Introduced  in  September  2000,  ROS  has  processed  in 
excess  of  1  million  transactions  and  has  brought  in  more  than 
€12  billion  in  payments.  ROS  is  now  widely  accepted  by  the  Irish 
business  community,  and  has  allowed  the  Revenue  Commissioners  to 
establish  a  level  of  customer  service  and  processing  efficiency  worthy 
of  a  high-performance  government  agency. 


accenture 

High  performance.  Delivered. 


It  helps  to  be  in  the  right 
market  at  the  ridit  time, 
but  it  certainly  doesn't 
guarantee  a  spot  in  the 
BusinessWeek  50.  The 
companies  on  this  year's 
list  rose  above  their  rivals, 
often  b^  learning  to  think 
like  their  customers 


k 


h 


istorically,  auto  insurers  were 

never  known  as  a  customer- 
friendly  bunch.  Then  came  Pro 
gressive  Corp.  The  Mayfield  Vil 
lage  (Ohio) -based  insurer  firsi 
turned  heads  in  the  1990s  bjft 
giving  prospective  customers  .tand 
price  quotes  from  up  to  three  ri-  «  <> 
val  insurers,  as  well  as  its  own—  asiti< 
a  provocative  move  that  won  thousands  of  new  ealti 
accounts.  Progressive  further  endeared  itself  to  ech: 
drivers  by  mobilizing  an  army  of  12,000  claims  ave1 
adjusters  who  sped  straight  to  an  accident  an; 
scene— and  often  cut  a  check  right  on  the  spot,  bk 
For  some  insurers,  that  might  be  enough.  But  it; 
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regressive  has  never  stopped  trying  to  find  ways 
do  things  better,  faster,  and  cheaper  for  its  12 
illion  customers.  "When  you  stop  evolving, 
>u've  got  a  real  problem,"  says  Progressive's 
lief  executive,  Glenn  M.  Renwick.  "We're  always 
king,  'Is  there  an  even  better  way?' "  So  last 
:>ril,  the  $11.9  billion  insurer  rolled  out  a  new 
?rvice  that  lets  drivers  involved  in  a  small  acci- 
mt  drop  off  their  banged-up  car,  pick  up  a 
ntal— and  then  come  back  to  a  fully  repaired 
ir  a  couple  days  later.  So  far,  Progressive's  bold 
imbits  have  paid  off  big:  While  other  parts  of 
\e  industry  are  just  pulling  out  of  a  funk,  Pro- 
ressive's  profits  have  soared  an  average  annual 
$3%  over  the  past  three  years,  to  $1.3  billion  in 
303.  That,  along  with  strong  revenue  gains  and 


triers 


robust  152%  return  on  its  stock  since  2001,  has 
riabled  Progressive  to  claim  the  top  spot  in  the 
004  BusinessWeek  50. 

Progressive  epitomizes  the  spirit  found  among 
le  companies  in  the  magazine's  eighth  annual 
inking  of  the  best-performing  members  of  the 
tandard  &  Poor's  500-stock  index.  Granted,  our 
st  is  dominated  by  companies  that  were  well- 
ositioned  to  profit  from  the  economic  recovery— 
ealth-care  outfits,  homebuilders,  and  resurgent 
;chnology  companies,  as  well  as  retailers  that 
ave  benefited  from  the  resilience  of  the  Ameri- 
an  consumer.  "On  one  level,  if  s  pretty  remark- 
ble  how  well  the  [BW50]  reflects  the  broader 
lacroeconomic  trends,"  says  Adrian  J.  Slywotzky, 


1    Progressive 


2 

Cendant 

3 

WellPoint  Health  Networks 

4 

UnitedHealth  Group 

5 

Forest  Laboratories 

6 

ACE 

7 

Best  Buy 

8 

ConocoPhillips 

9 
10 
11 

Lowe's 

Electronic  Arts 
Pulte  Homes 

12 

Centex 

13 

eBay 

14 

ChevronTexaco 

15  Symantec 

16  Dell 

17  Qualcomm 

18  International  Game  Technology 

19  MBNA 

20  Marathon  Oil 

21  St.  Jude  Medical 

22  Home  Depot 

23  ExxonMobil 

24  Johnson  &  Johnson 

25  Starbucks 

26  Procter  &  Gamble 

27  Yahoo 

28  Apache 

29  Sears  Roebuck 

30  Stryker 

31  Sysco 

32  Dollar  General 

33  Bed  Bath  &  Beyond 

34  Quest  Diagnostics 

35  Nike 

36  Devon  Energy 

37  Intel 

38  Johnson  Controls 

39  Staples 

40  American  International  Group 

41  Ambac  Financial  Group 

42  Express  Scripts 

43  Harley-Davidson 

44  PepsiCo 

45  Burlington  Resources 

46  Carnival 

47  3M 

48  Apollo  Group 

49  KB  Home 

50  Humana 

Data:  Standard  &  Poof's  Compustat 
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a  managing  director  at  Mercer  Management  Con- 
sulting Inc.  But  scratch  beneath  the  surface,  and 
you'll  find  something  more— namely,  that  many  of 
this  year's  stars  have  a  deeper  understanding  than  ri- 
vals of  what  makes  their  customers  tick. 

The  Class  of  '04  ranges  from  companies  like 
Lowe's  Cos.  (No.  9),  which  sensed  the  importance  of 
marketing  its  home-improvement  wares  to  the 
women  who  actually  make  the  majority  of  home 
renovation  decisions,  to  Dell  (No.  16),  which  has 
built  a  cult  following  among  corporate  information 
technology  managers  for  its  low  prices,  certainly, 
but  also  for  providing  customers  with  the  data  to 
better  understand  their  own  purchasing  and  usage 
patterns.  And  at  a  time  when  many  corporate 
managers  complain  that  they  have  no  pricing 
power— a  symptom  of  weak  brands— this  year's 
BW50  also  includes  a  number  of  power  brands  like 
eBay  (No.  13),  Starbucks  (No.  25),  and  Harley- 
Davidson  (No.  43)  that  aren't  so  much  selling  prod- 
ucts as  they're  selling  lifestyle  choices  for  con- 
sumers worldwide. 

The  Quest  for  the  Best 

when  these  companies  expand,  it's  less  through  boosted  by  a  housing  market  kept 

debt-financed  acquisitions  than  through  well-        i     c\_  i  rv?       J    l  1 

planned  diversifications  around  their  core  business     alOlt  Dy  affordable  HlOrtgage  TateS 

Consider  the  success  that  3M  Co.  (No.  47)  is  enjoying 


P 


CONSTRUCTION  Three  homebuilders 
made  it  into  this  year's  rankms 


tfli 

i  retail 

C20O4 

rite 


after  finding  new  applications  for  some  of  the  optic  films  that  it 
developed  back  in  the  1960s.  While  the  technology  was  origi- 
nally developed  for  use  in  overhead  projectors,  3M's  scientists 
have  modernized  it  to  create  clearer  and  brighter  pictures  in  the 
LCD  screens  used  in  everything  from  mobile  phones  to  TVs. 
These  companies  "have  learned  that  it's  easier  to  grow  using  an 
electron  microscope  than  a  telescope,"  says  Chris  Zook,  head  of 
management  consultant  Bain  &  Co.'s  worldwide  strategy  prac- 
tice. Brand  extensions  will  take  you  only  so  far,  though.  Some  of 
this  year's  BW50  companies  have  consistendy  demonstrated  an 
ability  to  cut  costs  and  boost  productivity  by  reengineering  the 
ways  they  do  business. 


Unlike  other  lists,  the  BusinessWeek  50  is  not  an  exercise  ii  \- 
tracking  which  companies  are  the  biggest  or  have  the  hotte- 
stocks.  Rather,  we  built  the  BW50  to  distinguish  the  large- 
companies  that  can  go  the  distance  with  strong  operating  ana  on;-: 
market  performances.  To  determine  the  winners,  we  run 
proprietary  screen  that's  designed  to  measure  growth  in  re\ 
enues,  profits,  and  returns  to  shareholders,  and  to  do  so  ovei  m\ 
both  one-  and  three-year  periods  (page  92).  We  also  examin 
net  margins  to  see  which  companies  are  wringing  the  bigge- 
efficiencies  out  of  their  operations,  and  we  analyze  debt  level 
to  make  sure  companies  aren't  simply  buying  their  growth  k  ~ 
through  debt-financed  acquisitions.  And  to  level  the  playing  off 


TOTAL  RETURN  The  best  and  worst  in  shareholder  returns  among  the  S&P  500 


TOP  TEN  (ONE-YEAR) 

Avaya 


PERCENT 
CHANGE 


BOTTOM  TEN  (ONE-YEAR) 

683.1%     Winn-Dixie  Stores 


PERCENT 
CHANGE 


TOP  TEN  (THREE-YEAR) 

-48.7%     Boston  Scientific 


PERCENT 

CHANGE 


BOTTOM  TEN  (THREE-YEAR)    percen; 


395.5%     Ciena 


Allegheny  Technologies 


Novell 


PMC-Sierra 


United  States  Steel 


Sanmina-SCI 


335.2       Tenet  Healthcare 


291.5       Medlmmune 


251.6       Mattel 


219.2       Intuit 


195.1        Newell  Rubbermaid 


-33.8       Symantec 


-14.4       eBay 


259.5        Dynegy 


-91.! 


-91.1 


-9.0 


-6.5 


AutoZone 
Apollo  Group 


-6.2       Ball 


258.5        El  Paso 

255.1 
225.5 


220.6 


-88.2 


Louisiana-Pacific 

Broadcom 

Advanced  Micro  Devices       173.2       New  York  Times 


184.5       Apartment  Invst.  &  Mgmt.     -4.6       Pulte  Homes 


179.0       Merck 


AES 

Oata:  Standard  &  Poor's  Compustat 
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172.9       Eastman  Kodak 


-0.9       Freeport-McMoRan 


210.4 
208.5 


Calpine 

-87.6 

Qwest  Communications 

-87.6 

AES 

-83.2 

JDS  Uniphase 

-81.9 

Delta  Air  Lines 

-78.4 

i        _.  — 

-0.5       Intl.  Game  Technology         193.4 


0.3       Paccar 


192.2 


Tellabs 
Solectron 


-77.8 


-76.6 
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Id  for  larger  companies— which  would  have  a 
ird  time  matching  the  percentage  gains  of 
eir  smaller  brethren— we  weight  the  results  in  fa- 
ir of  sales  volume.  The  result:  a  ranking  of  com- 
mies that  symbolize  the  best  in  Corporate  Ameri- 
,  both  in  operational  performance  and  in  their 
)ility  to  convert  that  success  into  lucrative  gains 
r  shareholders. 


hanging  of  the  Guard 

LJT  IF  THERE'S  ONE  constant  in  the  Business- 
eek  50  over  the  years,  it  has  been  the  amount  of 
mover.  In  part,  that  reflects  recent  roller  coaster- 
ce  swings  in  sectors  such  as  energy,  tech,  telecom, 
id  retailing.  Altogether,  only  20  companies  from 
e  Class  of '03  are  making  a  repeat  appearance  on 
e  2004  roster.  Of  the  30  newcomers,  two  of  this 
;ar's  best  performers,  Symantec  Corp.  (No.  15)  and 
xpress  Scripts  Inc.  (No.  42),  were  added  to  the  S&P 
DO  during  the  past  year.  Of  the  other  companies, 
ere's  no  mistaking  the  importance  of  catering  to 
istomers:  The  BW50  includes  three  homebuilders 
Kd  eight  retailers— the  most  merchants  in  BW50 
fcstory.  Reflecting  the  resurgence  of  Silicon  Valley, 
x  technology  companies  made  the  list,  vs.  three 
st  year.  That's  still  a  far  cry  from  1997,  when  our 
laugural  ranking  was  dominated  by  12  tech  com- 
anies,  including  the  top  four:  Intel  (which  rejoins 
xe  list  this  year  after  a  three-year  absence),  Microsoft,  Dell, 
id  Cisco  Systems. 

This  year's  list  also  includes  nine  health- care  and  drug 
)mpanies— a  relatively  impressive  showing,  albeit  a  sharp 
rop  from  the  16  on  last  year's  list.  The  culprit:  a  decline 
mong  pharmaceutical  makers,  who  have  suffered  from 
atent  expirations  and  a  dearth  of  blockbuster  drugs.  Indeed, 
ith  Merck's  plunge  from  No.  20  last  year  to  No.  270,  the  last 
irviving  company  to  make  the  BW50  every  year  since  incep- 
on  has  been  dethroned.  To  some  extent,  this  turnover  reflects 
le  measurement  periods— one  and  three  years— that  Busi- 
essWeek  uses  in  determining  the  rankings.  Capturing  data 


HEALTH  CARE  Far  fewer  players  from 
this  sector  cleared  the  bar  this  year. 
Those  that  did  can  credit  their 
commitment  to  innovation  and  research 


over  more  than  three  years  might  cut  down  on  the  churn— 
but  it  would  risk  missing  the  dynamic  nature  of  the  most  cre- 
ative companies. 

Of  course,  what  many  readers  will  want  to  know  is  simply, 
can  you  make  money  by  investing  in  the  BW50?  That  depends 
on  how  you  use  it.  As  a  basket  of  stocks,  the  group  made  mon- 
ey last  year,  but  less  than  if  you  had  invested  in  one  of  the  ma- 
jor indexes.  The  Class  of  2003  delivered  a  22.9%  total  return 
during  the  12  months  ended  this  past  Feb.  27,  which  is  the  cut- 
off date  we  use  for  calculating  one-  and  three-year  total  mar- 
ket returns.  That  compares  with  34.1%  for  the  Dow  Jones  in- 
dustrial average,  36.1%  for  the  S&P  500,  and  a  blistering 


SALES  GROWTH  The  best  and  worst  in  sales  performance  among 

the  S&P  500 

TOP  TEN  (ONE-YEAR)                percent 

CHANGE 

BOTTOM  TEN  (ONE-YEAR)       percent        TOP  TEN  (THREE-YEAR) 

CHANGE 

PERCENT 
CHANGE 

BOTTOM  TEN  (THREE-YEAR) 

PERCENT 
CHANGE 

Williams 

352% 

CMS  Energy                      -33%      eBay 

70.3% 

Ciena 

-43.2% 

Comcast 

126 

Providian  Financial 

-32        ConocoPhillips 

68.3 

El  Paso 

-42.5 

Constellation  Energy  Group 

105 

ConAgra  Foods 

-30        AmerisourceBergen 

64.1 

Dynegy 

-41.7 

ConocoPhillips 

79 

Tellabs 

-26        Cendant 

58.2 

ADC  Telecommunications 

-41.4 

eBay 

78 

Allegheny  Energy 

-25        Northrop  Grumman 

49.0 

JDS  Uniphase 

-40.8 

Yahoo 

71 

JDS  Uniphase 

-25        Calpine 

47.4 

Applied  Micro  Circuits 

-36.9 

Devon  Energy 

70 

ADC  Telecommunications 

-22        XL  Capital 

45.7 

Tellabs 

-34.5 

Biogen  Idee 

68 

Lucent  Technologies 

-20        Sanmina-SCI 

40.3 

Lucent  Technologies 

-32.7 

Apache 

64 

Gateway 

-18         Devon  Energy 

39.4 

CenterPoint  Energy 

-30.2 

EOG  Resources 

59 

Schering-Plough 

-18  '      Plum  Creek  Timber 

39.1 

Gateway 

-29.3 

Data:  Standard  &  Poor's  Compustat 
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51.8%  rebound  by  the  tech-heavy  NASDAQ  Com- 
posite Index.  However,  the  BW50  also  provides  a 
wealth  of  data  that  can  be  used  as  the  starting  point 
for  investment  ideas.  For  one  approach  to  slicing 
and  dicing  the  list,  check  out  Robert  Barker's  col- 
umn on  page  94.  To  track  the  market  performance 
of  the  new  list  over  the  coming  year,  go  to  the  Fig- 
ures of  the  Week  page  online  at  www.business- 
week.com/magazine/extra.htm. 

Growth  Gains  on  Value 

THIS  MARKS  THE  fourth  straight  year  that  the 
BW50  has  trailed  at  least  two  of  the  three  major  in- 
dexes, which  reveals  something  that  should  be  obvi- 
ous from  the  way  we  compile  our  ranking:  The 
BW50  is  at  heart  a  growth  list.  As  such,  it  tends  to 
outperform  the  broader  market  during  periods 
when  the  economy  is  sizzling  but  is  prone  to  lagging 
behind  when  the  economy  is  either  in  recession  or  is 
revving  back  up  as  it  did  in  the  past  year.  Indeed, 
most  growth  indexes  have  had  a  hard  time  during 
that  same  stretch:  Over  the  past  four  years,  the  Rus- 
sell 3000  Growth  Index  suffered  an  annualized 
12.1%  decline,  while  the  Russell  3000  Value  Index 
gained  an  average  7.2%.  "If  s  been  an  abysmal  time 
for  anything  that  looks  like  growth,"  notes  Kevin  M. 
Johnson,  a  principal  at  Philadelphia-based  Aron- 
son+Johnson+Ortiz  LP,  a  $15  billion  investment 
firm  that  uses  quantitative  analysis.  Johnson  thinks  the  per- 
formance gap  between  growth  and  value  is  likely  to  narrow,  or 
even  reverse,  in  coming  years,  given  that  the  "earnings  yield" 
between  most  growth  and  value  indexes  has  narrowed. 

It  might  be  tempting  to  discount  the  accomplishments 
of  so  many  consumer-oriented  companies  on  the  BW50, 
given  how  well  consumer  spending  has  held  up.  Or  to  see  the 
seven  energy  companies  on  the  list  as  proof  that  success 
in  this  sector  depends  on  nothing  more  than  the  price  of 
oil— which  rose  23%  last  year,  while  natural  gas  prices  soared 
70%.  And  there's  no  denying  that  the  sharp  drop  in  mortgage 
rates  contributed  to  the  high  rankings  of  homebuilders 
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EARNINGS  Best  and  worst  earnings  performances  in  the  S&P  500 

TOP  TEN  (ONE-YEAR) 

PERCENT 
INCREASE 

TOPTENOTHREE-YEAR) 

AVG.  ANNUAL 
INCREASE 

BOTTOM  TEN  (12  MO.  LOSS)    millions 

OF  DOLLARS 

Devon  Energy 

2834% 

Electronic  Arts 

302.6% 

R.J.  Reynolds  Tobacco 

$-3,689.0 

Dana 

2817 

Lockheed  Martin 

265.1 

Solectron 

-3,082.3 

ACE 

1740 

Wachovia 

202.6 

El  Paso 

-2,031.0 

Lincoln  National 

949 

Progressive 

182.8 

Agilent  Technologies 

-1,607.0 

Janus  Capital  Group 

911 

McKesson 

153.8 

Sun  Microsystems 

-1,446.0 

Travelers  Property  Casualty 

687 

Sherwin-Williams 

1524 

Goodyear  Tire  &  Rubber 

-1,437.6 

ConocoPhillips 

558 

Chiron 

120.0 

Qwest  Communications 

-1,213.0 

ChevronTexaco 

556 

Qualcomm 

118.0 

Visteon 

-1,213.0 

Apple  Computer 

552 

eBay 

115.8 
103.2 

Duke  Energy 

-1,005.0 

Crane 

527 

Cummins 

Broadcom 

-959.9 

Data:  Standard  &  Poor's  Compustat 
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RETAIL  BRANDS  As  many  managers 
complained  of  a  lack  of  pricing  power, 
the  leaders  sold  a  lifestyle— as  much  as 
product  or  service— and  thrived 


like  Pulte  Homes  Inc.  (No.  11)  and  Centex  Corp.  (No.  12) 
But  somehow  these  outfits  rise  above  the  rest  in  their  in- 
dustries. Why?  Behind  every  BW50  success  story  there's  usu 
ally  a  company  culture  that  encourages  more  one-of-a-kini 
products  or  proves  more  adaptable  than  rivals.  So  while  if 
good  to  be  in  the  medical- equipment  business  at  a  time  v, 
the  population  is  aging,  that  doesn't  fully  explain  why  St.  Jude 
Medical  Inc.  (No.  21)  and  Stryker  Corp.  (No.  30)  boast  average 
annual  profit  growth  of  40%  and  27%,  respectively,  over  the! 
past  three  years.  Led  by  longtime  CEO  John  W.  Brown,  StrykH 
er  has  consistently  stayed  one  step  ahead  of  the  competition  in 
hip-  and  knee-replacement  products.  That  includes  last  year's 

Trident— the  first  ceramicH 
and-titanium  replacements 
hip,    which    can    last    a 
lifetime  instead  of  the  usu 
al  10  or  20  years  for  a 
polyurethane    device.    St. 
Jude,  meanwhile,  pumps 
hefty  12.5%  of  its  revenue 
into  research  and  develo 
ment.  It's  now  reaping  th 
fruits  of  those  investmen 
with  insatiable  demand  fo 
its  implantable  defibrilla 
tors,  following  independ 
ent  studies  showing  tho» 
devices  significantly  reduc 
deaths    in    patients   wi 
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Questions  are  everywhere.  Insight  is  not. 

taking  important  decisions  is  your  job.  Delivering  the  insight  to  help  you  make 
marter  decisions  is  ours.  With  business  applications  from  financial  management 
o  customer  relationship  management,  we  have  the  experience  and  resources 
o  help  you  succeed  in  an  ever-changing  business  world.  To  learn  more,  visit 
nicrosoft.com/BusinessSolutions/lnsight 
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Rain.  Sleet.  Snow.  Change. 

Nothing,  not  even  major  IT  change,  stops  the  mail.  The  United  States 
Postal  Service  partners  with  HP  to  make  sure  its  IT  environment  is  flexible 
enough  to  scale  up  or  down,  from  88  million  pieces  processed  on  an 
average  day  to  280  million  on  a  peak  day— on  demand,  without  disruption. 
When  it  comes  to  helping  the  USPS  manage  change,  HP— with  hardware, 
software,  solutions  and  services— delivers,  www.hp.com/adapt 
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even  mild  heart  disease.  "It's  a  large,  thirsty,  needy 
market,  and  we've  got  critical  mass  and  great  mo- 
mentum and  tremendous  product  flow.  The  rest  kind 
of  flows  naturally,"  says  CEO  Terry  L.  Shepherd. 

Targeting  the  Right  Customer 

SOME  OF  THE  OTHER  health-care  companies  that 
dot  the  list  are  prospering  from  their  ability  to  bring 
marketing  skills  to  a  sector  that  isn't  known  for  its 
consumer  savvy.  For  instance,  while  most  HMOs 
complain  of  a  cutthroat  environment  caused  by  de- 
clining reimbursements,  this  year's  BW50  contains 
three  managed-care  providers— WellPoint  Health 
Networks  (No.  3),  UnitedHealth  Group  (No.  4),  and 
Humana  (No.  50)— that  have  demonstrated  a  Procter 
&  Gamble-type  touch.  "P&G  takes  a  commodity  like 
laundry  detergent  and  creates  different  products  and 
price  points,  and  these  companies  have  brought  the 
same  consumer  marketing  tactics— different  prod- 
ucts and  price  points— into  health  care,"  notes  Russ 
Hagey,  a  managing  director  at  Bain. 

Consider  WellPoint,  which  was  one  of  the  first 
companies  to  pioneer  flexible  health  plans.  Today, 
the  Thousand  Oaks  (Calif.)-based  company  offers 
its  15  million  medical  members  a  variety  of  flexible 
plans,  including  FamilyElect,  which  allows  different 
members  of  a  single  family  to  elect  different  levels 
of  coverage.  That  means  a  mom  might  have  a  pre- 
ferred provider  organization  that  offers  the  highest  level  of 
choice  with  high  deductibles  and  co-pays,  while  her  healthy 
teenage  son  uses  a  less  pricey  HMO.  WellPoint  also  provides 
its  members  with  a  trove  of  helpful  information,  including  In- 
ternet sites  that  let  individuals  see  quality  ratings  and  average 
costs  for  many  common  procedures  performed  at  network 
hospitals.  The  upshot:  Members  are  happy,  and  the  cus- 
tomized coverage  helps  lower  costs  for  their  employers— mak- 
ing them  happy  as  well.  "Traditionally,  health  insurers  took 
a  mathematical  approach  to  addressing  risk,"  notes  CEO 
Leonard  D.  Schaeffer,  who  will  be  chairman  of  the  company 
formed  when  WellPoint  merges  into  Anthem  Inc.  this  sum- 


NET  MARGIN  Best/Worst,  S&P  500 

TOP  TEN  (2003) 

PERCENT 

BOTTOM  TEN  (2003) 

PERCENT 

Janus  Capital  Group 

96.1% 
55.4 

49.7 

Applied  Micro  Circuits 

-319.3% 

MBIA 

Biogen  Idee 

-128.8 

Ambac  Financial  Group 

Ciena 

-127.6 

Linear  Technology 

39.8 

R.J.  Reynolds  Tobacco 

-70.0 

Kinder  Morgan 

34.8 

Broadcom 

-59.6 

ProLogis 

34.1 

JDS  Uniphase 

-45.0 

SLM 

31.9 

Solectron 

-28.6 

North  Fork  Bancorp. 

31.6 

Micron  Technology 

-27.2 

Forest  Laboratories 

30.3 

El  Paso 

-25.6 

Burlington  Resources 

Data:  Standard  &  Poor's  Compustat 

29.6 

Agilent  Technologies 

-25.6 

INSURANCE  Successful  insurers,  ! 

whether  in  auto  or  health,  left  the  pack 
behind  in  catering  to  customers— either^ 
by  providing  choices  or  superior  service 


mer.  "But  it's  not  about  math.  It's  about  understanding  whal 
consumers  want." 

The  key  test  for  many  of  the  companies  that  rode  the  eo 
nomic  cycle  upward,  of  course,  comes  when  the  worm  tu 
and  they  lose  pricing  power.  But  for  every  energy  company  th 
made  the  BW50  thanks  to  surging  oil  and  gas  prices,  there 
many  other  companies  that  now  seem  impervious  to  the  va-j 
garies  of  the  economy  thanks  to  their  success  at  creating  an 
aura  around  their  brand.  Overall  coffee  sales  remain  relativeljj 
fiat  in  the  U.S.,  for  instance,  but  Starbucks  Corp.  has  shown  an 
amazing  ability  not  only  to  charge  a  premium  price  for  its 
drinks  but  also  to  get  customers  to  pay  up  for  music  CDs,  board] 
games,  and  other  products  that  are  perceived  as  part  of  thd 
Starbucks  lifestyle.  Similarly,  Harley-Davidson  Inc.  cashed  in  on 
its  100th  anniversary  last  year  by  releasing  several  limited-edi-j 
tion  bikes  that  were  snapped  up  by  its  loyal  fans,  and  dealers 
still  charge  hundreds  over  sticker  price  for  the  most  populaa 
bikes,  like  the  Road  King  or  Fat  Boy.  These  companies  know 
better  than  anyone  how  quickly  today's  "it  company"  can  be-! 
come  tomorrow's  has-been.  "We  stay  ahead  of  the  game  b* 
worrying  about  everything  that  could  happen,"  says  Jeffrey  L 
Bleustein,  CEO  of  Harley-Davidson. 

Given  the  deflationary  pressures  that  leave  many  business-] 
es  unable  to  raise  prices,  management  experts  say  it's  morq 
important  than  ever  for  companies  to  know  which  of  the: 
customers  are  the  most  profitable— and  have  the  potential  t 
tap  them  for  even  greater  profits  in  the  future.  That  isn't  n 
essarily  news.  In  marketing  circles,  many  strategists  have  Ion] 
believed  that  80%  of  a  company's  profits  come  from  20%  of  i 
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Call  over  30 countries  across  Europe,  Latin  America  and  Asia 
with  the  lowest  international  rates  in  the  industry. 

Calling  around  the  world  is  affordable  and  easy  with  Enhanced 
Discounted  International  Dialing.  Just  add  it  to  any  qualified 
AT&T  Wireless  calling  plan  for  an  additional  $3.99  a  month  and 
you  can  call  to  over  30  countries  at  international  calling  rates 
lower  than  any  national  wireless  carrier.  Plus  you  get  great  low 

rates  to  many  other  countries.  International  text  messaging  is  also  available  in  select  countries.  Whether 

you  call  near  or  far,  an  AT&T  Wireless  phone  is  the  only  phone  you'll  ever  need. 

Switch  to  AT&T  Wireless  today  and  get  more  minutes. 

Sign  up  now  for  the  AT&T  Wireless  $39.99  National  Plan  and  get  600  Anytime  minutes,  unlimited  night 
&  weekend  minutes  and  nationwide  long  distance  included. 

All  from  your  applicable  service  area.  See  below  for  activation  fee  and  other  monthly  charges  and  terms. 


Rates  apply  only  when  calling  from  the  AT&T  Wireless 
network.  Airtime  or  roaming  charges  and  surcharge  for 
calls  to  wireless  phones  may  apply. 


reachout 

on  the  wireless  service  America  trusts ' 


AT&T  Wireless 


1866  reachout  attwireless.com 


304  AT&T  Wireless  All  Rights  Reserved.  An  additional  monthly  $1.75  Regulatory  Programs  Fee  will  be  added  to  your  bill  for  each  line  of  service  to  help  fund  AT&T  Wireless  compliance  with  various  govemment- 
idated  programs  which  may  not  yet  be  available  to  subscribers.  This  is  not  a  tax  or  a  government-required  charge.  Requires  new  activation  on  qualified  plan,  credit  approval.  $36  activation  fee.  minimum  one-year 
jement,  compatible  device  and  $175  cancellation  fee  per  line.  Not  available  for  purchase  or  use  in  all  areas.  Number  portability  not  available  in  all  areas.  Usage  is  rounded  up  to  next  full  minute.  Unused  monthly 
wances  lost  Availability  and  reliability  of  service  are  subject  to  transmission  limitations.  Different  rates  apply  when  outside  applicable  Service  Area.  Roaming,  additional  minute,  and  long  distance  charges  apply.  Various 
5,  surcharges,  fees  and  other  assessments  (e.g.,  universal  connectivity  charge)  apply.  Other  restrictions  apply.  You  will  be  bound  by  the  Service  Agreement  and  printed  materials.  Night  and  Weekend  Minutes:  Only 
lable  on  calls  placed  from  the  Service  Area.  Applicable  long  distance  charges  additional.  Available  from  9  p.m.  -  5:59  a.m.  Mon.  -  Fri.;  and  Fri.  9  p.m.  -  Mon.  5:59  am.  Nationwide  Long  Distance:  No  wireless 
distance  charges  apply  to  calls  placed  from  your  Service  Area  to  anywhere  in  the  50  United  States.  Standard  airtime  charges  apply.  Enhanced  Discounted  International  Dialing:  Special  credit  requirements 
other  charges  and  restrictions  apply  International  long  distance  rates  apply  only  when  using  the  AT&T  Wireless  network.  Airtime  or  roaming  charges  are  in  addition  to  internauonal  calling  rates.  Calling  to 
ain  countries  is  blocked,  which  may  change  without  notice. You  may  be  charged  a  per-minute  surcharge  for  certain  international  calls  to  wireless  devices.The  international  calling  rate  will  be  combined  with  the 
:harge  rate  on  your  invoice.  Available  countries,  rates  and  surcharges  are  subject  to  change.  See  atcwireless.com/international  for  updated  countries,  rates  and  additional  information  about  wireless  surcharges, 
tt  Messaging:  Requires  active  voice  plan  and  compatible  device. You  can  only  send  short  text  messages  from  select  geographic  areas  to  customers  on  select  wireless  carriers  in  each  country. You  will  be  billed 
all  messages  sent  from  your  device,  regardless  of  delivery. There  is  no  guarantee  of  actual  delivery  or  delivery  within  a  specific  period  of  time.  See  attwireless.com/text  for  charges  and  complete  details. 
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customers.  "What's  new  is  companies'  ability  to 
identify  who  the  20%  are,"  says  Frank  Mulhern,  a 
marketing  professor  at  Northwestern  University. 
Thanks  to  their  growing  use  of  sophisticated 
software,  Mulhern  notes,  smart  companies  "are 
able  to  target  the  exact  customer  and  the  revenue 
that  they're  generating  per  person."  Consider  Star- 
bucks' "Duetto"  Visa  card,  which  combines  stored 
value  with  a  credit  card  that  customers  can  use  to 
earn  special  offers  and  accrue  points.  The  program 
enables  Starbucks  to  drive  traffic  by  targeting  spe- 
cial discounts  and  promotions  while  it  builds  a 
database  of  the  purchasing  habits  of  its  most  prof- 
itable customers.  That's  a  big  reason  the  company 
has  generated  annualized  37%  profit  gains  over  the 
past  three  years. 

"One  Transaction  at  a  Time" 

FOR  LOWE'S  STORES,  the  revelation  from  customer 
research  that  roughly  80%  of  home-improvement 
decisions  are  initiated  not  by  men  but  by  women 
prompted  the  chain  to  rethink  the  traditional  hard- 
ware store.  In  addition  to  the  bins  of  nails,  hammers, 
and  drills,  a  typical  Lowe's  store  stocks  everything 
from  Laura  Ashley  throw  rugs  to  Michael  Graves-de- 
signed faucets.  At  the  same  time,  Lowe's  knows  that 
stocking  its  store  with  trained,  full-time  help  rather 
than  part-timers  ensures  that  these  shoppers  get  the 
professional  advice  they  need— and  often  walk  out  the  door 
with  more  than  they  came  in  for.  While  most  other  retailers  em- 
ploy as  much  part-time  help  as  possible  to  keep  benefits  costs 
down,  fully  80%  of  Lowe's  store  workers  are  full-time.  "No 
matter  how  great  your  vision  or  strategy  is,  you  have  got  to  be 
out  there  to  be  able  to  meet  customer's  needs,  one  transaction 
at  a  time,"  says  Lowe's  president,  Robert  A.  Niblock. 

Ditto  for  Staples.  When  Ronald  L.  Sargent  took  over  as  CEO 
of  the  office-supply  retailer  in  early  2002,  it  looked  as  if  the  one- 
time growth  company  had  hit  a  wall.  Sargent  conducted  inten- 
sive customer  research  and  decided  that  the  chain  was 
attracting  Wal-Mart's  typical  customer,  a  casual  shopper  just 
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Hercules  1.480.0%  Goodyear  Tire  &  Rubber  -334.9% 

UST ;    839.5  Solectron  -224.6 

Avon  Products  '    355.7  Sprint  PCS  Group  -178.8 

Dow  Jones  195.2  Allegheny  Technologies  -147.5 

173.8  R.J.  Reynolds  Tobacco  -120.7 

157.3  Parametric  Technology  -66.7 


TECHNOLOGY  With  the  NASDAQ 
soaring  more  than  50%,  six  technology 
companies  managed  to  make 
the  BW50,  double  last  year's  tally 


Maytag 


Colgate-Palmolive 
AutoZone 
IMS  Health 


112.9 


103.0 


Anheuser-Busch 


76.6 


Campbell  Soup 


74.8 


Visteon 

-65.3 

Broadcom 

-64.4 

Gateway 

-57.2 

Agilent  Technologies 

-52.4 
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shopping  the  occasional  sale.  Says  Sargent:  "They  might  buy 
computer  from  us,  but  the  problem  was  that  we  didn't  maK 
much  money  on  it."  So  instead,  Staples  homed  in  on  small  bus 
nesses,  which  it  realized  were  producing  65%  of  sales— an 
90%  of  profits.  It  revamped  the  product  mix  and  gave  clerks  th 
training  to  provide  small-business  owners  with  useful  advict 
The  payoff?  While  some  other  office-supply  retailers  are  re 
porting  slumping  sales  at  older  stores,  Staples  saw  sales  at  a 
stores  open  a  year  or  more  rise  4%  last  year. 

In  today's  slower-growth  environment,  companies  constant 
ly  need  to  find  new  ways  to  wring  out  costs  as  well.  Many  of  th 
BW50  companies  have  been  leading  the  productivity  charge 
Home  Depot  Inc.  (No.  22),  for  instance,  added  automated  "sell 
checkout"  lanes  at  nearly  800  of  its  1,707  stores.  It  also  arma 
cashiers  with  cordless  scan  guns,  helping  to  shave  8%  off  thj 
average  checkout  time,  and  the  use  of  self-checkout  has  enable* 
Home  Depot  to  redeploy  workers  back  onto  the  sales  floor. , 
ccmpanywide  crusade  by  Dell  to  rethink  every  business  task  en 
abled  the  PC  maker  to  slash  its  annual  costs  by  $3  billion.  At  ii 
Nashville  plant,  Dell  has  automated  parts-picking,  softwanj 
loading,  testing,  and  boxing  of  new  desktop  PCs— everything 
except  the  actual  construction  of  computers.  Dell  came  awaji 
convinced  that  it  can  eventually  triple  the  plant's  output  witm 
just  half  the  number  of  workers  on  the  factory  floor. 

While  it's  far  too  early  to  declare  victory,  there's  another  are? 
where  companies  seemed  to  exhibit  more  discipline  this  yean 
accounting.  For  the  prior  two  years,  we  had  "deranked"  sever} 
al  companies,  such  as  WorldCom  in  2002,  that  otherwise  quatt 
ified  for  the  BW50  but  whose  accounting  practices  were  knowi 
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COMPANIES  THAT  WERE 
JUST  IDEAS  YESTERDAY 
RUN  SAP 


What  if  you're  onto  something  big,  but  aren't  big  yet?  Start  with  SAP8  solutions  for  small  and  midsize  companies. 
Solutions  designed  to  fit  any  size  business  -  and  any  size  budget.  And  because  they're  built  with  expansion  in 
mind,  they  won't  just  help  you  grow,  they  will  grow  with  you.  Visit  sap.com/ideas  or  call  800  880  1727,  because 
we  have  a  few  big  ideas  of  our  own. 
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If  you  still  think  of  Pitney  Bowes  as  the  postage-meter  people,  here's  a  thought: 
Today,  we're  working  with  nearly  every  FORTUNE  500  company,  engineering  solutions 
that  go  far  beyond  the  mailroom. 

By  optimizing  the  flow  of  documents,  mail  and  data  that  stream  into  and  out  of 
your  organization,  we  can  transform  it  into  a  powerful  tool  for  advancing  business. 

The  results  can  be  extraordinary:  From  more-profitable  customer  relationships  to 
improved  cash  flow;  a  safer,  more-secure  operation  to  24/7  backup  in  case  of  disaster. 
The  list  is  virtually  endless.  But,  then,  so  are  our  ideas. 

Hopefully,  we've  piqued  your  curiosity.  But  we  can  assure  you  that  it  will  be  fully 
rewarded  with  a  visit  to  pb.com/solutions.  Or,  if  you  prefer,  a  call  to  1  866  DOC  FLOW. 

§S  Pitney  Bowes 

Engineering  the  flow  of  communication" 


I  Pitney  Bowes  Inc  All  Rights  Reserved 
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ynal  Inc.,  uncovered  a  $500  mil- 

i&sinesses  of  the  former  CUC  back 

years  later,  Cendant  has  claimed  the 

A.  Cendant  took  a  back-to-basics  ap- 

ybrought  a  number  of  off-balance-sheet 

/Cendant's  books  and  has  done  very  few 

A  18  months.  Cendant  CEO  Henry  R.  Silver- 

>d  on  his  pledge  to  use  cash  flow  to  institute  a 

.  debt,  and  buy  back  shares.  "The  overarching  ob- 

/to  prove  that  Cendant  was  more  than  an  acquisi- 

/en  company  [and  that]  we  can  grow  organically,"  says 

maid  L.  Nelson.  The  stock  has  moved  in  concert:  In  the 


12  months  ended  Feb.  27,  Cendant's  shares  returned  85' I 
This  year's  BW50  companies  struck  gold  by  digging  deej 
er  than  their  competitors.  They  stand  out  for  their  endlej 
quest  to  serve  their  customers  better,  whether  it's  getting 
the  scene  of  an  auto  accident  quicker,  providing  more  clerll 
on  the  sales  floor,  or  simply  pouring  a  better  cup  of  coffee.  Itl 

a  frame  of  mind,  says  John  I } 
Barth,  CEO  of  Johnson  Coi! 
trols  Inc.  (No.  38),  the  Ion 
auto  parts  supplier  to  make 
into  our  ranking:  "Long  ag 
we  realized  that  if  we  wer 
going  to  grow  and  impro>l 
our   bottom   line,   the   fir; 
thing  we  had  to  do  was  hel 
our  customer  grow  and  improve  his  bottom  line."  He  adds 
"We  don't  delegate  customer  relations.  That's  first  and  for 
most  everyone's  job."  That  sort  of  attention  to  detail  is  one 
set  that  never  loses  its  value.  ■ 

-By  Dean  Foust  in  Atlanta,  with  Fred  Katzenbe, 
in  New  York,  Brian  Grow  in  Atlanta,  Joseph  Weh 
and  Michael  Arndt  in  Chicago,  Amy  Barren 
in  Philadelphia,  and  bureau  repo 


BusinessWeek  online 


You'll  find  Interactive  BW50  and  S&P  500 
Scoreboards,  financial  profiles  of  the  BW50,  additional  stories  aboi 
BW50  companies,  and  much  more  at  www.businessweek.com/bw50 


most  heartening  about 
j04BW50isthatno 
jifying  companies  had  to  be 
jeranked''  for  suspect  accounting 


The  Ingredients  for 
BW50  Success 


What  makes  for  a  top- 
performing  company? 
Strong  profit  growth,  for 
sure.  Bountiful  returns  for 
shareholders.  But  these 
basics  only  tell  part  of  the  story.  A  company 
can  ride  the  business  cycle  to  a  year  of 
great  earnings,  after  all.  And  the  Internet 
boom  taught  us  how  fleeting  stock 
valuations  can  be. 

Seven  years  ago,  when  BusinessWeek 
set  out  to  rank  Corporate  America's 
best  performers,  we  wanted  to  capture 
both  momentum  and  sustainability.  So 
we  came  up  with  a  10-part  formula  for 
analyzing  the  companies  in  the  Standard 
&  Poor's  500-stock  index,  a  group 
that  represents  77%  of  the  total  market 
capitalization  of  all  U.S.  stocks.  The 


result  has  been  a  constantly  evolving  list 
of  names. 

As  always,  the  first  gauges  of  perform- 
ance in  our  rankings  are  sales  and  earnings 
growth.  We  tally  both  for  the  most  recent  12- 
month  period,  but  we  also  factor  in  three- 
year  growth  to  reward  managements  that 
keep  building  on  a  great  record.  We  consider 
net  profit  margins  and  return  on  equity  to 
judge  how  efficiently  each  corporation 
manages  its  resources.  And  to  better 
understand  how  investors  perceive  each 
company's  results,  we  factor  in  shareholder 
returns  for  one-  and  three-year  periods. 

We  weight  the  results  for  sales  volume. 
This  is  to  acknowledge  that  it's  easier  to 
generate  fast  growth  off  a  smaller  base.  And 
last  year,  we  began  factoring  in  the  debt-to- 
capital  ratio-a  good  measure  for 


determining  which  companies  are  best 
positioned  to  make  it  through  tough 
economic  times.  Those  companies  that 
register  solid  earnings  growth  without 
relying  on  debt-fueled  acquisitions  score 
well  on  this  measure. 

To  compute  letter  grades  for  our 
Performance  Ranking  (page  127),  we  divide 
company  results  on  each  of  those  measures 
on  the  report  card  into  quintiles.  The 
companies  making  up  the  top  20%  of  each 
category  are  assigned  a  letter  grade  of  A,  the 
next  20%,  B,  and  so  on.  The  result:  a 
detailed  corporate  report  card  for  every  S&P 
500  representative.  For  those  interested  in 
seeing  how  individual  companies  stack  up 
against  their  peers,  we've  also  put  together 
Industry  Ranking  tables  (page  153)  using 
some  of  the  BW50  criteria. 

Many  of  the  companies  on  this  year's 
BW50  managed  to  make  it  despite  not 
having  top  scores  across  the  board.  A  few, 
such  as  Dell,  Johnson  &  Johnson,  and  Bed, 
Bath  &  Beyond,  even  pulled  an  F  in  one 
category.  But  you  can  bet  they're  making  up 
the  difference  elsewhere.  There  are  no 
slackers  in  this  crowd. 

-By  Jessi  Hempel  in  New  York 
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ARE  YOU  BEATING  DOWN  SUPPLIERS  ON  PRICE  UNTIL  THEY  CAN'T  GET  UP? 

Sure,  hitting  suppliers  for  a  lower  price  can  drive  savings.  But  quality  may  be  more 
important  than  price.  Or  service  may  be  more  important  than  both.  When  you 
move  beyond  a  one-size-fits-all  approach  to  sourcing,  that's  Spend  Management. 
And  that's  Ariba.  We  can  help  implement  strategies  that  evolve  your  supplier 
relationships  and  transform  your  business.  To  get  your  complimentary  copy  of 
our  helpful  guide,  "Seven  Habits  of  Effective  Sourcing  Organizations,"  please 
call  us  at  1-866-772-7422  or  visit  www.ariba.com/source. 


STRATEGY 


ANALYSIS 


SOURCING 


Ariba  Impacts: 

Direct  Materials 
Services 
Facilities 
Capital  Goods 
IT  Equipment 
MRO  Goods 
Outsourcing 
and  more... 


ARIBA® 

This  is  Spend  Management 


PROCUREMENT 


SUPPLIERS 
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THE  BARKER  PORTFOLIO 
BY  ROBERT  BARKER 

PICKED  ONE  BY  ONE  AND  ARRANGED  TOGETH- 
er,  the  BusinessWeek  50  make  a  gorgeous  bouquet. 
But  flowers  wilt— some  sooner  than  others.  Which 
among  the  BW50  have  staying  power?  That's  the 
question  for  investors.  There  seemingly  are  as 
many  ways  to  pick  stocks  as  there  are  floral  vari- 
eties. But  consistency  counts,  and  that's  why  I'm 
sticking  with  the  method  we  used  a  year  ago. 

Another  is  that  our  short  list  of  nine  stocks  chosen  from  last 
year's  BW50  has  performed  pretty  well.  In  the  12  months  end- 
ed Mar.  12,  the  nine  averaged  a  39.7%  total  return,  nearly  six 
percentage  points  better  than  the  average  BW50  stock's  return. 
The  Standard  &  Poor's  500-stock  index  returned  36.8%.  Most 
heartening  to  a  risk-averse  investor  like  me,  only  one,  Mattel, 
fell  in  price. 

So,  once  again,  I  narrowed  my  search  to  the  industry  groups 
performing  best  in  the  stock  market.  That' s  where  Sam  Stovall, 
Standard  &  Poor's  chief  investment  strategist,  comes  in.  The  au- 
thor of  Sector  Investing,  1996  (out  of  print,  but  available  used  via 
Amazon.com  for  $225),  Stovall  ranks  each  of  112  industries  by 
the  strength  of  their  stocks  relative  to  the  broad  market  over  the 
past  12  months.  The  reason,  in  a  word,  is  momentum.  Industries 
that  have  been  doing  well  in  the  market  tend  to  keep  outpacing 
the  averages,  Stovall  notes.  So  he  uses  his  rankings  as  a  starting 
point,  not  a  substitute,  for  fundamental  research  into  prospects 
for  sales,  profits,  cash  flows,  and  such.  Over  the  1991-2003  peri- 
od, only  industry  groups  that  ranked  in  his  top  30%  in  any  giv- 
en year  went  on  to  outperform  the  all-industries  average. 


Fundamentals 


WHICH  OF  THE  BW50  are  in  sectors  that  lately  have  risen  into 
the  top  30%  of  Stovall's  ranks?  Health  care,  high  in  relative 
strength  last  year,  has  fallen  out.  Enter  the  homebutlders, 
among  them  Centex,  KB  Home,  and  Pulte  Homes  from  the 
BW50.  Then  it's  a  sprinkling  of  11  other  industries,  including 
casinos  and  gaming;  consumer  finance;  computer  and  elec- 
tronics retailers;  restaurants;  food  distributors;  hotels,  resorts, 
and  cruise  lines;  semiconductors;  communications  equipment; 
auto  parts;  online  retailers;  and  Internet  software  and  service 

94    BusinessWeek  I  April  5.  2004 


providers.  Within  these  industries— which  are  subsets  of  thosej 
in  the  tables  starting  on  page  153— you  will  find  14  of  the  BW50, 
Next,  I  wanted  to  know  which  of  these  14  stocks  might  off© 
particularly  good  value.  So  I  checked  to  see  which  were  sellin 
at  lower  price-earnings  ratios  and  which  go  for  relatively  lo\d 
"PEG"  ratios  (that  is,  the  relationship  of  a  stock's  p-e  ratio  to  its 
estimated  earnings  growth  rate).  As  a  shortcut,  I  used  the  porti 
folio  tool  at  Yahoo!  Finance  and  clicked  on  the  "Fundamentals" 
view,  which  presents  several  valuation  measures,  including  the 
PEG  ratio.  Finally,  I  checked  the  companies'  debt-to-capital  ra-J 


elevate 
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Cleaner  fuels.  Advanced  fuels.  Liquefied  natural  gas.  Converting  gas  fuels  into 
liquids.  3-D  seismic  technology  for  the  discovery  of  new  fuels.  Ultra-deepwater 
drilling  and  production  technology  to  access  once  unreachable  sources  of  fuels. 
Shall  we  go  on?  When  it  comes  to  energy  technologies,  our  answer  to  that 
question  is,  "yes  we  wil1"  Because  at  ConocoPhillips,  discovering  and  innovating 
new  technologies  is  just  another  way  we  elevate. 


ConocoPhillips 
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POWER  HAS 

A  PRICE 

(FORTUNATEC 
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Finally  the  technology  of  a  supercomputer  at  a  breakthrough  price.  It's  here  in  our  newest  IBM  eServer  BladeCenter 
server*  The  BladeCenter  JS20  is  powered  by  the  same  chip  technology  that  drives  some  of  the  world  s  fastest 
supercomputers  -  the  innovative  POWER™  architecture  -  yet  it's  designed  to  be  affordable.  Very  affordable.  Plus, 
BladeCenter  JS20  servers  thrive  in  both  32-  and  64-bit  environments.  And  when  slipped  into  a  complete  BladeCenter 
system  voila,  a  single  interface  integrates  your  servers,  network  and  storage.  So  do  what  the  on  demand  world 
demands-  simplify  -  and  advance  -  your  infrastructure.  For  more  information,  visit  ibm.com/eserver/blade 


Get  all  this  only  with  IBM  eServer"  BladeCenter  systems  and  JS20  blades. 


Consolidate  multiple  applications 
workloads  to  reduce  TCO. 


Run  Linux  in  both  32- 
and  64-bit  environments. 


Proven,  time-tested 
POWER  architecture. 


Over  80%  fewer  cables 
than  stand-alone  servers. 


Scale  out  (simply) 
on  demand. 


e)  server" 


The  BladeCenter  JS20t  is  powered  by  advanced 
POWER  processor  technology.  (Slide  it  into  the 
BladeCenter  system  and  you've  got  the  power 
to  advance  your  business.) 


Operating  system  and  BladeCenter  chassis  sold  separately. "BladeCenter  system  with  generic  blades  depicted  above.  IBM.  the  e-business  logo,  eServer.  ^^^^^ 
POWER  and  PowerPC  are  trademarks  or  registered  trademarks  of  International  Business  Machines  Corporation  in  the  Un.ted  States  and/or  other  countries.  Other  company,  product  and 
service  names  may  be  trademarks  or  service  marks  of  others.  ©  2004  IBM  Corporation.  All  rights  reserved. 
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tios  as  reported  by  S&P  at  BusinessWeek  Online.  Those  with 
less  debt  and  more  financial  strength  may  give  up  some  oppor- 
tunities in  good  times  but  hold  up  well  when  things  get  tough. 
In  the  end,  I  settled  on  seven  finalists  for  your  consideration 
(table).  I  picked  only  one  of  the  homebuilders,  Pulte.  It  has  the 
lowest  debt-to- capital  ratio  among  the  BW50's  trio  of  home- 
builders—  36%,  vs.  KB  Home's  45%  and  Centex'  70%— and  its 
range  of  regions  and  types  of  housing  is  wider  than  KB  Home's. 
Pulte  has  set  itself  ambitious  targets:  annual  revenue  growth  of 
20%  over  the  next  three  years  and  a  sharp  rise  in  earnings  per 
share,  to  $10  or  $11  by  2006,  from  $4.91  last  year. 

The  Best  of  the  Bunch 

ELECTRONICS  RETAILER  Best  Buy,  buoyed  by  the  unsinkable 
American  consumer,  keeps  posting  surprisingly  strong  earnings. 
With  some  750  outlets  in  North  America,  its  comparable-store 
sales  have  been  rising  at  nearly  10%.  Big  drivers  include  digital 
and  plasma-screen  televisions,  digital  cameras,  and  home-office 
equipment.  In  this  fiscal  year,  Best  Buy  plans  73  new  outlets,  in- 
cluding a  flagship  superstore  in  West  Hollywood,  Calif. 

Cruise  operator  Carnival's  Cunard  line  has  just  launched  its 
own  new  flagship,  the  Queen  Mary  2.  It's  just  one  of  scores  in 
Carnival's  fleet,  which  includes  a  dozen  brands.  If  terrorism 
puts  a  chill  on  tourism,  bookings  and  pricing  will  suffer.  But 
Carnival's  balance  sheet  is  in  much  better  shape  than  rival  Roy- 
al Caribbean  Cruises'  and  so  figures  to  weather  the  storms. 

When  it  comes  to  balance  sheets,  few  can  best  Intel.  At 
yearend,  Intel  held  $13.5  billion  in  cash,  against  $1.2  billion  in 
total  debt.  With  that  muscle,  Planet  Earth's  biggest  chipmaker 


A  GUIDE  TO  THE  NUMBERS 

Here  is  how  to  find  some  of  the  data-crunching  tools  we  used  to  identify 
BW50  investment  choices. 


SECTOR  WATCH  Each  Wednesday,  BusinessWeek  Online  posts  an  update  on  how  various 
industry  groups  are  performing  in  the  stock  market.  Standard  &  Poor's  Chief  Investment 
Strategist  Sam  Stovall's  Sector  Watch  can  be  found  at 

www.businessweek.com/investor/list/stovall_toc01.htm.  Stovall  also  highlights  individual 
stocks  within  the  strong  groups  that  have  earned  high  ratings  from  S&P's  equity  analysts. 

P-E  RATIO  The  price-earnings  ratio  as  of  Feb.  27  is  listed  among  the  BW50  Industry 
Ranking  tables  (page  153).  However,  to  get  forward  p-e,  based  on  current  year's  earnings 
estimates,  use  Yahoo!  Finance's  (finance.yahoo.com/)  portfolio  tool  to  create  a  watch  list. 
Enter  as  many  BW50  ticker  symbols  as  you  would  like  to  track.  Next,  click  to  display  the 
portfolio's  Fundamentals  view.  An  up-to-date  page  with  p-e  and  a  host  of  other  valuation 
ratios  will  appear. 

PEG  RATIO  Use  this  to  see  how  a  stock's  p-e  ratio  relates  to  its  earnings  growth.  The  lower 
the  ratio,  the  better,  since  that  means  a  buyer  of  the  stock  is  paying  relatively  less  for  future 
profit  growth.  You  can  find  this  also  in  the  Fundamentals  view  of  a  Yahoo!  Finance  watch  list 

DEBT-TO-CAPITAL  RATIO  You  can  find  this  important  measure  of  financial  strength  at 
businessweek.com.  Enter  a  company's  ticker  symbol  into  the  Stock  Lookup  box  and  click 
Go.  A  Corporate  Snapshot  page  will  appear.  Click  next  on  the  left-hand-side  link  labeled 
Company  Financials.  When  that  page  full  of  Standard  &  Poor's  data  comes  up,  scroll  down 
to  the  subheading  Other  Financial  Data.  There  you  can  locate  the  ratio  of  long-term  debt  as 
a  percentage  of  capital. 


A  BW50  BEST  PROSPECTS  LIST 

These  companies  merit  consideration  based  on  their  hot 
industry,  attractive  valuation,  and  strong  finances. 

RANK  COMPANY 

SYMBOL 

7  BEST  BUY  BBY 

Electronics  retailer  keeps  zapping  rivals 

PRICE-                  "I 

$45.90    2.79 

46  CARNIVAL  CCL 

41.97    2.05 

Cruise  operator  floats  Queen  Mary  2 

INTEL  INTC  2623 

Chip  colossus  sees  wider  profit  margins 

JOHNSON  CONTROLS  JCI  5630    4.13 

Steady  growth,  improving  balance  sheet 

MBNA  KRB  2630    2.07 

Card  issuer  with  string  of  dividend  hikes  j 

PULTE  HOMES  PHM  54.17     6J 

Financially  strongest  of  the  homebuilders 

SYSCO  SYY  38.6JI 

The  Wal-Mart  of  U.S.  food  distribution 

*  Mar.  22  closing  prices  **  Earnings  per  share,  current  year  consensus  estimate 
Data;  Company  reports.  Thomson  First  Call:  Yahoo!  Finance.  BusinessWeek 


is  pushing  into  such  new  markets  as  high-end  TVs  and ' 

or  wireless  Internet  access  across  wide  areas.  This  year,  prof 

will  get  a  boost  from  gross  margins  that  Intel  sees  widening. 

A  steadier  stock  is  Johnson  Controls,  the  veteran  maker 
auto  parts  and  building  controls.  While  Intel's  stock  is  abot 
twice  as  volatile  as  the  broad  market,  Johnson  Controls'  share 
are  only  about  80%  as  jumpy.  The  company  sees  a  double-c 
it  gain  in  2004  profit  and  a  reduction  in  its  debt-to-capital  ratiofl 
to  under  30%  from  about  36%.  Johnson  Controls  yields  1.69 
via  a  dividend  it  has  paid  consistently  since  1887. 

Credit-card  issuer  MBNA  also  has  an  all 
luring  dividend  record,  having  raised 
each  year  since  going  public.  The  stoc 
lately  yields  1.8%.  This  year,  MBNA  is  gc 
ing  down  a  new  avenue  of  growth  as  it  1 
gins  issuing  credit  cards  with  the  worldj 
renowned  American  Express  logo. 

Far  less  familiar  is  food  distributor 
Sysco,  which  is  often  confused  with  comj 
puter  networker  Cisco  Systems.  Sysco  ha 
spent  years  consolidating  the  huge  bus 
ness  of  supplying  restaurants  and  sue 
other  food-service  outlets  as  hospit 
with  everything  from  ready-to-heat  bacoi 
cheeseburgers  to  hand  soap.  It  now  deli\ 
ers  to  420,000  locations  and  enjoys  for 
dable  economies  of  scale. 

Will  each  of  these  picks  pay  off  in 
year  ahead?  Doubtful.  Last  year's  groui 
ranged  from  the  one  loser,  Mattel,  of 
12.6%,  to  the  short  list's  best  perforr 
slot  machine  maker  International  Gam^ 
Technology,  up  109%.  Had  I  been  force 
a  year  ago  to  bet  which  would  do  better, 
would    have    got    it    backwards.    S<j 
don't  forget:  It's  a  diversity  o| 
flowers,  and  stocks,  that  makes  for 
beautiful  arrangement.  ■ 
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YOUR  WORKFORCE  IS  MOBILE. 
SHOULDN'T  THEIR  OFFICES  BE  MOBILE  TOO? 


T-Mobile  HotSpot  empowers  mobile  employees  with  wireless  access  to 
the  information  they  need  on  the  road.  Each  location  offers  Wi-Fi  Internet  service 
for  laptops  or  PDAs,  and  is  a  part  of  the  nation's  largest  Wi-Fi  network.  Check 
e-mails.  Download  data-rich  files.  Upload  presentations  on  the  fly.  It's  Wi-Fi  in 
its  most  secure  and  reliable  form,  and  it's  here  to  help  the  modern  workforce  get 
more  out  of  each  day.  For  more  information,  log  on  to  www.t-mobile.com/hotspot. 


liable  at  over  4500  locations  nationwide  including: 

kinko-r  borders.  »T™£S? 


Crown  Ro>m 


UNITED 


•OOKf  MUSIC  MOVIIS  CAFf 


Red  Carpet  Club* 


Xm> 


■T-  -Mobile  ■• 
HotSp*t 


Titll  ™iS,teHre(d  trajJe'"ark  of  P^0'16  y^ekom  AG  ™e  HotSpot  logo  is  a  service  mark  of  T-Mobile  USA,  Inc.  ©2004  T-Moble  USA,  Inc.  All  other  marks  are  properties  of  their  respective  owners, 
i.oersmp  required  tor  admittance  into  airline  clubs. 
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NESS    AS    USUAL 


[NTRODUaNC  COLOR-ENABLED  CANON  imageRUNNER*  SOLUTIONS.  FOR  PRINTING  A  FEW  PAGES  OF  COLOR  WHEN  YOU  NEED  I 
The    answer    is    the    latest   addition   to   the   Canon    imageRUNNER   family:  the   new  color-enabled f: 
ion    imageRUNNER  C6800  and   imageRUNNER  C3100.  They're  fast,   they're  versatile   and   the) 
you    add   a    few   pages   of  color  to  your   usual    black-and-white   printing  when  you   need   it. 


■  ••■ 

■  ••■ 
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www. imagerunner . com      1-800-OK-CANON 


rfhich  makes   for  more   eye-catching  documents   and  entertaining 
presentations.   Not  only  that,  the  black-and-white  output  is 
delivered  at  the  same  cost  as  traditional   black-and-white  printing. 
<\dding   some   color  definitely  means   not   business   as   usual. 
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TAKE  COLOR  INTO  YOUR  OWN  HANDS  WITH  THE  CANON  COLOR  imac 


C3200.    There's  no  question  about 


The  Canon  Color  imageRUNNER  C3200  with  imageWARE1"  Publishing  Manager  is  anything  but  business 
Actually,  it's  a  totally  new  way  of  working  that  lets  you  create  and  print  professional-quality 
booklets,  catalogs,  brochures. .  .you  name  it,  right  at  your  desktop.  With  imageWARE  Publishing 


™iw»™» 


■  i 


9*53    HH 


«s 


_ 

f  "-**,""~^~  ^ 

■ 

•    1 

1             •  1 

* 


i 


)r  imageRUNNER 


www.imagerunner.com      1-800-OK-CANON 


/ou  can  combine  multiple  documents  created  in  different  applications 
to  form  a  single  document,  you  can  import  images  or  text  streams,  and 
nuch  more.  And  you  can  manage  it  all  every  step  of  the  way.  Which  means 
sroductivity  is  up  and  stress  is  down.  All  thanks  to  not  doing  color  as  usual 
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Rankin 

FROM  AN  OHIO  insurance  innovator 
to  a  100-year-old  motorcycle  maker, 
here  is  the  Class  of  2004 


I2t  - 
MM 

lit 


PROGRESSIVE  CORP. 

»  CLEVER  MARKETING  helped 

Progressive  stand  out  in 
the  commodity  world  of 
car  insurance.  The 
Mayfield  Village  (Ohio) 
outfit  got  a  lot  of  mileage 
from  commercials 
lamenting  the  lack  of 
"lame  date  insurance," 
for  instance.  But 
Progressive  also  is 
highly  efficient,  using 
just  87.3%  of  premium 
income  last  year  to  pay 
claims  and  expenses,  down 
from  104.4%  in  2000.  That 
makes  for  competitive 
rates— and  helps  explain 
how  net  income  soared 
88%  in  2003  on  28% 
revenue  growth. 


INDUSTRY 

Insurance 
SALES 
$11.9  billion 
NET  INCOME 

$1.3  billion 
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McGUIRE,  55 

CEO  since  1991 

HOWARD 
SOLOMON,  76 

CEO  since  1977 
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Supplies 
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Equipment  &  Services 
SALES 
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&  Biotech 
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Equipment  &  Services 

$28.8  billion 

SALES 

T  INCOME 

SALES 

NET  INCOME 

$2.5  billion 

.5  billion 

$20.4  billion 

$1.8  billion 

NET  INCOME 

NET  INCOME 

$771.1  million 

$935.2  million 
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WITH  A  BIG 

ortgage  business 
d  real  estate 
mchising 
aerations  under 
andssuchas 
jntury  21,  New 
rk's  Cendant  has 
nefited  from  strong 
>me  sales.  Over  the 
ist  three  years,  it 
ng  up  58%  average 
inual  sales  growth. 
it  income  surged 
)%  in  2003.  But 
Iverman  has  also 
jshed  to  address 
lareholder  concerns 
erCendant's 
implex  business 
odel  and  aggressive 
:almaking.  Investors 
lowed  their  renewed 
infidence  by 
>osting  returns  85% 
the  past  12  months, 
s  further  reward, 
;ndant  paid  its  first- 
fer  cash  dividend 
is  spring. 


»  CORPORATE 

benefits  managers 
are  desperate  to  push 
more  health-care 
costs  to  employees, 
and  Thousand  Oaks 
(Calif.)-based 
WellPoint  is  answering 
their  call.  The  spread 
of  WeMPoint's  flexible 
plans,  which  require 
employees  to  pay 
more  for  high-priced 
drugs  and  other 
expenses,  contributed 
to  its  35%  growth  in 
profits.  Part  of 
WeMPoint's  secret  was 
that  it  leveraged  its 
surging  stock-which 
returned  120%  to 
shareholders  over  the 
past  three  years-to 
buy  up  a  string  of 
regional  health  plans. 
In  October,  WellPoint 
agreed  to  its  own  $16 
billion  acquisition  by 
Anthem,  which  will 
close  this  summer. 


»  AS  BIG  PREMIUM 

hikes  drive  its  core 
health-insurance 
business, 

UnitedHealth  is  also 
striking  it  rich  with 
smart  innovations.  A 
new  MasterCard  will 
double  as  a 
UnitedHealth 
membership  card, 
allowing  members  to 
tap  into  flexible 
benefit  plans  to  pay 
for  non-covered  costs 
such  as  eyeglasses. 
Minnetonka(Minn.)- 
based  UnitedHealth 
also  serves  up 
supplemental 
Medicare  coverage, 
Medicaid  services  for 
state  governments, 
and  R&D-related  drug- 
development  services 
for  drugmakers.  Hefty 
margins  of  6.3% 
helped  hike  profits  by 
35%.  Matching  that  in 
2004  may  be  tough. 


»  EVEN  THOUGH  IT 

slipped  from  No.  1  last 
year,  Forest  Labs 
stands  out  as  a  rare 
drug-industry  winner. 
While  others  struggle 
with  weak  pipelines 
and  patent 

expirations,  New  York- 
based  Forest's 
strategy  of  licensing 
promising  products 
from  others  has  paid 
off  handsomely.  The 
company  launched  its 
antidepressant 
Lexapro  in  2002;  last 
year,  it  racked  up 
$878  million  in  sales. 
That  helped  boost 
sales  and  net  income 
by  26%  and  43% 
respectively.  But 
Solomon  doesn't 
want  to  be  dependent 
on  Lexapro: 
Namenda,  a  new 
treatment  for 
Alzheimer's,  is  also 
off  to  a  strong  start. 


ACE  LTD. 


INDUSTRY 

Insurance 
SALES 
$10.5  billion 
NET  INCOME 

$1.4  billion 


»  FROM  ITS  BASE  in  Bermuda,  this  property 
and  casualty  insurance  and  reinsurance 
company  reaches  around  the  world  to  diversify 
risks  and  business 
opportunities.  ACE  finds  half  its 
premiums  overseas  and  half  in 
North  America,  where  it  has 
built  on  business  it  bought 
from  CIGNA  Corp.  in  1999.  Its 
global  range  gives  ACE 
flexibility  to  emphasize  regions 
and  product  categories  when  they  are  strong, 
and  then  shift  elsewhere  once  they  weaken. 
That  should  help  ACE  continue  to  increase 
earnings  across  the  ups  and  downs  of  pricing 
cycles.  Indeed,  ACE  is  known  for  its 
underwriting  discipline,  thanks  to  Duperreault,  a 
former  American  International  Group  Inc.  exec. 
Still,  the  2003  results— 1,740%  higher  profits- 
were  helped  a  lot  by  big  2002  investment  losses 
and  a  charge  to  build  reserves  against  asbestos 
claims.  In  May,  the  job  of  keeping  up  that 
performance  falls  to  Evan  G.  Greenberg,  son  of 
AIG  founder  Maurice  R.  "Hank"  Greenberg,  as 
he  is  promoted  from  president  of  ACE  to  CEO. 
Duperreault  will  remain  as  chairman. 
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Retailing 
SALES 
$23.1  billion 
NET  INCOME 

$709  million 


BEST  BUY  CO. 

»  BEST  BUY  HAS  capitalized  on  the  digital 
revolution  like  no  other  consumer-electronics 
chain.  The  nation's  largest  such  retailer,  it  has 
continued  to  take  share  from 
distant  No.  2  Circuit  City  Stores 
Inc.  Minneapolis-based  Best 
Buy's  profits  surged  27%  in 
2003,  fueled  by  high-margin 
sales  of  digital  televisions, 
camcorders,  and  cameras,  and 
a  pickup  in  computer  sales. 
Wall  Street  applauded:  Best  Buy  shares 
returned  84%  in  the  12  months  ended  Feb.  27. 
But  its  outlook  isn't  trouble-free.  Best  Buy  faces 
greater  competition  from  discount  king 
Wal-Mart  Stores  Inc.  and  has  yet  to  fully  prove 
itself  in  home  appliances,  such  as  refrigerators, 
ovens,  and  microwaves.  Indeed,  Circuit  City 
dropped  appliances  because  they  have  such 
low  margins,  a  problem  that  won't  go  away  as 
home-improvement  retailers  Lowe's  and  Home 
Depot  aggressively  target  the  business. 
Meanwhile,  Best  Buy  has  nearly  saturated  the 
U.S.  with  its  big-box  stores,  making  new 
openings  more  challenging.  Last  year's  results 
won't  be  easy  to  duplicate. 


JAMES  J. 

ROBERT  L. 
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RICHARD  J. 

MULVA,  57 

TILLMAN,  60 

PROBST  III,  53 

DUGASJR.,38 

CEO  since  2002 

CEO  since  1996 

CEO  since  1994 

CEO  since  2002 
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LOWE'S 

ELECTRONIC 

PULTE  HOMES 

PHILLIPS 

COMPANIES 

ARTS  INC. 

INC 

INDUSTRY 

INC 

INDUSTRY 

INDUSTRY 

Energy 

INDUSTRY 

Software  &  Services 

Consumer  Durables 

SALES 

Retailing 

SALES 

&  Apparel 

$90.5  billion 

SALES 

$2.8  billion 

SALES 

NET  INCOME 

$30.8  billion 

NET  INCOME 

$9  billion 

$4.6  billion 

NET  INCOME 

$496.5  million 

NET  INCOME 

$1.9  billion 

$617.3  million 
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»  SINCE  THE  $16 

billion  merger  that 
created 

ConocoPhillips  in 
August,  2002,  Mulva's 
focus  has  been  on 
reducing  debt,  selling 
assets,  and  slashing 
costs.  Last  year  he 
unloaded  some  $2.7 
billion  of  assets, 
including  service 
stations  and 
refineries.  Post- 
merger  annual  cost 
savings  are  running 
about  $1.75  billion. 
Those  moves,  along 
with  high  energy 
prices,  helped 
ConocoPhillips  jump 
from  a  $698  million 
profit  in  2002  to  $4,6 
billion  profit  in  2003. 
Now  Mulva  is  looking 
to  develop  vast  oil  and 
gas  fields  in  areas 
such  as  Kazakhstan, 
the  Caspian,  and 
Venezuela. 
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»  LOWE'S  HAS  BEEN 

locked  in  a  David-vs.- 
Goliath  battle  with 
archrival  Home 
Depot,  and  so  far 
David  has  been  more 
than  holding  his  own. 
Profits  rose  28%  in 
2003  on  an  18% 
bump  in  sales.  That 
helped  this 
Wilkesboro(N.C) 
retailer  generate  a 
101.7%  total  return  for 
shareholders  over  the 
past  three  years,  vs. 
the  12.9%  decline 
suffered  by  Home 
Depct.  Lowe's 
designed  its  stores 
with  women  in  mind- 
cleaner,  brighter,  and 
chock-full  of  designer 
names.  With  the 
traditionally  rural 
retailer  now 
advancing  on  Home 
Depot's  urban 
markets,  their  battle 
has  just  begun. 


»  IF  THE  VIDEOGAME 

business  really  is 
slowing  down 
because  consoles 
like  Xbox  and 
PlayStation2  are 
getting  old,  it  hasn't 
hit  Electronic  Arts  yet. 
EA  has  become  a 
software  juggernaut 
behind  blockbuster 
franchises  such  as 
The  Lord  of  the  Rings 
and  Madden  NFL 
Football.  But  the 
Redwood  City  (Calif.) 
company  has  depth, 
too:  With  12  studios 
around  the  world 
cranking  out  titles,  EA 
delivered  27  hits  last 
year  that  sold  more 
than  1  million  copies 
each.  EA  grabbed 
22%  of  total  game 
software  sales  in 
2003,  up  from  18.6% 
in  2002.  And  with 
margins  of  17.6%,  it  is 
a  profits  machine. 


»  PULTE  HAS  PUSHED! 

like  an  impatient 
teenager  to  dominate 
the  market  for  active- 
retiree  housing.  For 
the  past  three  years, 
the  Bloomfield  Hills 
(Mich.)  company  has 
rung  up  average 
annual  sales  growth 
of  29.7%,  while 
positioning  itself  for 
a  coming  flood  of 
prosperous,  retiring 
baby  boomers.  With 
interest  rates  likely  to 
start  rising,  Dugas 
has  sought  ways  to 
tie  up  less  capital- 
such  as  building 
smaller  projects  with 
up  to  2,500  houses, 
say,  instead  of  8,000 
or  more.  Thanks  to 
cost-saving  moves, 
Pulte's  profits  grew 
even  faster  than  its 
sales,  at  a  three-year 
annual  average  pace 
of  41.9%. 
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INTRODUCING  ClALIS,THE  FIRST 

TABLET  FOR  ERECTILE  DYSFUNCTION 

HAT  GIVES  YOU  UP  TO  ^6  HOURS  TO 

CHOOSE  THE  MOMENT  THAT'S  RIGHT 

FOR  YOU  AND  YOUR  PARTNER. 

Discover  Cialis  (pronounced  see-AL-iss),  a  new 
prescription  tablet  for  erectile  dysfunction  (ED) 
that  goes  to  work  fast  and  can  work  up  to  36 
hours  *  And  Cialis  is  made  to  work  only  with 
sexual  stimulation,  so  a  silly  moment  can  turn 
into  the  right  moment.  Which  moment  will  be 

the  right  moment  for  you? 

See  important  safety  information  below  and 
Patient  Information  on  following  page. 


Cialis* 

(tadalafil)  tablets 
36-hour  Cialis. 

WHICH  MOMENT  WILL  BE 
RIGHT  FOR  YOU? 


Don't  miss  another  moment,  talk  to 

your  doctor  and  see  if  a  free  sample  of  Cialis 

is  right  for  you.  For  more  information  visit 

www.cialis.com  or  call  1-877-4-CIALIS. 


ialis  is  not  for  everyone.  If  you  take  nitrates,  often 
>ed  for  chest  pain  (also  known  as  angina),  or 
pha-blockers  (other  than  Flomax  0.4  mg  once 
aily),  prescribed  for  prostate  problems  or  high 
ood  pressure,  do  not  take  Cialis.  Such  combi- 
ations  could  cause  a  sudden,  unsafe  drop  in  blood 
ressure.  Don't  drink  alcohol  in  excess  (to  a  level  of 
itoxication)  with  Cialis.  This  combination  may 
icrease  your  chances  of  getting  dizzy  or  lowering 
3ur  blood  pressure.  Cialis  does  not  protect  a  man 
his  partner  from  sexually  transmitted  diseases, 
lduding  HIV. 

he  most  common  side  effects  with  Cialis  were 
eadache  and  upset  stomach.  Backache  and  muscle 


ache  were  also  reported,  sometimes  with  delayed 
onset.  Most  men  weren't  bothered  by  the  side 
effects  enough  to  stop  taking  Cialis.  Although  a  rare 
occurrence,  men  who  experience  an  erection  for 
more  than  4  hours  (priapism)  should  seek  immedi- 
ate medical  attention.  Discuss  your  medical  condi- 
tions and  medications  with  your  doctor  to  ensure 
Cialis  is  right  for  you  and  that  you  are  healthy 
enough  for  sexual  activity. 

*In  clinical  trials,  Cialis  was  shown  to  improve,  up  to 
36  hours  after  dosing,  the  ability  of  men  with  ED 
to  have  a  single  successful  intercourse  attempt. 

Flomax®  (tamsulosin  HCl)  is  a  registered  trademark  of  Boehringer  Ingelheim 
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Patient  Information 


re 


Cialis 

(tadalafil)  tablets 


Read  the  Patient  Information  about  CIALIS  before  you  start  taking  it  and  again  each  time 
you  get  a  refill.  There  may  be  new  information.  You  may  also  find  it  helpful  to  share  this 
information  with  your  partner.  This  leaflet  does  not  take  the  place  of  talking  with  your 
doctor.  You  and  your  doctor  should  talk  about  CIALIS  when  you  start  taking  it  and  at 
regular  checkups.  If  you  do  not  understand  the  information,  or  have  questions,  talk  with 
your  doctor  or  pharmacist. 

What  important  information  should  you  know  about  CIALIS? 

CIALIS  can  cause  your  blood  pressure  to  drop  suddenly  to  an  unsafe  level  if  it  is  taken 
with  certain  other  medicines.  You  could  get  dizzy,  faint,  or  have  a  heart  attack  or  stroke. 

Do  not  take  CIALIS  if  you: 
•take  any  medicines  called  "nitrates." 

•  use  recreational  drugs  called  "poppers"  like  amyl  nitrate  and  butyl  nitrate. 

•  take  medicines  called  alpha  blockers,  other  than  Flomax '  (tamsulosin  HCI )  0.4  mg  daily. 

(See  "Who  should  not  take  CIALIS?") 

Tell  all  your  healthcare  providers  that  you  take  CIALIS.  If  you  need  emergency  medical 
care  for  a  heart  problem,  it  will  be  important  for  your  healthcare  provider  to  know  when  you 
last  took  CIALIS. 

After  taking  a  single  tablet,  some  of  the  active  ingredient  of  CIALIS  remains  in  your 
body  for  more  than  2  days.  The  active  ingredient  can  remain  longer  if  you  have  problems 
with  your  kidneys  or  liver,  or  you  are  taking  certain  other  medications  (see  "Can  other 
medications  affect  CIALIS?"). 

What  is  CIALIS? 

CIALIS  is  a  prescription  medicine  taken  by  mouth  for  the  treatment  of  erectile  dysfunction 
(ED)  in  men. 

ED  is  a  condition  where  the  penis  does  not  harden  and  expand  when  a  man  is  sexually 
excited,  or  when  he  cannot  keep  an  erection.  A  man  who  has  trouble  getting  or  keeping  an 
erection  should  see  his  doctor  for  help  if  the  condition  bothers  him.  CIALIS  may  help  a  man 
with  ED  get  and  keep  an  erection  when  he  is  sexually  excited. 

CIALIS  does  not: 

•  cure  ED 

•  increase  a  man's  sexual  desire 

•  protect  a  man  or  his  partner  from  sexually  transmitted  diseases,  including  HIV.  Speak 
to  your  doctor  about  ways  to  guard  against  sexually  transmitted  diseases. 

•  serve  as  a  male  form  of  birth  control 

CIALIS  is  only  for  men  with  ED.  CIALIS  is  not  for  women  or  children.  CIALIS  must  be  used 
only  under  a  doctor's  care. 

How  does  CIALIS  work? 

When  a  man  is  sexually  stimulated,  his  body's  normal  physical  response  is  to  increase 
blood  flow  to  his  penis.  This  results  in  an  erection.  CIALIS  helps  increase  blood  flow  to 
the  penis  and  may  help  men  with  ED  get  and  keep  an  erection  satisfactory  for  sexual 
activity.  Once  a  man  has  completed  sexual  activity,  blood  flow  to  his  penis  decreases,  and 
his  erection  goes  away. 

Who  can  take  CIALIS? 

Talk  to  your  doctor  to  decide  if  CIALIS  is  right  for  you. 

CIALIS  has  been  shown  to  be  effective  in  men  over  the  age  of  18  years  who  have  erectile 
dysfunction,  including  men  with  diabetes  or  who  have  undergone  prostatectomy. 

Who  should  not  take  CIALIS? 

Do  not  take  CIALIS  if  you: 

•take  any  medicines  called  "nitrates"  (See  "What  important  information  should 
you  know  about  CIALIS?").  Nitrates  are  commonly  used  to  treat  angina.  Angina  is 
a  symptom  of  heart  disease  and  can  cause  pain  in  your  chest,  jaw,  or  down  your  arm. 

Medicines  called  nitrates  include  nitroglycerin  that  is  found  in  tablets,  sprays,  ointments, 
pastes,  or  patches.  Nitrates  can  also  be  found  in  other  medicines  such  as  isosorbide 
dinitrate  or  isosorbide  mononitrate.  Some  recreational  drugs  called  "poppers"  also 
contain  nitrates,  such  as  amyl  nitrate  and  butyl  nitrate.  Do  not  use  CIALIS  if  you  are  using 
these  drugs.  Ask  your  doctor  or  pharmacist  if  you  are  not  sure  if  any  of  your  medicines 
are  nitrates. 

•take  medicines  called  "alpha  blockers",  other  than  Flomax'  0.4  mg  daily.  Alpha 
blockers  are  sometimes  prescribed  for  prostate  problems  or  high  blood  pressure. 
If  CIALIS  is  taken  with  alpha  blockers  other  than  Flomax*  0.4  mg  daily,  your  blood 
pressure  could  suddenly  drop  to  an  unsafe  level.  You  could  get  dizzy  and  faint. 

•  you  have  been  told  by  your  healthcare  provider  to  not  have  sexual  activity  because  of 
health  problems.  Sexual  activity  can  put  an  extra  strain  on  your  heart,  especially  if  your 
heart  is  already  weak  from  a  heart  attack  or  heart  disease. 

•  are  allergic  to  CIALIS  or  any  of  its  ingredients.  The  active  ingredient  in  CIALIS  is  called 
tadalafil.  See  the  end  of  this  leaflet  for  a  complete  list  of  ingredients. 

What  should  you  discuss  with  your  doctor  before  taking  CIALIS? 
Before  taking  CIALIS,  tell  your  doctor  about  all  your  medical  problems,  including  if  you: 

•  have  heart  problems  such  as  angina,  heart  failure,  irregular  heartbeats,  or  have  had 
a  heart  attack.  Ask  your  doctor  if  it  is  safe  for  you  to  have  sexual  activity. 

•  have  low  blood  pressure  or  have  high  blood  pressure  that  is  not  controlled 

•  have  had  a  stroke 

•  have  liver  problems 

•  have  kidney  problems  or  require  dialysis 

•  have  retinitis  pigmentosa,  a  rare  genetic  (runs  in  families)  eye  disease 

•  have  stomach  ulcers 

•  have  a  bleeding  problem 

•  have  a  deformed  penis  shape  or  Peyronie's  disease 

•  have  had  an  erection  that  lasted  more  than  4  hours 

•  have  blood  cell  problems  such  as  sickle  cell  anemia,  multiple  myeloma,  or  leukemia 


Can  other  medications  affect  CIALIS? 

Tell  your  doctor  about  all  the  medicines  you  take  including  prescription  and 
prescription  medicines,  vitamins,  and  herbal  supplements.  CIALIS  and  other  medicines  i 
affect  each  other.  Always  check  with  your  doctor  before  starting  or  stopping  any  medicin 
Especially  tell  your  doctor  if  you  take  any  of  the  following: 

•  medicines  called  nitrates  (See  "What  important  information  should  you  know  ab 
CIALIS?") 

•medicines  called  alpha  blockers.  These  include  Hytrin*  (terazosin  HCI),  Flon 
(tamsulosin  HCI),  Cardura*  (doxazosin  mesylate),  Minipress*  (prazosin  HCI)  or  Urox 
(alfuzqsin  HCI). 

•  ritonavir  (Norvir®)  or  indinavir  (Crixivan*) 

•  ketoconazole  or  itraconazole  (such  as  Nizoral8  or  Sporanox®) 

•  erythromycin 

•  other  medicines  or  treatments  for  ED 

How  should  you  take  CIALIS? 

Take  CIALIS  exactly  as  your  doctor  prescribes.  CIALIS  comes  in  different  doses  (5  i 
10  mg,  and  20  mg).  For  most  men,  the  recommended  starting  dose  is  10  mg.  CIALIS  sho 
be  taken  no  more  than  once  a  day.  Some  men  can  only  take  a  low  dose  of  CIALIS  becau 
of  medical  conditions  or  medicines  they  take.  Your  doctor  will  prescribe  the  dose  that  is  rig 
for  you. 

•  If  you  have  kidney  problems,  your  doctor  may  start  you  on  a  lower  dose  of  CIALIS. 

•  If  you  have  kidney  or  liver  problems  or  you  are  taking  certain  medications,  your  doc 
may  limit  your  highest  dose  of  CIALIS  to  10  mg  and  may  also  limit  you  to  one  table 
48  hours  (2  days)  or  one  tablet  in  72  hours  (3  days). 

Take  one  CIALIS  tablet  before  sexual  activity.  In  some  patients,  the  ability  to  have  sex 
activity  was  improved  at  30  minutes  after  taking  CIALIS  when  compared  to  a  sugar  | 
The  ability  to  have  sexual  activity  was  improved  up  to  36  hours  after  taking  CIALIS  wh 
compared  to  a  sugar  pill.  You  and  your  doctor  should  consider  this  in  deciding  when ; 
should  take  CIALIS  prior  to  sexual  activity.  Some  form  of  sexual  stimulation  is  needed  for  j 
erection  to  happen  with  CIALIS.  CIALIS  may  be  taken  with  or  without  meals. 

Do  not  change  your  dose  of  CIALIS  without  talking  to  your  doctor.  Your  doctor  may  Ic 
your  dose  or  raise  your  dose,  depending  on  how  your  body  reacts  to  CIALIS. 

Do  not  drink  alcohol  to  excess  when  taking  CIALIS  (for  example,  5  glasses  of  wine  i 
5  shots  of  whiskey).  When  taken  in  excess,  alcohol  can  increase  your  chances  of  getting 
a  headache  or  getting  dizzy,  increasing  your  heart  rate,  or  lowering  your  blood  pressure. 

If  you  take  too  much  CIALIS,  call  your  doctor  or  emergency  room  right  away. 

What  are  the  possible  side  effects  of  CIALIS? 

The  most  common  side  effects  with  CIALIS  are  headache,  indigestion,  back  pain,  mus 
aches,  flushing,  and  stuffy  or  runny  nose.  These  side  effects  usually  go  away  after  a  I 
hours.  Patients  who  get  back  pain  and  muscle  aches  usually  get  it  12  to  24  hours 
taking  CIALIS.  Back  pain  and  muscle  aches  usually  go  away  by  themselves  within  48  houii 
Call  your  doctor  if  you  get  a  side  effect  that  bothers  you  or  one  that  will  not  go  away. 

CIALIS  may  uncommonly  cause: 

•  an  erection  that  won't  go  away  (priapism).  If  you  get  an  erection  that  lasts  more  tl 
4  hours,  get  medical  help  right  away.  Priapism  must  be  treated  as  soon  as  possil 
or  lasting  damage  can  happen  to  your  penis  including  the  inability  to  have  erections 

•vision  changes,  such  as  seeing  a  blue  tinge  to  objects  or  having  difficulty  telling 
difference  between  the  colors  blue  and  green. 
These  are  not  all  the  side  effects  of  CIALIS.  For  more  information,  ask  your  di 
or  pharmacist. 

How  should  CIALIS  be  stored? 

•  Store  CIALIS  at  room  temperature  between  59°  and  86°F  (15°  and  30°C). 

•  Keep  CIALIS  and  all  medicines  out  of  the  reach  of  children. 

General  Information  about  CIALIS: 

Medicines  are  sometimes  prescribed  for  conditions  other  than  those  described  in  patii 
information  leaflets.  Do  not  use  CIALIS  for  a  condition  for  which  it  was  not  prescribed, 
not  give  CIALIS  to  other  people,  even  if  they  have  the  same  symptoms  that  you  have.  It  rru 
harm  them. 

This  leaflet  summarizes  the  most  important  information  about  CIALIS.  If  you  wou 
like  more  information,  talk  with  your  healthcare  provider.  You  can  ask  your  doctor 
pharmacist  for  information  about  CIALIS  that  is  written  for  health  professionals. 

For  more  information  you  can  also  visit  www.cialis.com,  or  call  1-877-242-5471. 

What  are  the  ingredients  of  CIALIS? 

Active  Ingredient:  tadalafil 

Inactive  Ingredients:  croscarmellose  sodium,  hydroxypropyl  cellulose,  hypromellos 
iron  oxide,  lactose  monohydrate.  magnesium  stearate,  microcrystalline  cellulose,  sodiu 
lauryl  sulfate,  talc,  titanium  dioxide,  and  triacetin. 

Rx  only 

Norvir*  (ritonavir)  and  Hytrin*  (terazosin  HCI)  are  registered  trademarks  of  Abbott  Laboratory 
Crixivan*  (indinavir  sulfate)  is  a  registered  trademark  of  Merck  &  Co.,  Inc. 
Nizoral*  (ketoconazole)  and  Sporanox*  (itraconazole)  are  registered  trademarks  of  Janssc 
Pharniaceutica,  Inc. 
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Flomax*    (tamsulosin   HCI)   is   a   registered   trademark   of   Boehringer   Ingelheii 

Pharmaceuticals,  Inc. 

Cardura'  (doxazosin  mesylate)  and  Minipress*  (prazosin  HCI)  are  registered  trademarks  < 

Pfizer,  Inc. 

Uroxatral*  (alfuzosin  HCI)  is  a  registered  trademark  of  Sanofi-Synthelabo 


Literature  revised  November  24.  2003 

PV  4601  AMP 

Manufactured  for  Lilly  ICOS  LLC 
by  Eli  Lilly  and  Company 
Indianapolis,  IN  46285,  USA 

www.cialis.com 

Copyright  ©  2003.  Lilly  ICOS  LLC.  All  rights  reserved. 


PRINTED  IN  US 


1 


oCCJCJCy 


THE 
BUSINESSWEEK 


all 


* 


INDUSTRY 

Consumer 
Durables  & 
Apparel 
SALES 
$10.4  billion 
NET  INCOME 
$737.6  million 


INTEXCORR 

JRE,  THE  RED-HOT  housing  market  is 
nd  much  of  Centex'  success-it  is  one  of  the 
jn's  largest  homebuilders  and  mortgage 
nators.  But  equally 
xtant  is  its  diversification. 
Dallas-based  outfit 
Dens  to  be  one  of  the 
3n's  largest  general 
Jing  contractors  and 
tential  pest-control 
panies.lt  also  provides 
and  insurance  services, 
[combination  of  housing 
ices  helped  keep  2003  sales  growing  at  a 
o  pace.  Profits  grew  even  faster,  by  55%.  And 
eholders  were  rewarded  with  a  115.8%  total 
rn  in  the  12  months  ended  Feb.  27.  Eller 
res  that  favorable  demographics,  such  as 
sased  home  buying  by  baby  boomers  and 
ligrants,  will  help  Centex  keep  sales  and 
lings  growing  by  at  least  15%  to  20%  a  year 
each  of  the  next  five  years.  That  would  be 
npressive  growth  streak,  especially 
iidering  interest  rates  are  expected  to  rise — 
veiopment  that  could  slow  down  the  entire 
sing  industry  in  coming  months. 
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$2.2  billion 

SALES 

SALES 
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NET  INCOME 

$112.9  billion 

$1.7  billion 

$41.4  billion 

$447.2  million 

NET  INCOME 

NET  INCOME 

NET  INCOME 

$7.4  billion 

$321.8  million 

$2.6  billion 
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»  AFTER  SAILING 

through  the  dot-com 
storm  more  smoothly 
than  its  rivals,  eBay 
just  keeps  picking  up 
speed.  Gross  sales  of 
everything  that 
moved  over  the  eBay 
system,  from  digital 
cameras  to  industrial 
lathes,  jumped  60%, 
to  $24  billion  last 
year.  And  eBay's  take 
of  those  sales  rose 
even  faster,  up  78%. 
As  sellers  offer  more 
merchandise,  that 
draws  more  buyers,  in 
turn  attracting  more 
sellers,  and  so  on. 
EBay  faces 
competition  from 
Yahoo!,  Amazon.com, 
and  even  search  site 
Google.  But  with  juicy 
margins  producing 
$2.8  billion  in  cash 
by  the  end  of  2003, 
eBay  has  a  breeze  at 
its  back. 


»  FOR  A  BRIEF  WHILE, 

it  looked  like 
ChevronTexaco's  2001 
merger  might  be  a  dry 
hole.  It  had  to  take 
some  unplanned 
write-offs  on  fields  it 
acquired.  And  a  big 
investment  in  energy 
trader  Dynegy 
collapsed  amidst  the 
Enron  debacle. 
O'Reilly  stuck  it  out, 
however.  The  San 
Ramon  (Calif.)-based 
company  has  since 
realized  $2.2  billion  in 
cost  savings  from  the 
merger.  High  oil  and 
gas  prices  fueled  a 
556%  jump  in  profits 
last  year.  That  led  to  a 
healthy  20.5%  return 
on  equity,  up  from  a 
measly  3.5%  in  2002. 
Now  O'Reilly  is 
pushing  to  add 
liquefied  gas  facilities 
near  fields  in  West 
Africa  and  Australia. 


»  EXECUTIVES  AT 

Symantec  never 
noticed  the  software 
industry's  worst 
downturn.  Thanks  to  a 
barrage  of  computer 
viruses,  worms,  and 
Internet  hacks, 
revenue  for  the 
Cupertino  (Calif.) 
security-software 
maker  rose  28%. 
Earnings  jumped  at 
an  even  faster  clip, 
74%,  in  2003. 
Shareholders  were 
happy,  too:  Total 
return  on  the  stock 
was  259.5%  for  the 
past  three  years.  Now, 
with  corporate- 
software  sales  picking 
up  and  consumers 
maintaining  their 
steady  spending 
pace,  analysts  believe 
Thompson  can  easily 
top  $2  billion  in  2004 
sales-twiceasbigas 
his  next-largest  rival. 


»  ARE  YOU  GETTING 

a  Dell?  If  so,  it  doesn't 
have  to  be  a  PC.  The 
Round  Rock  (Tex.) 
computer  giant  has 
launched  its  own  line 
of  printers,  flat-screen 
TVs,  and  portable 
music  players.  It's 
even  in  the  music 
business,  selling 
downloadable  songs 
for  990  a  pop.  Dell's 
sales  grew  a  vigorous 
17%  in  2003,  vs.  a  3% 
drop  for  the  computer 
hardware  industry. 
Diversification  wasn't 
the  only  reason. 
Relentless  cost- 
cutting  shaved 
operating  expenses  to 
a  scant  9.6%  of  sales, 
compared  with 
roughly  twice  that  for 
rivals— leaving  Dell 
more  room  to 
undercut  their  prices. 
Profits  still  grew  by 
25%  in  2003. 
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Technology 
Hardware  & 
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SALES 
$4.1  billion 
NET  INCOME 
$938.4  million 


QUALCOMMINC. 

»  WHEN  COMPANY  FOUNDER  Jacobs  first 
proposed  a  little-known  technology  called 
CDMA  as  an  alternative  cell-phone  standard, 
the  wireless  industry  balked. 
Jacobs,  it  turns  out,  was  right. 
With  new  CDMA  deployments 
in  China  and  India,  as  well  as 
strong  growth  by  U.S.  carriers 
Verizon  Wireless  and  Sprint 
PCS,  Qualcomm's  profits 
jumped  an  average  annual 
118%  over  the  past  three  years. 
Qualcomm  gets  a  small  royalty 
on  every  CDMA  phone  sold,  and  it  supplies  90% 
of  the  chips  that  power  the  phones.  Now  it  is 
pouring  some  of  its  $5.4  billion  in  cash  back  into 
research  and  development,  developing  cutting- 
edge  chips  to  support  such  advanced  cell- 
phone features  as  video  downloading  and  photo 
sharing.  The  investment  is  already  paying  off: 
Qualcomm  has  increased  its  forecasts  of  chip 
sales  three  times  in  the  past  year.  Now 
Qualcomm  is  sharing  its  wealth  with  investors. 
Last  year,  the  company  started  paying  a 
dividend,  and  in  March  it  boosted  the  quarterly 
payout  43%,  to  $0.10  per  share. 
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$36.7  billion 

SALES 
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$339.4  million 

$407.2  million 
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»IGTISNOTA 

company  you  want  to 
bet  against.  The 
world's  largest  maker 
of  slot  machines  has 
always  been  an 
innovator:  It  was  the 
first  to  link  networks 
of  machines 
electronically  so  that 
casinos  could  entice 
gamblers  with  higher 
jackpots.  It  has 
recently  been  a  leader 
in  rolling  out 
machines  that  pay 
winners  with 
redeemable  paper 
vouchers  instead  of 
coins.  Reno  (Nev.)- 
based  IGT  introduced 
94  new  types  of 
machines  last  year. 
That's  a  big  reason 
sales  grew  at  an 
annual  average  33.9% 
rate  over  the  past 
three  years,  and 
earnings  at  a  35.6% 
average  annual  pace. 


»IN  ITS  FIGHT  TO 

stay  competitive  with 
Citigroup  and  the 
newly  merged  J.R 
Morgan  Chase  and 
Bank  One,  credit-card 
powerhouse  MBNA 
clinched  its  own  first- 
of-a-kind  deal.  The 
Wilmington  (Del.) 
company  will  be  the 
first  bank  to  issue 
American  Express 
cards,  thanks  in  part 
to  a  court  ruling 
against  MasterCard 
and  Visa.  Many  of 
MBNA's  cards  are 
already  distributed 
through  5,100 
professional,  athletic, 
and  university  affinity 
programs  worldwide. 
It  struck  more  than 
380  new  such 
affiliations  last  year, 
boosting  new 
accounts  by  10.7 
million  and  earnings 
by  32%. 


»  AS  PART  OF  GIANT 

U.S.  Steel,  Marathon 
Oil  was  often 
overshadowed.  But 
since  their  split  two 
years  ago,  Houston- 
based  Marathon  has 
come  into  its  own.  Net 
income  doubled  last 
year,  thanks  in  part  to 
high  energy  prices. 
But  Cazalot  mostly 
credits  other  factors 
for  the  strong 
showing:  exploration 
successes  in  places 
like  Angola,  Norway, 
and  Equatorial 
Guinea,  and 
improvement  in 
refining,  marketing, 
and  transportation 
operations.  Cazalot 
shed  $1.2  billion  in 
assets  as  part  of  a 
sweeping  effort  to 
help  cut  debt— one 
reason  margins  grew 
from  1.9%  in  2002  to 
2.8%  last  year. 


»THISST.PAUL 

(Minn.)  maker  of 
heart  devices 
continues  to  pump 
out  profits.  Net 
income  grew  an 
average  annual  40.1 
over  the  last  three 
years,  with  a  return  i 
shareholders  of  159' 
over  the  span.  The 
secret?  St.  Jude 
produces 
pacemakers  and 
implantable 
defibrillators— life- 
saving  products  mu« 
in  demand  as  the 
number  of  middle 
aged  and  elderly 
people  rises.  But  St. 
Jude  helps  itself  by 
continuously  brings 
out  new  or  improved) 
products.  Change  is 
coming  to  St.  Jude,  I 
too.  In  May,  Shephert 
turns  over  the  CEO  ja 
to  Daniel  J.  Starks,  4$ 
the  current  presided! 


110  !  BusinessWeek  I  April  5.  2004 


I 


Energy  is  a  very  real  thing,  created  by  real  people  focused  on  the  needs  of  real  businesses. 
And  that's  why  choosing  Constellation  as  your  energy  partner  can  give  you  a  real  advantage. 
We  offer  the  experience,  the  knowledge  and  the  vision  necessary  to  provide  tangible  results. 
To  learn  more,  visit  constellation.com. 
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SALES 

$64.8  billion 
NET  INCOME 

$4.3  billion 


HOME  DEPOT  INC 

»  EXTENSIVE  RENOVATIONS  and  repairs  at 
Home  Depot  are  starting  to  pay  off.  When 
Nardelli  took  the  helm  in  2000,  the  former 
highflier  was  crashing  back  to 
earth.  The  slump  was  the 
result  of  an  expansion  spree 
by  previous  management 
that  left  the  Atlanta-based 
retailer  struggling  to  manage 
a  bunch  of  new  stores. 
Nardelli  responded  by 
centralizing  purchasing,  spending  massively 
to  modernize  Home  Depot's  aging  stores 
and  the  company's  antiquated  computer 
systems,  and  sourcing  more  of  its  own 
goods  like  Hampton  Bay  ceiling  fans  and 
Ridgid  power  tools.  After  a  tough  2002, 
Home  Depot  began  to  get  back  on  the 
growth  track  in  2003.  Profits  jumped  17%  on 
an  11%  rise  in  sales.  Shareholder  returns 
were  up  56.2%  in  the  12  months  ended 
Feb.  27.  But  Home  Depot  is  still  playing 
catch-up:  Returns  were  down  12.9%  from 
three  years  ago.  And  Nardelii  can't  afford  to 
rest,  with  rival  Lowe's-our  No.  9  company- 
nipping  at  his  heels. 
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»  LAST  YEAR  PROVED 

to  be  a  real  gusher  for 
ExxonMobil.  Soaring 
energy  prices, 
improvement  in 
refining  and 
chemicals  margins, 
and  robust  returns 
from  worldwide 
exploration  and 
production  helped 
the  world's  largest 
oil-and-gas  company 
rack  up  a  90%  jump 
in  net  income.  Its  $21 
billion  profit  was  the 
largest  recorded  by 
an  S&P  500 
company.  But  global 
oil  and  gas  production 
fell  1%  last  year,  so 
the  Irving  (Tex.)  giant 
has  to  look  beyond 
its  bases  in  North 
America,  Europe, 
Asia-Pacific,  and 
West  Africa.  That's 
why  it's  investing 
heavily  in  the  Middle 
East  and  Russia. 


»  FEW  COMPANIES 

in  health  care  are  as 
diversified  as  giant 
Johnson  &  Johnson. 
That's  a  big  reason  it 
turned  in  a  stellar 
overall  performance 
despite  some 
problem  areas.  Sales 
of  J&J's  biggest  drug, 
the  $2.8  billion 
anemia  treatment 
Procrit,  slipped  8%  in 
2003  due  to  tough 
competition.  But 
other  products,  like 
the  arthritis  drug 
Remicade,  posted  big 
gains.  And  J&J's 
revolutionary  new 
drug-coated  stent 
took  the  market  by 
storm.  That  helped 
boost  2003  sales  by 
15%.  Still,  J&J  faces 
tough  headwinds, 
including  a  challenge 
to  its  stent  franchise 
from  rival  Boston 
Scientific. 


»  THERE'S  NO  SKIM 

milk  in  Starbucks' 
latte  these  days.  Net 
revenues  were  up 
25%  in  2003; 
earnings  climbed 
35%.  And 
shareholders 
continued  to  express 
their  confidence  in 
the  Seattle  coffee 
company's  global 
expansion  plans, 
pushing  stock  returns 
up  59.5%  through 
Feb.  27.  Starbucks 
hasn't  wavered  from 
its  strategy,  stoking 
strong  demand  with 
new  drinks  and 
innovations  such  as 
new  online  music  and 
coffee  houses. 
Automatic  espresso 
machines  and  the 
Starbucks  Card 
continue  to  speed 
transaction  times- 
margins  grew  from 
6.4%  to  6.9%. 


»rrSHARDTOFIN[ 

fault  with  Lafley's 
turnaround  of  P&G. 
Net  income  surged 
18%  in  2003  and  has 
risen  an  average 
21.2%  annually  in  th* 
three  years  he  has 
been  CEO.  Revenue 
was  boosted  12%  las 
year  by  strong  sales 
across  existing 
product  lines,  such  a: 
Tide,  Pampers,  and 
Crest,  and  by  the 
acquisition  of  hair- 
care  company  Welia. 
That  is  part  of  Lafley': 
plan  to  move 
Cincinnati's  P&G  into 
higher-margin 
businesses,  such  as 
beauty  and 
pharmaceuticals.  Bui 
P&G  is  having 
difficulty  on  one  front 
Its  Clairol  hair-color 
business  is  being  out 
maneuvered  by 
French  rival  L'Oreal. 


'The  Broker  to  Beat"— SmartMoney  magazine,  August  2003 
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Times  change.  Is  your  investment  plan 
keeping  up?  Find  out  at  TD  Waterhouse. 


FREE  PORTFOLIO  REVIEW 


Make  an  appointment  with  an 

Investment  Consultant  for  your 

free  portfolio  review.  To  find 

the  branch  office  nearest  you: 


CONTACT  US  AT: 
1.866.600.PLAN 

tdwaterhouse.com/plan 

Online  trades  as  low  as  S9.95 


Knowing  your  risk  is  the  first  step 
towards  protecting  your  financial  future. 
Which  is  why  getting  a  free,  personal 
portfolio  review  from  TD  Waterhouse 
makes  so  much  sense.  One  of  their 
Investment  Consultants  can  help  evaluate 
your  risk  level,  so  you  can  adjust  it  to 
meet  your  financial  goals. 

They  can  also  provide  you  with  a 
personal  portfolio  plan.  A  plan  which 
includes  specific  recommendations  based 
on  your  individual  financial  needs,  so  you 
can  balance  your  portfolio  and  feel 
comfortable  with  your  level  of  risk.  This 
service  is  normally  $200.  However,  the 
fee  is  waived  when  you  deposit  $25,000 
in  a  new  account,  or  if  you're  already  a 
Premier  Customer  at  TD  Waterhouse. 


If  you're  looking  for  someone  who 
can  manage  your  investments  for  you, 
TD  Waterhouse  can  even  refer  you  to  an 
independent  investment  advisor.  Someone 
who  can  help  you  plan  and  execute  your 
financial  strategy. 

Knowledge,  planning  and  control 
make  TD  Waterhouse  the  ideal  place 
to  position  your  portfolio  and  keep  it 
risk-adjusted  for  the  future.  Call  now  for 
your  free  portfolio  review.  And  protect 
your  future. 

TD  Waterhouse — the  alternative 
to  higher-priced  brokers  like  Merrill 
and  Schwab. 

Waterhouse 

You're  in  Control. 


52004  TD  Watertwuse  Investor  Services.  Inc  is  a  registered  investment  advisor  and  bfoker^ealer  Member  NYSE/SIPC.tompanson  based  on  surveyrfstandard  equity  commissions^ 

larket  conditions,  system  performance  or  tor  ottier  reasons.  Online  market  croto  are  $9.95-$17  95  deperaling  on  traditigartvityUm^ 

ommissiOTfeesdiedute.Partrapationbyaparfcularad^  •Ranked  #1  for  Basic  Discount  Brokers;  SmartMoney,  The  Wall  Street  Journal 

togazine  of  Personal  Business,  August  2003  SmartMcriey  is  a  jam  publishing  ventore  of  fJowJories&^ 
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YAHOO  INC. 


INDUSTRY 

Software  & 
Services 
SALES 
$1.6  billion 
NET  INCOME 
$237.9  million 


»  SURE,  THE  MARKET  for  Internet  advertising 
surged  20%  in  2003.  But  Semel  proved  that 
Yahoo's  resurrection  goes  well  beyond  an  upturn 
in  market  conditions.  Profits  in 
2003  grew  122%  as  sales 
soared  71%.  The  former 
Warner  Bros,  movie  mogul  has 
finally  cured  the  Sunnyvale 
(Calif.)  company's  mergers- 
and-acquisitions  migraine. 
Before  the  Internet  bubble 
burst,  Yahoo  boasted  an 
abysmal  record  for  acquisitions,  shelling  out 
billions  for  duds  like  Broadcast.com  and 
GeoCities.  Since  2001,  however,  Yahoo  has 
successfully  acquired  and  integrated  booming 
businesses,  such  as  its  2002  purchase  of 
careers  site  HotJobs.com  and  its  2003  deal  for 
search  bigwig  Overture  Services.  "With  Terry, 
we've  made  better  calls . . .  done  better  things," 
says  Yahoo  co-founder  Jerry  Yang.  Says  Semel: 
"So  many  things  have  become  easier  to  see 
than  they  were  five  years  ago."  That's  cause,  in 
part,  for  the  company's  113%  return  to 
shareholders  in  the  past  12  months.  Next  up:  a 
long-awaited  showdown  with  Google. 
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INDUSTRY 

Energy 

Health  Care 

Food  &  Drug 

SALES 

INDUSTRY 

Equipment  &  Services 

Retailing 

$4.2  billion 

Retailing 

SALES 

SALES 

NET  INCOME 

SALES 

$3.6  billion 

$27.5  billion 

$1.1  billion 

$41.1  billion 

NET  INCOME 

NET  INCOME 

NET  INCOME 

$453.5  million 

$841.9  million 

$3.4  billion 
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» THE  YEAR-LONG 

rally  in  oil  and  natural 
gas  prices  helped  fuel 
a  banner  year  at 
Apache.  But  that  was 
only  part  of  the  story 
for  the  Houston- 
based  oil  and  gas 
independent.  A 
combination  of 
strategic  acquisitions 
of  fields  in  the  North 
Sea  and  Gulf  of 
Mexico  and  drilling 
success,  including  a 
22%  increase  in 
production,  boosted 
sales64%1astyear.lt 
also  paved  the  way  for 
record  profitability, 
with  net  income 
spurting  98%.  With 
production  steadily 
declining  in  North 
America,  Farris  is  now 
betting  on  increased 
production  from 
newer  fields  in  areas 
like  Egypt  and 
Western  Australia. 


»  FIRST,  THE  GOOD 

news:  Sears 
Roebuck's  stock 
returned  120.6%  in 
the  year  ended  Feb. 
27.  Profits  more  than 
doubled.  Now  for  the 
bad:  The  surge  in 
Sears  shares  was 
driven  largely  by  stock 
buybacks,  which 
increased  earnings 
per  share.  The  retailer 
funded  the  buybacks 
by  selling  assets, 
including  its  huge 
credit-card  business, 
which  accounted  for 
over  half  of  profits. 
Cross  out  proceeds 
from  asset  sales,  and 
net  income  would 
have  fallen  14%. 
Worse,  Lacy  has  failed 
to  reverse  three  years 
of  sales  stagnation. 
He'll  have  to  do  better: 
Sears  can  no  longer 
count  on  income 
from  plastic. 


»  CATERING  TO  THE 

ailing  joints  of  the 
aging  and  the  obese 
continues  to  pay  off 
for  this  Kalamazoo 
(Mich.)-based  maker 
of  orthopedic 
implants.  Earnings 
rose  31%  last  year; 
that  follows  26  years 
of  25%  compound 
annual  growth. 
Stryker  received 
approval  from  the 
Food  &  Drug 
Administration  in 
2003  for  antibiotic 
bone  cement,  used  in 
hip  and  knee 
replacements,  and  a 
longer-lasting 
ceramic-and-titanium 
hip.  In  April,  Brown 
recruited  former 
Pharmacia  exec 
Stephen  P.  MacMillan 
as  president  and  chief 
operating  officer.  He  is 
expected  to  become 
CEO  by  2005. 


»  RISING  FOOD 

weren't  enough  to  ki 
Sysco  from  serving  J 
meaty  results.  The 
Houston-based 
company  supplies 
everything  from  fres 
ingredients  to  napki 
to  marketing  help, 
controlling  about  13°/ 
of  the  $200  billion 
food-service  market. 
Thanks  to  efforts  like 
reconfiguring  its 
delivery  system  and 
acquisitions  of  meat- 
cutting  and  other  foo( 
service  companies, 
Sysco  was  able  to 
offset  inflation  in  fooc 
such  as  beef,  poultry, 
and  canned  goods. 
Profits  jumped  16% 
last  year.  Now, 
Schnieders  plans  to 
boost  sales  and 
margins  by  increasing 
his  private-label  and 
individual-restaurant 
business. 
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Networks  lliai  Know 
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Every  networking  company  out  there  is  trying  to  convince  you  that  their  networks  are  completely 
secure.  Unfortunately  that  just  isn't  so.  You  see,  in  today's  world,  you  need  a  network  that  can  do  more. 
Like  detect,  protect  and  respond  dynamically.  Enterasys  networks  can  do  just  that.  For  example,  they 
can  recognize  and  isolate  threats  at  the  user  level,  rather  than  taking  your  entire  network  down. 

Oh,  and  by  the  way,  this  isn't  just  some  newfangled  technology  we  hope  to  introduce  one  day.  It's  available 
right  now.  See  for  yourself  at  networksthatknow.com.  Or  ask  any  of  our  enterprise  customers  who  we've 
been  working  with  for  years. 
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INDUSTRY 

Retailing 
SALES 
$6.7  billion 
NET  INCOME 

$306.3  million 


DOLLAR  GENERAL  CORP. 

»  YOU  COULD  CALL  Dollar  General  "Wal-Mart 
Lite."  The  modern-day  five-and-dime  offers 
basic  household  items  and  apparel  targeted 
toward  low-  and  fixed-income 
customers  from  its  6,700 
modest-sized  stores,  most  of 
which  are  located  in  small 
towns.  While  about  a  third  of 
its  merchandise  goes  for  a 
buck  or  less,  there's  nothing 
nickel-and-dime  about  its 
profits:  Dollar  General's  margins  ran  4.6%  last 
year,  vs.  3.4%  at  Wal-Mart.  Shareholders  saw 
returns  of  112%  over  the  year  ended  Feb.  27, 
while  profits  jumped  an  average  annual  29.2% 
over  the  past  three  years.  Dollar  General, 
which  brought  in  new  management  from 
Reebok  International  and  Safeway  following 
allegations  of  improper  accounting,  turned 
over  a  new  leaf  this  March  when  it  agreed  to 
pay  $10  million  to  settle  Securities  &  Exchange 
Commission  charges  that  it  overbooked 
earnings  by  about  $100  million  between  1998 
and  2000.  Now  being  rolled  out:  A  new  format 
called  Dollar  General  Market,  twice  the  size  of 
the  standard  stores. 
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Consumer  Durables 

INDUSTRY 

Retailing 

INDUSTRY 

&  Apparel 

Energy 

SALES 

Health-Care 

SALES 

SALES 

$4.2  billion 

Equipment  &  Services 

$11.2  billion 

$7.4  billion 

NET  INCOME 

SALES 

NET  INCOME 

NET  INCOME 

$360.5  million 

$4.7  billion 
NET  INCOME 

$436.7  million 

$811.2  million 

$1.7  billion 

»  LAST  APRIL, 

Temares  became  CEO 
of  the  household- 
goods  retailer, 
replacing  co- 
founders  Warren 
Eisenbergand 
Leonard  Feinstein, 
who  remain  as  co- 
chairmen.  Luckily, 
nothing  else  seems  to 
have  changed.  A  keen 
merchandising  eye 
and  an  ever- 
expanding  roster  of 
stores  have  pushed 
profits  up  an  average 
annual  32.9%  for  the 
past  three  years. 
Sales  are  up  an 
average  annual  24% 
a  year.  Customers 
seem  to  embrace  the 
retailer's  constantly 
evolving  product  line, 
a  mix  of  everything 
from  traditional 
towels  and  linens  to 
gourmet  food  and 
desktop  waterfalls. 


»  THE  MEDICAL 

testing  business 
hasn't  exactly  been 
hot  lately.  But  you 
wouldn't  know  that  by 
looking  at  Quest. 
While  industry  sales 
have  grown  around 
5%  per  year,  Quest 
posted  a  top-line  gain 
of  15%  in  2003,  the 
result  of  a  savvy 
acquisition.  And 
thanks  to  a  fast- 
growing  offering  of 
higher-margin  tests- 
such  as  one  that 
determines  whether 
prospective  parents 
are  carriers  of  cystic 
fibrosis-net  income 
jumped  36%,  while 
margins  rose  to  9.2% 
from  7.8%  in  2002. 
The  job  of  keeping 
this  up  will  fall  to 
President  Surya  N. 
Mohapatra,  who  takes 
over  from  Freeman 
this  spring. 


»  NIKE  IS  RUNNING 

strong  again. 
Company  execs  have 
improved  the 
Beaverton  (Ore.) 
outfit's  financial 
performance  while 
expanding  the  brand 
globally.  A  risky  $400 
million  bet  to  overhaul 
the  computerized 
supply-chain  system 
is  finally  boosting 
margins.  And  Nike's 
investment  in  the 
global  soccer 
business  and  a 
renewed  emphasis  on 
stylish  sporting 
apparel  are  opening 
new  markets.  The 
company  says  fiscal 
2004  sales  could  be 
double  last  year's 
10%  pace.  Sales  were 
held  down  by  a  spat 
with  Foot  Locker, 
Nike's  largest  U.S. 
retailer,  but  profits 
still  jumped  15%. 
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»  SINCE  TAKING 

Devon  Energy  publ i 
in  1988,  Nichols  ha 
focused  on  becomii 
the  largest  U.S. 
independent  oil-anc 
gas  producer.  Devor 
accomplished  the  ff 
last  April,  following 
string  of  acquisition 
-with  the  capstone 
$5  billion  merger  wi 
Ocean  Energy.  That 
deal,  along  with 
robust  energy  price.' 
and  developments 
North  America,  Wes 
Africa,  and  China 
resulted  in  70% 
higher  sales  last  yea 
and  a  2,834%  jump 
net  income.  While 
Nichols  doesn't  rule 
out  more  deals,  a  ke 
focus  now  is  slashin; 
debt.  In  absolute 
terms,  Devon  still  ha 
the  highest  long-terr 
debt  among  the  indi- 
producers. 
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Sybase  is  the  world's  number  one 
provider  of  mobile  middleware." 


I 


over  80%  of  the  top  100  companies 

in  the  FORTUNE  500.  Start  your 
journey  to  the  Unwired  Enterprise. 


The  Enterprise.  Unwired 


Download  your  free  copy  of  the  Sybase/Intel 
White  Paper.  "Unwiring  the  Enterprise!'  at: 

www.sybase.com/mnc 


Source-  IOC.  Worldwide  Mobile  Middleware  Competitive  Analysis.  2003: 
Forecast  for  2003-2007.  tOC  #29580.  Jul  2003. 
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Some  colorful  remarks 
about  HP  printers. 


For  over  20  years,  HP  has  engineered  printers  with  business  in  mind.  From  affordable 
Color  LaserJet  printers  to  high-performance  inkjets,  HP  has  a  solution  to  meet  your  needs. 
That's  because  HP  scientists  have  spent  years  refining  our  ink,  toner,  paper  and  printers 
to  work  together  flawlessly.  The  result— the  kind  of  rock-solid  reliability  and  dedicated 
excellence  that  can  add  brilliance  to  any  document,  bring  outsourced  materials  in-house 
and  help  any  size  business  succeed.  Which  may  be  why  HP  has  become  the  most 
preferred  printer  manufacturer  in  the  world.  And  the  most  talked  about. 

+  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  + 
For  more  information  on  products  and  current  offers,  contact  your 
reseller,  go  to  hpcom/go/printcolor  or  call  1-866-625-1174. 
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"The  only  printing  vendor  to  receive  an  'A'  rating  in  printer  satisfaction  12  years  in  a  row." 

-PC  Magazine  Readers'  Choice  Award,  August  5,  2003 


"18th  Annual  Editors'  Choice  Award-Color  LaserJet  2500L." 

-Macworld,  2003 


"Tick  of  the  Year'  for  Outstanding  Color  Inkjet  Workgroup  Printer-Business  Inkjet  3000n." 

-Buyers  Laboratory  Inc.,  2003 


"Top  10  Printers-Color  LaserJet  5500n." 

-PC  World,  August  2003 


"Editors'  Hot  Pick  for  Hardware-Color  LaserJet  9500." 

-The  Seybold  Report,  October  2003 
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INDUSTRY 

Semiconductors 
&  Semiconductor 
Equipment 
SALES 
$30.1  billion 
NET  INCOME 
$5.6  billion 


»EIGHTOUTOF10  PCs  sold  around  the  world 
have  Intel  chips  inside.  For  the  Santa  Clara 
(Calif.)  chipmaker,  that's  not  nearly  enough. 
Company  execs  in  2003 
began  bundling  Wi-Fi 
wireless  Internet  chips  with 
Intel  processors  to  boost 
market  share.  The  gambit 
paid  off.  Shipments  of  the 
Centrino  notebook  PC 
package  were  timed  just 
right,  starting  just  as  a 
long  downturn  in  the 
semiconductor  industry  ended.  Intel,  which 
has  been  steadily  recovering  since  2001, 
boosted  2003  sales  by  13%,  while  net  income 
rose  81%.  Investors  reaped  the  benefits  of  a 
69.8%  return  for  the  year  ended  Feb.  27.  This 
year,  Intel  is  adding  more  flavors  to  the  mix, 
including  chips  for  everything  from  high- 
fidelity  sound  and  graphics  to  wireless  Internet 
access  points.  The  company  also  is  making  a 
big  push  to  have  gadgets  with  Intel  chips 
inside  become  the  centerpiece  of  the  digital 
home.  That  includes  large-screen  projection 
TVs  and  entertainment  PCs. 
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»  LAST  YEAR  WAS 

another  tough  one  for 
auto  parts  makers, 
as  big  customers 
squeezed  even 
harder  to  cut  prices. 
But  Milwaukee-based 
Johnson  Controls  still 
posted  a  14%  rise  in 
profits,  its  13th  year 
in  a  row  of  higher 
earnings.  Indeed,  it 
made  more  money  in 
2003  than  its  rivals 
combined.  Johnson 
Controls  does  it  by 
making  gotta-have 
accessories  for  auto 
and  light-truck 
interiors,  such  as 
backseat  DVD 
players  and  hands- 
free  phones.  It  also 
is  handling  more 
just-in-time  work  for 
auto  companies 
around  the  world, 
helping  carmakers 
reduce  costly 
inventories. 


»  WHEN  SARGENT 

became  CEO  a  couple 
of  years  back,  the 
once-sizzling  office 
superstore  chain 
seemed  to  have 
stalled.  Now 
Framingham  (Mass.)- 
based  Staples  is 
roaring  back.  Sargent 
revved  up  sales  by 
looking  far  beyond  big- 
box  stores.  Two  key 
targets:  delivering 
office  supplies  to 
businesses;  and 
Europe,  where  sales 
jumped  some  50% 
overthepastyear.lt 
helped  to  buy  the 
mail-order  business  of 
French  office-supply 
company  Guilbert. 
Also,  Staples  boosted 
profits  36.4%  on 
average  over  the  past 
three  years  by 
slashing  the  cost  of 
everything  from  paper 
to  store  leases. 


» THE BEHEMOTH  OF 

insurance  continues 
to  defy  gravity.  It  just 
recorded  a  68%  jump 
in  profits,  while  its 
outspoken  chief 
shows  no  signs  of 
slowing  down.  AIG  is  a 
force  in  life  insurance, 
financial  services, 
asset  management, 
even  aircraft  leasing. 
But  property  and 
casualty  remains  its 
forte.  Net  margins 
improved  from  9.1% 
to  12.6%— largely 
because  of  favorable 
pricing  on  specialty 
coverage  such  as 
directors'  and 
officers'  liability. 
Healthy  reserves  and 
few  catastrophic 
events  helped  AIG 
pay  out  only  92.4tf 
for  every  dollar 
it  collected  in 
premiums,  vs.  a  $1.06 
payout  in  2002. 


» EVERYTHING 

about  Ambac  is 
conservative,  from  rU 
own  investment 
portfolio  to  how  it 
goes  about 
underwriting  arcane 
financial  instruments! 
such  as  derivatives. 
Yet  this  New  York 
guarantor  of  some  of 
Wall  Street's  most 
creative  and  often 
risky  structured- 
finance  deals 
manages  to  keep 
losses  low  and 
retained  earnings 
high.  Ambac  is  the 
second-largest 
financial  insurer  of 
muni  bonds  in  the 
world,  but  it  is 
developing  new 
products,  such  as 
insuring  sports- 
stadium  financing. 
Revenues  were  up 
33%  last  year,  while 
profits  jumped  45%. 
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DREAMS  OF  EXPANDING  OVERSEAS. 
DREAMS  OF  SCALING  THE  MATTERHORN 


Til 


We  all  have  aspirations.  The  challenge  is  being  able  to  fulfill  them.  For  that,  you  need  a  partner  with  a 
proven  record  of  success.  Friedman  Billings  Ramsey  ranked  as  the  #3  underwriter  of  IPOs  in  2003. 
In  addition  FBR  ranks  #1  among  all  major  investment  banks  for  the  1,  3  and  5  year  periods  ending  12/31/03 
for  the  aftermarket  performance  of  our  lead-managed  equity  underwrites:  So  dream  big.  Whatever 
your  vision  may  be,  we'll  be  with  you  every  step  of  the  way.  For  more  information,  please  visit  fbr.com. 


_FBR 

Friedman  Billings  Ramsey 

CAPITAL  FOR 
YOUR  CONQUEST 
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INDUSTRY 

Health  Care 
Equipment 
&  Services 
SALES 
$13.3  billion 
NET  INCOME 
$250.6  million 


EXPRESS  SCRIPTS  INC. 

»  EXPRESS  SCRIPTS  IS  no  health-care  clone. 
Sure,  most  in  the  business  of  providing  services 
to  health-maintenance  organizations  and 
pharmacies  have  fared  well 
because  of  health  care's  relative 
immunity  to  economic  illness. 
But  Maryland  Heights  (Mo.)- 
based  Express  Scripts  thrives 
by  negotiating  killer  discounts 
on  prescription  drugs.  Its  edge 
comes  in  emphasizing  generic 
drug  delivery  to  nearly  16,000 
clients,  mostly  employers, 
unions,  and  HMOs.  Generics  make  up  48%  of 
the  drugs  Express  Scripts  processes,  among  the 
industry's  best,  compared  with  a  mid-40% 
average  for  rivals.  The  savings  created  for 
clients  by  using  generics  is  expected  to  help 
increase  earnings  per  share  more  than  20%  in 
2004.  Furthermore,  CEO  Toan  emphasizes 
customization.  Each  client  gets  a  list  of 
approved  drugs  tailored  to  the  needs  of 
employees  rather  than  the  standard  lineup 
offered  by  competitors.  Toan's  strategies  have 
helped  produce  a  41.6%  average  annual 
increase  in  net  income  over  the  past  three  years. 


JEFFREY L 

STEVEN  S. 

BOBBYS. 

MICKY 

BLEUSTEIN,  64 

REINEMUND,  55 

SHACKOULS,  53 

ARIS0N.54 

CEO  since  1998 

CEO  since  2001 

CEO  since  1995 

CEO  since  1979 

HARLEY- 

PEPSICO  INC 

BURLINGTON 

CARNIVAL 

DAVIDSONINC 

INDUSTRY 

RESOURCES 

CORP. 

INDUSTRY 

Food,  Beverage 

INC 

INDUSTRY 

Automobiles 

&  Tobacco 

INDUSTRY 

Hotels,  Restaurants 

&  Components 

SALES 

Energy 

&  Leisure 

SALES 

$27  billion 

SALES 

SALES 

$4.9  billion 

NET  INCOME 

$4.3  billion 

$6.7  billion 

NET  INCOME 

$3.6  billion 

NET  INCOME 

NET  INCOME 

$760.9  million 

$1.3  billion 

$1.2  billion 
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»  AGING  BABY 

boomers  still  rush  to 
shell  out  $20,000  or 
more  for  Harley's 
gleaming-chrome 
dream  machines.  But 
after  three  years  of 
30.1%  average  annual 
earnings  growth, 
gains  will  now  slow 
at  this  Milwaukee 
company.  Bleustein 
is  downshifting 
production  growth 
rates  into  single 
digits,  so  he  can  keep 
supply  just  behind 
demand.  He  aims  to 
sustain  prices  and 
quality  while  tweaking 
designs  to  woo  more 
women  buyers  and 
smaller  guys.  His 
plans  have  worked 
wellsofanHarleyhas 
had  18  straight  years 
of  rising  revenue  and 
net  income.  Margins 
last  year  rose  a  full 
two  points,  to  15.5%. 


»  THERE  ARE  NO 

obstacles  in  the 
PepsiCo  universe,  just 
opportunities.  While 
the  Purchase  (N.Y.) 
giant  still  relies 
heavily  on  junk  food 
and  soda  pop,  it's 
making  a  push  into 
more  nutritional 
offerings  and  ethnic 
flavors  such  as 
guacamole  and  salsa 
chips.  The  low-carb 
craze  is  spawning  a 
new  breed  of  potato 
chip,  although  it  also 
curbed  demand  for 
Trooicana  juice. 
Offerings  such  as 
Propel  Fitness  Water 
and  Sierra  Mist  soda 
kept  beverage  income 
strong  and  helped 
profits  jump  19%  last 
year.  Pepsi  is  even 
bringing  products 
from  Mexico  to  serve 
the  flourishing  U.S. 
Hispanic  market. 


»  HIGH  NATURAL 

gas  prices  are  bad 
news  for  consumers 
but  good  news  for 
Houston-based 
Burlington  Resources, 
one  of  the  largest 
independent  oil  and 
gas  producers  in 
North  America.  The 
prices,  combined  with 
low-cost  property 
acquisitions  in  the 
U.S.,  Canada,  and  the 
North  Dutch  Sea, 
helped  lift  2003  profits 
by  181%.  While  overall 
production  was  flat 
last  year,  Shackouls 
says  the  company  is 
now  entering  "a  period 
of  accelerated 
production  growth." 
He  expects  3%  to  8% 
higher  production  per 
year  over  the  next  few 
years.  The  cash-flow 
gains  will  be  tunneled 
into  more  exploration 
and  production. 


»  CARNIVAL 

weathered  the  trave  I 
downturn  that 
followed  September 
11, 2001,  better  than 
most  rivals,  thanks  tc 
ferocious  cost-cuttin 
and  an  aggressive 
marketing  campaign 
designed  to  keep  its 
ships  full  at  all  costs. 
The  king  of  cruises 
also  outbid  rival  Roya 
Caribbean  Cruises 
Ltd.  for  the  right  to 
acquire  P&O  Princess 
Cruises  PLC,  which 
strengthened  its 
standing  in  Europe. 
Carnival  has 
continued  to  roll  out 
new  on-ship  services, 
from  spas  to  steak 
houses.  As  tourism 
rebounds,  Carnival  is 
in  the  catbird  seat: 
Profits  rose  18%  in  a 
tough  2003,  and  are 
projected  to  climb 
24%  in  2004. 
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A  tiny  camera  lens*  has  been  placed  above  the  rear 


image  to  the  accompanying  NAV  screen  of  whatever 
lies  behind  you  as  you  back  up -be  it  a  bicycle,  a  potted 
plant  or  another  cars  bumper.  A  feature  that  can  prove 
especially  valuable  when  parallel  parking.  The  backup 


and  a  host  of  other  technological  wonders  as  available 
features  in  the  RX.  A  vehicle  that  is  a  natural  result 
of  our  daily  pursuit  of  perfection.  THE    RX330 


IrS    FORWARD-THINKING.    EVEN    IN    REVERSE. 


!    S 


THE    PASSIONATE    PURSUIT    OF    PERFECTION. 


!  he  backup  camera  ,s  no,  des.gned  to  prov.de  a  comprehend  view  ol  the  en»,re  rear  area  ol  the  vehicle  should  no.  be  **~g^^*,?*m 
Lexus  reminds  you  to  wear  seatbelts.  secure  ch,ldren  in  rear  seat,  obey  all  tralk  laws  and  drive  responsibly  For  more  .nlormation.  call  800-UbA-LbXUb  (i 
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W.  JAMES 
McNERNEYJR 

CEO  since  2001 


3MC0. 


INDUSTRY 

Capital  Goods 
SALES 
$18.2  billion 
NET  INCOME 

$2.4  billion 


» DIVERSITY  PAID  OFF  BIG  TIME  for  3M  in  2003 
Many  other  manufacturers  had  to  limp  along  until 
the  U.S.  economy  finally  kicked  into  gear.  Not  3M. 
Thanks  to  hot  demand  for  its 
consumer-electronics 
components  and  respirators  in 
Asia,  as  well  as  health-care 
products  in  the  U.S.,  the  St.  Paul 
(Minn.)  conglomerate  had  its  best 
year  ever.  Net  income  leaped 
22%,  while  sales  rose  12%.  Even 
more  pleasing  to  investors:  3M  shares  ended  2003 
near  an  all-time  high.  As  of  Feb.  27,  shares  had 
returned  46.9%  over  three  years,  a  solid  vote  of 
confidence  on  the  job  McNerney  has  done  since  he 
took  over  and  began  steering  3M  toward  faster- 
growth  markets.  3M  just  bumped  up  its  2004 
forecasts,  saying  net  income  will  jump  at  least 
16.5%  on  a  sales  increase  of  5%  to  8%.  The 
company  is  expanding  by  leaps  and  bounds  in 
China,  adding  not  only  manufacturing  facilities  but 
transferring  R&D  and  product-development  work 
there  as  well.  McNerney  has  also  bolstered  the 
balance  sheet.  Total  debt  shrank  by  $440  million  in 
2003,  to  $2.94  billion,  while  cash  flow  swelled  by 
$781  million,  to  $3.77  billion. 


TODDS. 
NELSON,  45 

CEO  since  2001 

APOLLO  GROUP 

irvVa 

INDUSTRY 

Commercial  Services 
&  Supplies 
SALES 
$1.4  billion 
NET  INCOME 
$274.6  million 


BRUCE  E. 
KARATZ,  58 

CEO  since  1986 

KB  HOME 

INDUSTRY 

Consumer  Durables 
&  Apparel 
SALES 
$5.9  billion 
NET  INCOME 
$370.8  million 


MICHAEL  B. 
McCALLISTER,  51 

CEO  since  2000 

HUMANA  INC 

INDUSTRY 

Health-Care 
Equipment  &  Service: 
SALES 
$12.2  billion 
NET  INCOME 
$228.9  million 
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»  APOLLO  BECAME 

a  premier  growth 
company  by  catering 
to  working  adults' 
almost  insatiable 
demand  for  higher 
education.  Enrollment 
at  its  University  of 
Phoenix  (UOP)  and 
other  schools  surged 
28%  in  2003.  Even  as 
the  Phoenix-based 
company's  UOP 
continues  its  march 
to  become  truly 
national,  Nelson  is 
tapping  into  the  even- 
greater  demand  for 
online  education.  Web 
enrollment  is  up 
60%,  to  91,000 
students,  over  the 
past  year.  Nelson  is 
exploiting  economies 
of  scale  to  drive  up 
margins.  The  payoff: 
Profits  rose  at  an 
average  annual 
52.1%  rate  for  the 
past  three  years. 


»  AS  PRESIDENT  OF 

KB's  French 
subsidiary  in  the  late 
1970s,  Karatz  put  a 
model  home  on  top  of 
a  Paris  department 
store.  His  reputation 
as  an  innovator 
remained  intact  as  KB 
expanded  from  just 
two  regions, 
California  and  France, 
to  11  states.  KB  has 
capitalized  on  several 
trends:  As  smaller 
regional  players 
dropped  out,  publicly 
traded  builders  such 
as  KB  doubled  their 
share  of  the  national 
market.  Also,  more 
than  half  of  KB's 
buyers  are  now 
minorities,  many  of 
them  immigrants  in 
booming  Sunbelt 
cities.  Over  three 
years,  profits  have 
jumped  at  an  average 
annual  rate  of  23.2%. 


»  WHO  SAYS  HMOs 

and  managed-care 
providers  can't  make 
money?  Three  years 
ago,  Humana's  stock 
price  fell  below  $5  as 
investors  feared  the 
one-two  punch  of 
declining  government 
reimbursements  to 
private  Medicare 
providers  and  stiff 
competition  from 
nonprofit  carriers.  But 
Humana  has  started 
to  hum  again,  thanks 
to  slowing  medical 
costs,  efforts  at  cost 
containment,  and 
Uncle  Sam's  promise 
to  boost  Medicare 
payouts.  Profits  rose 
60%  last  year,  and 
grew  an  average 
annual  35%  the  past 
three  years.  Shares 
are  back  around 
$20,  after  returning 
123.7%  in  the  year 
ended  Feb.  27. 
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Important  Correction  of  Information  about 
||  Prawachol®  (pravastatin  sodium)  tablets 


iristol-Myers  Squibb  Company,  maker  of  Pravachol,  ran  ads  for  Pravachol  that  the 
:DA  determined  were  misleading. The  statement  they  determined  misleading  was 
Pravachol  is  the  only  cholesterol  lowering  drug  proven  to  help  prevent  first  and 
;econd  heart  attack  and  stroke  in  people  with  high  cholesterol  or  heart  disease." 
"his  statement  suggested  that  Pravachol  has  been  proven  to  help  prevent  stroke 
[n  people  without  heart  disease. 

please  note,  Pravachol  has  not  been  proven  to  help  prevent  stroke  in  people 
without  heart  disease.  Pravachol  is  proven  to  help  prevent  stroke  only  in  people 
|/vith  coronary  heart  disease  (CHD). 

Pravachol  is  no  longer  the  only  cholesterol  lowering  drug  approved  to  help 
Drevent  first  and  second  heart  attack.  In  April  2003,  another  drug  was  approved 
:o  reduce  the  risk  of  heart  attacks  and  stroke  in  patients  with  CHD,  or  without  CHD 
Dut  at  high  risk  of  coronary  events  because  of  diabetes,  peripheral  vessel  disease, 
br  history  of  stroke  or  other  cerebrovascular  disease. 


|r 


ravachol,  with  diet,  when  diet  and  exercise  are  not  enough,  is  approved  to: 
effectively  lower  cholesterol  in  people  with  high  cholesterol 
help  prevent  heart  attacks  in  people  with  high  cholesterol  or  heart  disease 
help  prevent  stroke  in  people  with  heart  disease 


If  your  doctor  prescribed  Pravachol,  you  should  continue  to  take  Pravachol  in 
accordance  with  his  or  her  directions.  If  you  have  any  questions  about 
Pravachol,  ask  your  doctor  or  healthcare  professional. 

Important  Considerations:  Pravachol,  a  prescription  drug,  is  not  for  everyone,  including 


women  who  are  pregnant  or  nursing  or  may  become  pregnant,  or  people  with  liver 
problems.  And  because  serious  side  effects  can  result,  tell  your  doctor  about  any 
unexplained  muscle  pain  or  weakness  you  experience  while  on  Pravachol,  and  about 
any  other  medications  you  are  taking.  Your  doctor  may  do  blood  tests  to  check  for  liver 
problems.  Some  mild  side  effects,  such  as  slight  rash  or  stomach  upset,  occur  in  2-4% 
of  patients. 


Please  see  product  information  following  this  advertisement. 


%J?  Bristol-Myers  Squibb  Company 

£2004  Bristol-Myers  Squibb  Company,  Princeton,  NJ  08543 
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PRAVACHOL® 

(pravastatin  sodium)  Tablets 


Rx  only 


Please  read  this  summary  carefully  and  then  ask  your  doctor  about  PRAVACHOL® 
(pravastatin  sodium)  Tablets.  There  may  be  new  information.  This  advertisement  does 
not  take  the  place  of  talking  to  your  doctor  about  your  medical  condition  or  your 
treatment.  Only  your  doctor  has  the  training  to  weigh  the  risks  and  benefits  of  a 
prescription  drug  for  you. 


What  are  the  uses  of  PRAVACHOL?  (INDICATIONS) 

PRAVACHOL  is  a  prescription  medicine  that  is  added  to  diet,  when  diet  and  exercise  are 
not  enough.  PRAVACHOL  helps  lower  cholesterol  in  the  blood.  It  lowers  LDL  "bad" 
cholesterol  and  raises  HDL  "good"  cholesterol.  In  addition,  in  patients  with  high 
cholesterol  who  do  not  have  heart  disease,  PRAVACHOL  is  proven  to  help  prevent  heart 
attack,  reduce  the  risk  of  dying  from  a  heart  attack,  and  reduce  the  risk  of  undergoing 
heart  bypass  surgery  or  angioplasty  (a  procedure  used  to  open  a  nan-owing  in  the 
coronary  artery  without  surgery).  In  patients  with  heart  disease,  PRAVACHOL  is  proven 
to  help  prevent  heart  attack  and  stroke,  reduce  the  risk  of  dying  from  a  heart  attack, 
reduce  the  risk  of  undergoing  heart  bypass  surgery  and  angioplasty,  and  slow  the 
progression  of  hardening  of  the  arteries. 

Who  should  not  take  PRAVACHOL?  (CONTRAINDICATIONS) 

Some  people  should  not  take  PRAVACHOL 

Patients  with  liver  problems:  PRAVACHOL  should  not  be  used  by  patients  with  active 
liver  disease  or  who  have  repeated  blood  tests  indicating  possible  liver  problems.  (See 
What  else  should  I  know  about  PRAVACHOL?  -  WARNINGS.) 

Women  who  are  or  may  become  pregnant  Pregnant  women  should  not  take 
PRAVACHOL  because  it  may  harm  the  fetus.  Women  of  childbearing  age  should  not 
take  PRAVACHOL  unless  it  is  highly  unlikely  that  they  will  become  pregnant  If  a 

woman  becomes  pregnant  while  on  PRAVACHOL,  she  should  immediately  stop  taking 
the  drug  and  talk  to  her  doctor. 

Women  who  are  breast-feeding  should  not  take  PRAVACHOL 

Patients  who  are  allergic  to  any  of  its  ingredients:  The  active  ingredient  in 
PRAVACHOL  is  pravastatin  sodium.  The  inactive  ingredients  are  croscarmellose  sodium, 
lactose,  magnesium  oxide,  magnesium  stearate,  microcrystalline  cellulose,  and 
povidone.  The  10  mg  tablets  also  have  Red  Ferric  Oxide;  the  20  mg  tablets  and  the 
80  mg  tablets  also  have  Yellow  Feme  Oxide;  the  40  mg  tablets  also  have  Green  Lake 
Blend  (D&C  Yellow  No.  10-Aluminum  Lake  and  FD&C  Blue  No.  1 -Aluminum  Lake). 

What  else  should  I  know  about  PRAVACHOL? 

WARNINGS 

•  Muscle:  Tell  your  doctor  right  away  if  you  experience  any  unexplained  muscle 
pain,  tenderness,  or  weakness  at  any  time  during  treatment  with  PRAVACHOL  so 
your  doctor  can  decide  if  PRAVACHOL  should  be  stopped.  Some  patients  may  have 
muscle  ache  or  weakness  while  taking  PRAVACHOL.  Rarely,  patients  taking 
PRAVACHOL  have  experienced  serious  muscle  breakdown  resulting  in  kidney 
damage.  The  following  can  be  signs  of  serious  muscle  breakdown:  muscle  pain, 
weakness  or  tenderness,  fever,  feeling  more  tired  than  usual,  and  passing  brown  or 
discolored  urine.  The  risk  of  muscle  damage  is  increased  in  patients  taking  certain 
other  drugs  (for  example,  erythromycin,  cyclosporine,  niacin  or  fibrates)  along  with 
another  lipid-lowering  drug  that  works  similarly  to  PRAVACHOL  Using  PRAVACHOL 
along  with  fibrates,  like  gemfibrozil,  should  be  avoided  unless  your  doctor  determines 
that  the  benefits  of  combined  use  of  PRAVACHOL  and  fibrates  likely  outweighs  the 
increased  risk  of  muscle  problems. 

•  Liver  Rare  cases  of  liver  function  abnormalities  have  been  reported  with  lipid- 
lowering  drugs  similar  to  PPiAVACHOL  Your  doctor  may  do  blood  tests  to  check 
your  liver  before  you  start  taking  PFIAVACHOL,  and  while  you  take  it.  If  your  liver 
enzyme  levels  increase,  your  doctor  should  order  more  frequent  tests.  If  your  liver 
enzyme  levels  remain  unusually  high,  your  doctor  should  discontinue  your 
medication.  Tell  your  doctor  about  any  liver  disease  you  may  have  had  in  the  past 
and  about  how  much  alcohol  you  consume.  Patients  who  consume  large  amounts 
of  alcohol  should  use  PRAVACHOL  with  caution. 

PRECAUTIONS 

•  Homozygous  Familial  Hypercholesterolemia:  PFtAVACHOL  has  not  been  studied 
in  this  group  of  patients.  Other  lipid-lowering  drugs  similar  to  PRAVACHOL  lower 
cholesterol  less  effectively  in  these  patients. 

•  Renal  Insufficiency:  Patients  with  renal  impairment  who  are  taking  PRAVACHOL 
should  be  monitored  closely  by  their  doctors. 

•  Drug  Interactions  and  Endocrine  Function:  Because  of  possible  serious  drug 
interactions,  it  is  important  for  patients  to  tell  their  doctors  what  other  drugs  they  are 
taking,  including  those  obtained  without  a  prescription.  They  should  also  tell  other 
doctors  who  are  prescribing  a  new  medicine  for  them  that  they  are  taking 
PRAVACHOL  (See  What  else  should  I  know  about  PRAVACHOL?  -  WARNINGS: 
Muscle.)  Caution  should  be  exercised  if  a  lipid-lowering  drug  is  administered  to 
patients  also  receiving  other  drugs  that  may  diminish  the  levels  or  activity  of  steroid 
hormones. 

•  Central  Nervous  System  Toxicity;  Cancer,  Mutagenesis,  Impairment  of  Fertility: 

Like  most  prescription  drugs,  PRAVACHOL  was  required  to  be  tested  in  animals 
before  it  was  approved  for  human  use.  Often  these  tests  were  designed  to  give 
animals  higher  dosages  of  PRAVACHOL  than  is  recommended  for  humans.  In  some 
tests,  the  animals  had  damage  to  their  central  nervous  systems.  In  studies  of  rats 
and  mice  with  high  doses  of  PRAVACHOL  the  likelihood  of  certain  types  of  cancer 
increased.  No  evidence  of  mutations  of  or  damage  to  genetic  material  was  seen.  In 
one  study  with  rats,  PRAVACHOL  did  not  decrease  fertility  or  general  reproductive 
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performance.  However,  in  studies  with  lipid-lowering  drugs  similar  to  PRAVACH 
there  was  decreased  fertility  in  male  animals. 

•  Pregnancy:  The  safety  of  using  PRAVACHOL  during  pregnancy  has  not 
established.  If  a  woman  becomes  pregnant  while  taking  PRAVACHOL  (pravastati 
sodium),  she  should  immediately  stop  taking  the  drug  and  talk  to  her  doctor  at 
(See  Who  should  not  take  PRAVACHOL?  -  CONTRAINDICATIONS.! 

•  Nursing  Mothers:  Drugs  taken  by  nursing  mothers  may  be  present  in  the 
breast  milk.  Because  of  the  potential  for  serious  adverse  reactions  in  nursirn 
infants,  a  woman  taking  PFIAVACHOL  should  not  breast-feed. 

•  Pediatric  Use:  The  safety  and  effectiveness  of  PRAVACHOL  in  children  a 
adolescents  from  8-18  years  of  age  have  been  established  in  clinical  trials.  Childre 
and  adolescent  females  of  childbearing  potential  should  be  counseled  o< 
appropriate  contraceptive  methods  while  on  PRAVACHOL  PRAVACHOL  has  no 
been  studied  in  children  younger  than  8  years  of  age. 

•  Geriatric  Use:  The  safety  and  effectiveness  of  PRAVACHOL  in  patients  age 
65  and  older  have  been  established  in  clinical  trials.  Side  effects  in  the  elderly  werd 
similar  to  the  overall  population.  There  have  been  no  age-related  differences     | 
efficacy  and  safety  reported  among  patients  taking  PFtAVACHOL 

What  are  the  possible  side  effects  of  PRAVACHOL?  (SIDE  EFFECTS) 

PRAVACHOL  is  generally  well  tolerated.  Side  effects  have  usually  been  mild  and  short  | 
lived.  However,  some  have  been  serious.  In  4-month  long  placebo-controlled  trials,  1 .7% 
of  PRAVACHOL-treated  patients  and  1.2%  of  placebo-treated  patients  discontinue 
therapy  because  of  side  effects.  The  following  list  of  side  effects  may  not  be  complete  I 
Be  sure  to  ask  your  doctor  about  side  effects  before  taking  PFIAVACHOL  and  to  discuss| 
any  side  effects  that  may  occur  while  taking  PRAVACHOL. 

•  Short-  and  Long-Term  Placebo-Controlled  Clinical  Trials:  Side  effects  that  havi 
been  reported  in  more  than  2%  of  PRAVACHOL-treated  patients  from  short-ti 
trials,  and  in  at  least  1%  of  PRAVACHOL-treated  patients  in  long-term  trials  are 
heart  chest  pain,  rash,  nausea,  vomiting,  diarrhea,  abdominal  pain,  constipation,  gas 
upset  stomach,  heartburn,  fatigue,  chest  pain,  flu,  muscle/joint  pain  or  weakness 
muscle  cramp,  localized  pain  headache,  dizziness,  sleep  disturbance,  depression 
anxiety/nervousness,  urinary  problems,  common  cold,  runny  nose,  cough,  shortness 
of  breath,  upper  respiratory  infection,  and  vision  disturbances.  In  addition,  the 
following  side  effects  have  been  reported  in  less  than  1  %  of  PRAVACHOL-treated 
patients  in  long-term  tnals:  certain  skin  problems  such  as  itching,  rash,  hives, 
dryness,  and  hair  loss,  loss  of  sexual  function  or  drive,  decreased  appetite,  fever, 
flushing,  allergies,  swelling  of  the  head  and  neck,  muscle  weakness,  problems  of  the 
nervous  system  including  abnormal  sensations  such  as  tingling,  dizziness, 
sleeplessness,  memory  impairment,  and  shaking,  nerve  damage  including  loss  of. 
muscle  tissue,  progression  of  cataracts,  and  taste  disturbance. 

•  Postmarketing  Experience:  In  addition  to  the  events  reported  above,  as  with 
other  lipid-lowering  drugs  similar  to  PRAVACHOL  the  following  side  effects  have  been 
reported  rarely  during  post-marketing  experience:  muscle  weakness,  muscle 
breakdown,  dysfunction  of  certain  brain  nerves  (including  alteration  of  taste, 
impairment  of  eye  movement,  facial  paralysis),  damage  to  nerves  causing  weakness 
and/or  abnormal  sensation,  severe  allergic  reaction  (anaphylaxis),  lupus-like  syndrome, 
severe  pain  and  stiffness  of  muscles,  muscle  weakness  with  muscle  loss,  inflammation 
of  the  blood  vessels,  skin  bruising,  low  iron,  abnormal  blood  tests,  arthritis,  joint  pain, 
weakness,  sensitivity  to  light,  chills,  fatigue,  severe  skin  disorders  that  vary  from  rash 
to  serious  bum-like  shedding  of  skin  all  over  the  body  including  mucous  membranes 
(such  as  the  lining  of  the  mouth),  inflammation  of  the  pancreas,  inflammation  of  the 
liver,  jaundice,  fatty  change  in  liver,  severe  liver  damage  and  failure,  liver  cancer,  a 
variety  of  skin  changes  (e.g.,  nodules,  discoloration,  dryness  of  mucous  membranes, 
changes  to  hair/nails),  breast  enlargement,  liver  test  abnormalities  including  elevated 
alkaline  phosphatase  and  bilirubin,  and  thyroid  function  abnormalities. 

•  Laboratory  Test  Abnormalities:  Increases  in  certain  liver  enzymes  have  been 
observed  (see  WARNINGS,  Liver).  Temporary  increases  in  certain  white  blood  cells 
have  been  reported.  These  increases  were  generally  not  associated  with  symptoms 
and  usually  returned  to  normal  despite  continued  therapy.  Low  red  blood  cell,  white 
blood  cell  and  platelet  counts  have  been  reported  with  lipid-lowering  drugs  similar  to 
PRAVACHOL 

How  should  I  take  PRAVACHOL?  (DOSAGE,  ADMINISTRATION  AND 
OVERDOSAGE) 

Patients  should  take  PRAVACHOL  exactly  as  their  doctors  prescribe  it.  The  usual  dose 
of  PRAVACHOL  is  1  tablet  once  a  day.  PFtAVACHOL  comes  in  different  dosage  strengths 
and  the  patient's  doctor  will  prescribe  the  dose  that  is  right  for  the  patient.  The  doctor 
may  adjust  the  dose.  A  patient  taking  PRAVACHOL  should  not  change  the  dose  without 
talking  to  their  doctor.  PRAVACHOL  may  be  taken  with  or  without  food. 

If  a  patient  misses  a  dose  of  PFtAVACHOL  the  dose  should  be  taken  as  soon  as  the 
patient  remembers.  Patients  must  not  take  2  doses  in  the  same  day.  If  a  patient  takes 
too  much  PRAVACHOL  the  patient  should  call  their  doctor  or  Poison  Control  Center 
right  away. 

The  lowest  dose  of  PRAVACHOL  is  recommended  in  patients  with  a  history  of 
significant  kidney  or  liver  problems  and  in  patients  taking  immunosuppressive  drugs 
such  as  cyclosporine. 

NOTE:  This  summary  provides  important  information  about  PRAVACHOL  If  you  would 
like  more  information,  ask  your  doctor  or  pharmacist  to  let  you  read  the  information 
about  PRAVACHOL  that  is  written  for  health  professionals  and  then  discuss  it  with 
them. 

|H^  Bristol-Myers  Squibb  Company 
Princeton,  N)  08543  U.S.A. 
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;  (hat  makes  a  top  corporate  performer?  lb  determine  how  the  companies  in  the  S&P  500 
idex  stack  up  against  one  another,  BusinessWeek  ranked  all  500  using  eight  key  criteria  of 
nancial  success.  We  looked  at  growth  in  sales,  profits,  and  return  to  shareholders.  To  re- 
ard  consistency,  we  measured  performance  over  both  one  and  three  years.  And  to  get  a 
fetter  fix  on  which  companies  squeeze  the  most  out  of  operations,  we  analyzed  profit  mar- 
ins  and  return  on  equity.  Then,  we  combined  the  individual  rankings  and  added  a  weight- 
lg  for  sales  volume  and  long-term  debt-to-capital  ratio  to  come  up  with  our  overall  rank- 
ig.  Using  the  individual  rankings,  we  assigned  grades  for  each  measure.  The  top  20% 

I  ^ceived  an  A,  the  next  20%  got  a  B,  and  so  on,  down  to  the  F's  in  the  bottom  quintile. 
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INDUSTRY  GROUP 

1       5 

Progressive 

B 

A 

A 

A 

A 

A 

B 

A 

Insurance 

2      74 

Cendant 

A 

A 

A 

A 

B 

A 

C 

C 

Commercial  Svcs.  &  Supplies 

3       2 

WellPoint  Health  Networks 

B 

A 

B 

A 

B 

A 

D 

B 

Health-Care  Equip.  &  Svcs. 

4       3 

UnitedHealth  Group 

C 

A 

B 

B 

B 

A 

C 

A 

Health-Care  Equip.  &  Svcs. 

5  1 

6  285 

Forest  Laboratories 

C 

A 

A 

A 

B 

A 

A 

A 

Pharmaceuticals  &  Biotech 

ACE 

B 

B 

A 

A 

A 

B 

B 

B 

Insurance 

7      51 

Best  Buy 

A 

A 

B 

A 

B 

A 

D 

A 

Retailing 

8     95 

ConocoPhillips 

C 

B 

A 

A 

A 

A 

D 

C 

Energy 

9       7 

Lowe's 

C 

A 

A 

A 

B 

A 

C 

B 

Retailing 

10      17 

Electronic  Arts 

A 

A 

B 

A 

B 

A 

A 

B 

Software  &  Services 

11     19 

Pulte  Homes 

A 

A 

A 

A 

A 

C 

B 

Consumer  Durables  &  Apparel 

12     60 

Centex 

A 

A 

A 

A 

A 

A 

C 

A 

Consumer  Durables  &  Apparel 

13     30 

eBay 

B 

A 

A 

A 

A 

A 

A 

D 

Retailing 

14   248 

ChevronTexaco 

C 

C 

A 

A 

A 

D 

C 

B 

Energy 

15      - 

Symantec 

A 

A 

A 

A 

A 

A 

A 

C 

Software  &  Services 

16       9 

Dell 

F 

B 

B 

B 

B 

B 

C 

A 

Technology  Hardware  &  Equip. 

17    219 

Qualcomm 

A 

C 

A 

A 

A 

A 

A 

C 

Technology  Hardware  &  Equip. 

18     18 

International  Game  Technology 

A 

A 

B 

A 

B 

A 

A 

A 

Hotels,  Restaurants  &  Leisure 

19     93 

MBNA 

A 

B 

C 

A 

B 

B 

A 

A 

Diversified  Financials 
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20 

216 

Marathon  Oil 

B 

B 

A 

B 

A 

B 

D 

B 

Energy 

21 

10 

St.  Jude  Medical 

B 

A 

A 

A 

B 

A 

A 

B 

Health-Care  Equip.  &  Svcs. 

22 

68 

Home  Depot 

B 

D 

B 

A 

B 

B 

C 

B 

Retailing 

23 

109 

Exxon  Mobil 

D 

C 

A 

C 

A 

C 

B 

A 

Energy 

24 

4 

Johnson  &  Johnson 

F 

C 

B 

A 

C 

B 

A 

A 

Pharmaceuticals  &  Biotech 

25 

62 

Starbucks 

B 

B 

A 

A 

B 

A 

C 

C 

Hotels,  Restaurants  &  Leisure 

26 

29 

Procter  &  Gamble 

D 

B 

B 

B 

B 

A 

B 

A 

Household  &  Personal  Prods. 

27 

207 

Yahoo! 

A 

A 

A 

A 

A 

A 

B 

D 

Software  &  Services 

28 

126 

Apache 

D 

A 

A 

A 

A 

B 

A 

B 

Energy 

29 

230 

Sears,  Roebuck 

A         C         F 

D 

A 

A 

C 

A 

Retailing 

30 

25 

Stryker 

D 

A 

A 

A 

B 

A 

B 

B 

Health-Care  Equip.  &  Svcs. 

31 

28 

Sysco 

r        r 

B 

B 

C 

B 

D 

A 

Food  &  Staples  Retailing 

32 

144 

Dollar  General 

A 

C 

B 

A 

B 

A 

D 

B 

Retailing 

33 

12 

Bed  Bath  &  Beyond 

F 

A 

A 

A 

B 

A 

C 

B 

Retailing 

34 

48 

Quest  Diagnostics 

B 

A 

B 

B 

B 

A 

B 

B 

Health-Care  Equip.  &  Svcs. 

35 

71 

Nike 

B 

A 

C 

B 

C 

B 

C 

B 

Consumer  Durables  &  Apparel 

36 

217 

Devon  Energy 

F 

D 

A 

A 

A 

A 

A 

B 

Energy 

37 

227 

Intel 

B 

D 

B 

D 

A 

D 

A 

C 

Semiconductors 

38 

59 

Johnson  Controls 

C 

A 

B 

B 

C 

B 

D 

B 

Automobiles  &  Components 

39 

136 

Staples 

C 

A 

B 

B 

B 

A 

D 

C 

Retailing 

40 

130 

American  International  Group 

C 

D 

A 

A 

A 

B 

B 

C 

Insurance 

41 

212 

Ambac  Financial  Group 

B 

B 

A 

A 

A 

B 

A 

c 

Insurance 

42 

- 

Express  Scripts 

C 

A 

C 

A 

B 

A 

F 

B 

Health-Care  Equip.  &  Svcs. 

43 

37 

Harley-Davidson 

D 

C 

B 

A 

B 

A 

A 

A 

Automobiles  &  Components 

44 

22 

PepsiCo 

C 

C 

C 

C 

B 

B 

B 

A 

Food,  Beverage  &  Tobacco 

45 

266 

Burlington  Resources 

D 

B 

A 

B 

A 

B 

A 

A 

Energy 

46 

218 

Carnival 

A 

B 

A 

A 

B 

C 

A 

D 

Hotels,  Restaurants  &  Leisure 

47 

36 

3M 

D 

B 

B 

C 

B 

B 

B 

A 

Capital  Goods 

48 

55 

Apollo  Group 

B 

A 

A 

A 

A 

A 

A 

A 

Commercial  Svcs.  &  Supplies 

49 

57 

KB  Home 

B 

A 

B 

A 

B 

A 

C 

A 

Consumer  Durables  &  Apparel 

50 

142 
53 

Humana 

A 

A 

C 

B 

A 

A 

F 

C 

Health-Care  Equip.  &  Svcs. 

51 

TJX 

C 

B 

B 

A 

C 

C 

D 

A 

Retailing 

52 

297 

Chubb 

C 

D 

A 

A 

A 

B 

C 

D 

Insurance 

53 

107 
364 

Allstate 

C 

C 

C 

C 

A 

C 

C 

C 

Insurance 

54 

Nordstrom 

A 

A 

C 

B 

A 

A 

D 

B 

Retailing 

55 

54 

Anthem 

C 

INC 

A 

A 

B 

A 

D 

C 

Health-Care  Equip.  &  Svcs. 

56 

21 

Medtronic 

F 

D 

B 

A 

B 

A 

A 

A 

Health-Care  Equip.  &  Svcs. 

57 

225 
87 

Whirlpool 

C 

B 

C 

B 

A 

A 

D 

A 

Consumer  Durables  &  Apparel 

58 

Capital  One  Financial 
Occidental  Petroleum 

A 

B 

D 

A 

B 

A 

B 

B 

Diversified  Financials 

59 

153 

C 

A 

A 

F 

B 

C 

A 

A 

Energy 

60 

131 

Boston  Scientific 

A 

A 

A 

B 

B 

c 

B 

B 

Health-Care  Equip.  &  Svcs. 

61 

58 

United  Technologies 

B 

C 

C 

C 

C 

c 

C 

B 

Capital  Goods 
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The  New  Jersey  Devils  have  won  three  championships  in  nine  seasons. 
But  before  they  made  hockey  history,  we  were  part  of  their  financing 
team.  Got  goals?  We  can  assist.  Visit  CIT.com.  We  see  what  you  see. 
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COMPANY 

PERFORMANC 

TOTAL         TOTAL 
RETURN       RETURN 
(1YEAR)      (3  YEAR) 

E GRADES 

SALES         SALES        PROFIT 
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ABA 

PROFIT 

GROWTH 
(3  YEAR) 

A 

NET 
MARGIN 

D 

RETURN 

ON 
EQUITY 

B 

INDUSTRY  GROUP 

Capital  Goods 

Lockheed  Martin 

F 

B 

63     85 

Cisco  Systems 

B 

D 

D 

D 

B 

C 

A 

B 

Technology  Hardware  &  Equip. 

64     73 

Archer  Daniels  Midland 

B 

C 

A 

A 

B 

B 

F 

D 

Food,  Beverage  &  Tobacco 

65   256 

Newmont  Mining 

B 

A 

A 

A 

A 

F 

-A 

D 

Materials 

66    122 

Masco 

B 

B 

A 

A 

C 

A 

C 

C 

Capital  Goods 

67    183 

Deere 

B 

A 

B 

B 

A 

B 

D 

B 

Capital  Goods 

68     56 

Danaher 

C 

B 

B 

A 

B 

A 

B 

C 

Capital  Goods 

69     45 

Coca-Cola 

D 

D 

C 

C 

C 

A 

A 

A 

Food,  Beverage  &  Tobacco 

70   226 

Walt  Disney 

B 

D 

B 

C 

A 

A 

C 

D 

Media 

71   223 

John  Hancock  Financial  Services 

C 

^ 

C 

B 

C 

Insurance 

72    184 

Paccar 

B 

A 

B 

c 

B 

B 

C 

B 

Capital  Goods 

73     49 

General  Dynamics 

B 

B 

A 

A 

D 

C 

C 

B 

Capital  Goods 

74      11 

Cardinal  Health 

F 

D 

B 

A 

C 

A 

D 

B 

Health-Care  Equip.  &  Svcs. 

75     141 

Fortune  Brands 

B 

A 

C 

C 

C 

A 

B 

A 

Consumer  Durables  &  Apparel 

76   259 

Caterpillar 

B 

A 

B 

C 

B 

C 

D 

B 

Capital  Goods 

77      15 

Microsoft 

F 

D 

B 

A 

C 

C 

A 

C 

Software  &  Services 

78    317 

Amgen 

F 

D 

A 

A 

D 

A 

A 

C 

Pharmaceuticals  &  Biotech 

79     92 

MetLife 

D 

D 

C 

A 

A 

C 

D 

Insurance 

80     24 

McKesson 

F 

D 

A 

A 

B 

A 

F 

C 

Health-Care  Equip.  &  Svcs. 

81     89 

Lexmark  International 

D 

A 

C 

B 

B 

B 

B 

A 

Technology  Hardware  &  Equip. 
Food  &  Staples  Retailing 

82     47 

Wal-Mart  Stores 

D 

C 

B 

B 

C 

B 

D 

B 

83     32 

Biomet 

D 

B 

B 

A 

B 

B 

A 

A 

Health-Care  Equip.  &  Svcs. 

84    188 

Ball 

F 

A 

A 

B 

A 

A 

D 

A 

Materials 

85    313 

Sunoco 

B 

A 

A 

B 

D 

D 

F 

B 

Energy 

86    120 

Nextel  Communications 

A 

C 

A 

A 

C 

F 

B 

A 

Telecommunication  Svcs. 

87     43 

First  Data 

F 

B 

B 

A 

C 

B 

A 

A 

Software  &  Services 

88     66 

Family  Dollar  Stores 

D 

B 

B 

A 

c 

B 

C 

B 

Retailing 

89     35 

Wachovia 

C 

A 

D 

C 

B 

A 

A 

C 

Banks 

90  156 

91  27 

92  90 

National  City 

D 

B 

B 

C 

A 

B 

A 

A 

Banks 

Commercial  Svcs.  &  Supplies 

H&R  Block 
McGraw-Hill 

D 

A 

C 

B 

c 

A 

A 

A 

C 

B 

D 

C 

B 

B 

B 

A 

Media 

93    244 

Freeport-McMoRan  Copper  &  Gold 

A 

A 

B 

B 

B 

A 

C 

A 

Materials 

94  113 

95  80 

Target 

B 

C 

C 

B 

C 

B 

D 

B 

Retailing 

HCA 

F 

C 

C 

B 

A 

A 

C 

A 

Health-Care  Equip.  &  Svcs. 
Banks 

96     23 

Wells  Fargo 

D 

C 

C 

C 

C 

B 

A 

B 

97    249 

Gap 

B 

F 

C 

B 

A 

C 

C 

A 

Retailing 
Capital  Goods 

98     61 

ITT  Industries 

D 

A 

B 

B 

C 

B 

C 

A 

99   234 

Ingersoll-Rand 

B 

A 

B 

D 

A 

C 

C 

C 

Capital  Goods 

100  335 

101  6 

McDonald's 

A 

D 

B 

B 

A 

D 

C 

C 

Hotels,  Restaurants  &  Leisure 

AmerisourceBergen 

F 

C 

C 

A 

B 

A 

F 

C 

Health-Care  Equip.  &  Svcs. 

102  50      Northrop  Grumman 

103  102      Becton,  Dickinson 

.  130  '  BusinessWeek  1  April  5.  2004 

F 

C 

A 

A 

C 

B 

D 

D 

Capital  Goods 

C 

B 

B 

B 

C 

B 

B 

B 

Health-Care  Equip.  &  Svcs. 
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HR&Benefits  Outsourcing     Payroll     Retirement  &  Financial  Management     Health  Care     Talent  &  Organizational  Change 
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RANK 
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2004      2003 
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PERFORMANCE  GRADES 

TOTAL         TOTAL         SALES         SALES 
RETURN       RETURN      GROWTH     GROWTH 
(1YEAR)      (3  YEAR)      (1YEAR)      (3  YEAR) 

PROFIT 
GROWTH 
(1YEAR) 

GROWTH 
(3  YEAR) 

B 

NET 

MARGIN 

ON 
EQUITY 

INDUSTRY  CROUP                                      | 

104     70 

Bank  of  America 

F 

A 

D 

F 

c 

A 

A 

Banks                                      1 

105  308 

Limited  Brands 

B 

C 

D 

D 

A 

B 

C 

c 

Retailing                                   1 

106    261 

Hewlett-Packard 

C 

D 

A 

A 

D 

C 

D 

D 

Technology  Hardware  &  Equip.       F 

107    173 

YUM!  Brands 

B 

A 

C 

B 

C 

B 

<J 

A 

Hotels,  Restaurants  &  Leisure         | 

108  405 

Autodesk 

A 

B 

B 

D 

A 

D 

B 

B 

Software  &  Services 

109    199 

Sempra  Energy 

C 

A 

A 

C 

B 

B 

B 

B 

Utilities 

110    124 

C  R  Rarri 

B 

A 

B 

B 

C 

B 

B 

B 

Health-Care  Equip.  &  Svcs.              ' 

HI    195 

Citigroup 

» 

C 

D 

D 

B 

C 

A 

B 

Diversified  Financials 

112     77 

CVS 

C 

F 

C 

B 

B 

c 

D 

C 

Food  &  Staples  Retailing 

113    117 

Liz  Claiborne 

D 

B 

B 

B 

B 

B 

C 

B 

Consumer  Durables  &  Apparel 

114   272 

Public  Service  Enterprise  Group 

C 

C 

A 

B 

A 

D 

C 

C 

Utilities 

115    191 

Aon 

c 

D 

B 

B 

B 

A 

C 

C 

Insurance 

116     83 

SunGard  Data  Systems 

c 

D 

B 

A 

C 

A 

B 

C 

Software  &  Services 

117     91 

Fannie  Mae 

F 

D 

D 

B 

A 

B 

B 

A 

Banks                                        + 

118    101 

American  Express 

B 

C 

C 

D 

C 

C 

B 

B 

Diversified  Financials                    \'. 

119  343 

Dow  Chemical 

B 

B 

A 

C 

D 

F 

C 

B 

Materials                                    A 

120    138 

Qlogic 

F 

C 

A 

A 

B 

A 

A 

C 

Technology  Hardware  &  Equip.         I> 

121  269 

Franklin  Resources 

D 

" 

B 

B 

B 

D 

A 

C 

Diversified  Financials                    * 

122     39 

Altria  Group 

B 

B 

F 

D 

D 

C 

A 

A 

Food,  Beverage  &  Tobacco              !j 

123     42 

Abbott  Laboratories 

' 

• 

B 

A 

D 

C 

B 

B 

Pharmaceuticals  &  Biotech             1 

124  228 

Avon  Products 

c 

A 

C 

B 

B 

B 

B 

A 

Household  &  Personal  Prods.           i> 

125    179 

Cincinnati  Financial 

D 

B 

B 

A 

A 

B 

D 

Insurance                                   C 

126    158 

Wendy's  International 

B 

A 

B 

A 

C 

B 

C 

C 

Hotels,  Restaurants  &  Leisure          B 

127    177 

Office  Depot 

c 

A 

C 

C 

D 

A 

D 

D 

Retailing                                      ' 

128     76 

Guidant 

A 

B 

B 

A 

F 

C 

B 

B 

Health-Care  Equip.  &  Svcs. 

129    168 

Omnicom  Group 

B 

• 

B 

B 

B 

C 

A 

Media 

130  402 

Hasbro 

A 

A 

B 

D 

A 

A 

C 

C 

Consumer  Durables  &  Apparel 

131     52 

AutoZone 

m 

A        D 

B 

B 

.-.; 

B         A 

Retailing 

132     14 

United  Parcel  Service 

F 

B 

C 

C 

D 

C 

c 

B 

Transportation 

133    135 

Constellation  Energy  Group 

Q 

A 

A 

D 

A 

D 

D 

Utilities 

134    119 

American  Standard 

B 

A 

C 

C 

C 

C 

D 

A 

Capital  Goods 

135     46 

Wm.  Wrigley  Jr. 

F 

C 

B 

B 

B 

A 

Food,  Beverage  &  Tobacco 

136  245 

International  Business  Machines 

D 

D 

C 

D 

B 

D 

C 

A 

Technology  Hardware  &  Equip. 

137     69 

Marsh  &  McLennan 

' 

• 

B 

C 

C 

B 

B 

A 

Insurance 

138    NR 

Bristol-Myers  Squibb 

F 

F 

B 

c 

A 

D 

B 

A 

Pharmaceuticals  &  Biotech 

139    137 

Gillette 

L_ 

11 

D 

D 

* 

B 

A 

Household  &  Personal  Prods. 

140     13 

Washington  Mutual 

D 

B 

F 

c 

C 

A 

A 

B 

Banks 

141    159 

Eli  Lilly 

D 

D 

BCD 

D 

A 

A 

I* 

Pharmaceuticals  &  Biotech 

142    134 

General  Mills 

F 

C 

C 

A 

A 

B 

B 

B 

Food,  Beverage  &  Tobacco                '■"< 

143  300 

Eaton 

B 

A 

B 

D 

B 

C 

D 

C 

Capital  Goods 

144  338 

JPMorgan  Chase 

A 

D 

D 

F 

A 

c 

A 

c 

Diversified  Financials 

145     84 

Kellogg 

sssWeek  1  April  5.  2004 

A 

c 

El 

c 

B 

C 

A 

Food,  Beverage  &  Tobacco 

n 

132  I  Busim 

fb* 


MEGABYTE: 

What  not  having  a 

Linux  strategy  can  take  out 

of  your  bottom  line. 


you're  paying  unreasonable  licensing  fees  for  software  that  constantly  needs  security  patches,  you're  getting  eaten  alive.  But  there  s  a  solution.  With 
JSE.  LINUX  Novell,  can  help  you  unleash  the  cost-saving  power  of  a  flexible,  end-to-end  open  source  strategy.  Only  Novell  supports  Linux  from  desktop  to 
rver  across  multiple  platforms.  We'll  integrate  our  industry-leading  security,  management  and  collaboration  tools  seamlessly  into  your  environment, 
e'll  provide  award-winning  technical  support  24/7/365,  and  train  your  IT  staff  to  deploy  Linux-based  solutions.  And  we'll  make  sure  your  open  source 
rategy  actually  meets  your  number-one  business  objective  -  making  money.  Call  1-800-21 5-2600  to  put  some  teeth  back  into  your  tech  strategy,  or  visit 
ww.novell.com/linux  ®  WE   speak   your   language. 


:004  Novell  is  a  registered  trademark  of  Novell,  Inc.  in  the  United  States  and  other  countries.  SUSE  is  a  registered  trademark  of  SUSE  AC,  a  Novell  company. 


Novell 


151    154 

Praxair 

152    129 

SUM 

153   425 

Analog  Devices 

159    198 

Chiron 

160    401 

Pall 

161  26 

162  304 

U.S.  Bancorp 

Travelers  Property  Casualty 

RANK  COMPANY 

RANK      RANK 
2004      2003 

146  276      MBIA 

147  78      Flserv 

148  88      First  Tennessee  National 

149  263      Aetna 

150  279      Tiffany 
Praxair 
SLM 
Analog  I 

154  169      Clear  Channel  Communications 

155  41      AFLAC 

156  311      Merrill  Lynch 

157  187      Progress  Energy 

158  351      Halliburton 

159  198 

160  401 

161  26 

162  304 

163  359      Network  Appliance 

164  118  Tribune 

165  86  Zimmer  Holdings 

166  110  Sherwin-Williams 

167  166  Illinois  Tool  Works 

168  229  Intuit 

169  -      M&TBank 

170  312      Supervalu 

171  260      Computer  Sciences 

172  65      Health  Management  Associates 

173  81      Ecolab 

174  105      Costco  Wholesale 

175  112      Southern 

176  323      Prudential  Financial 

177  103      Reebok  International 

178  162      Kimberly-Clark 
Millipore 
Moody's 
Paychex 
Unocal 

Adobe  Systems 
T.  Rowe  Price  Gr 
American  Powei 

Golden  West  Financial 
187     64      Pepsi  Bottling  Group 


179   342 

Millipore 

180   284 

Moody's 

181     98 

Paychex 

182   367 

Unocal 

183    316 

Adobe  Systems 

184   372 

T.  Rowe  Price  Group 

185    347 

American  Power  Conversion 

PERFORMANCE  GRADES 

TOTAL         TOTAL         SALES         SALES 
RETURN       RETURN      GROWTH     GROWTH 
(HEAR)      (3  YEAR)      (1YEAR)      (3YEAP) 

B        B        A        B 

PROFIT 

GROWTH 
(1YEAR) 

B 

PROFIT 

GROWTH 
(3  YEAR) 
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B 
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C 

C 

C 
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B 
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A 
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D 

F 
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F 

F 

A 

B 

B 

C 

D 

C 

C 

A 

A 

B 

B 

D 

B 
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B 

D 

B 

D 

C 

Q 

D 

A 

A 
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A 

B 

D 

B 

C 

A 

B 

A 

D 
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B 

C 

B 

F 
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B 
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B 
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C 
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A 

C 

B 

A 

A 

C 

C 

A 

F 

A 

D 

B 

B 

D 

B 

B 

D 

B 

D 

A 

A 

A 

B 

C 

F 

C 

D 

A 

B 

C 

A 

B 

D 

A 

C 

B 

C 

B 

A 

D 

D 

C 

A 

A 

B 

F 

B 

B 

B 

D 

A 

D 

A 

INDUSTRY  GROUP 


Insurance 

Software  &  Services 

Banks 

Health-Care  Equip.  &  Svcs. 

Retailing 

Materials 

Diversified  Financials 

Semiconductors 

Media 

Insurance 

Diversified  Financials 

Utilities 

Energy 

Pharmaceuticals  &  Biotech 

Capital  Goods 

Banks 

Insurance 

Technology  Hardware  &  Equip. 

Media 

Health-Care  Equip.  &  Svcs. 

Retailing 

Capital  Goods 

Software  &  Services 

Banks 

Food  &  Staples  Retailing 

Software  &  Services 

Health-Care  Equip.  &  Svcs. 

Materials 

Food  &  Staples  Retailing 

Utilities 

Insurance 

Consumer  Durables  &  Apparel 

Household  &  Personal  Prods. 

Health-Care  Equip.  &  Svcs. 

Diversified  Financials 

Software  &  Services 

Energy 

Software  &  Services 

Diversified  Financials 

Capital  Goods 

Banks 

Food,  Beverage  &  Tobacco 
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reach 


AVAyA 


a  higher  plane 
of  communication 


NEVER  PATH  YOU  CHOOSE- Client-Server  j  mult,-vendor,  multi-technology  expertise.  The  |  your  network.  We've  even  got  flexible  solutions 

•enabled  Telephony-you'll  make  the  most  !:  wor!d  leader  in  IP  Telephony  offers  you  the  for  greenfield  installations.  All  supported  by 

,ur  existing  equipment  and  applications  ^  flexibility  to  support  a  diverse  set  of  endpoints-  |  Avaya  Global  Services.  So  start  moving  to  IP 

Avaya.  Keep  up  to  85%*  (or  more!)  with  j  IP,  digital,  analog  and  mobile.  As  well  as  voice      without  the  heavy  lifting  at  avaya.com/.ptelephony. 

open  standards-based  solutions  and  i  encryption  for  maximum  security  anywhere  on 


Or  call  866-GO  AVAYA  today. 


IP   Telephony 


Contact   Centers 


Unified    Communication 


Services 


Migrate  to  IP  Telephony. 

KEEP  85% 

o J  your  current  inve&tment. 

NIX  THE  FORKUFT. 


"Based  on  historical  results.  Individual  results  may  vary 
lending  upon  your  specific  network  environment. 


RANK 

RANK      RANK 
2004      2003 

188    377 

COMPANY 

Alcoa 

189 

- 

Medco  Health  Solutions 

190 

185 

MGIC  Investment 

191 

453 

Louisiana-Pacific 

192 

180 

FPL  Group 

193 

38 

Walgreen 

194 

433 

Texas  Instruments 

195 

390 

Jabil  Circuit 

196 

394 

Univision  Communications 

197 

443 

Lincoln  National 

198 

197 

Safeco 

199 

67 

Anheuser-Busch 

200 

337 

Brunswick 

201 

353 

Bausch  &  Lomb 

202 

114 

J.C.  Penney 

203 

34 

Kohl's 

204 

139 

Torchmark 

205 

96 

AutoNation 

206 

75 

FedEx 

207 

421 

Apple  Computer 

208 

128 

Coca-Cola  Enterprises 

209 

150 

Anadarko  Petroleum 

210 

309 

FleetBoston  Financial 

211 

253 

Bear  Stearns 

212 

40 

Mattel 

213 

- 

McCormick 

214 

408 

Veritas  Software 

215 

379 

Citrix  Systems 

216 

127 

Harrah's  Entertainment 

217 

336 

Morgan  Stanley 

PERFORMANCE  GRADES 


TOTAL  TOTAL  SALES  SALES 
RETURN  RETURN  GROWTH  GROWTH 
(1YEAR)      (3  YEAR)      (1YEAR)      (3  YEAR) 


INC 
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A 
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D        B 


B 
A 
A 
B 
B 
A 
A 
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A 
F 
B 
A 
D 
B 
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D  C 
D  C 
B        C 


F         F 


C 
C 
A 
B 
B 
F 


PROFI7 
GROWTH 
(1YEAR) 

\ 

A 
B 
D 
D 
B 
C 
D 
A 
A 
A 
C 
C 
B 
A 
B 
D 
C 
B 
D 
A 
B 
A 
A 
B 
B 
C 
A 
B 
D 
B 


PROFIT 

GROWTH         NET 
(3  YEAR)      MARGIN 


A 


D 
F 
C 
B 
F 
D 
B 
D 
A 
B 
D 
A 
A 
B 
C 
B 
C 
F 
A 
B 
D 
B 
A 
B 
F 
C 
B 
D 


B 

D 

F 

F 

B 

F 

B 

D 

RETURN 

ON 
EQUITY 

D 
D 
C 
A 
C 
B 


D 
A 
D 
D 
D 
C 
C 
C 
D 
F 
B 
C 
C 
C 
A 
A 
D 
B 
B 
B 


INDUSTRY  GROUP 


Materials 

Health-Care  Equip.  &  Svcs. 

Banks 

Materials 

Utilities 

Food  &  Staples  Retailing 

Semiconductors 

Technology  Hardware  &  Equip. 

Media 

Insurance 

Insurance 

Food,  Beverage  &  Tobacco 

Consumer  Durables  &  Apparel 

Health-Care  Equip.  &  Svcs. 

Retailing 

Retailing 

Insurance 

Retailing 

Transportation 

Technology  Hardware  &  Equip. 

Food,  Beverage  &  Tobacco 

Energy 

Banks 

Diversified  Financials 

Consumer  Durables  &  Apparel 

Food,  Beverage  &  Tobacco 

Software  &  Services 

Software  &  Services 

Hotels,  Restaurants  &  Leisure 

Diversified  Financials 


POWERFUL  ENOUGH 
TO  CHANGE  A  COMPANY. 


Ink 

IK      RANK 
M       2003 

3     99 

COMPANY 

Gannett 

PERFORMANCE  GRAD 

TOTAL         TOTAL         SALES 
RETURN       RETURN      GROWTH 
(1YEAR)      (3  YEAR)      (1YEAR) 

F        B        D 

ES 

SALES 
GROWTH 
(3  YEAR) 

PROFIT 
GROWTH 
(1YEAR) 

PROfIT 
GROWTH 
(3  YEAR) 

NET 
MARGIN 

RETURN 

ON 
EQUITY 

INDUSTRY  GROUP 

c 

c 

B 

A 

B 

Media 

i     8 

Pfizer 

D 

D 

A 

A 

F 

D 

D 

F 

Pharmaceuticals  &  Biotech 

)  329 

BJ  Services 

D 

C 

A 

B 

A 

C 

B 

C 

Energy 

1    149 
I   332 

General  Electric 

c 

F 

D 

C 

C 

C 

B 

A 

Capital  Goods 

Goldman  Sachs  Group 

B 

C 

D 

F 

B 

D 

B 

C 

Diversified  Financials 

3   287 
%  296 

Ameren 
Campbell  Soup 

D 

B 

A 

B 

B 

C 

B 

C 

Utilities 

C 

D 

B 

B 

C 

C 

B 

A 

Food,  Beverage  &  Tobacco 

5  438 
5  299 

CenterPoint  Energy 

A 

F 

A 

F 

B 

C 

D 

A 

Utilities 

BellSouth 

D 

F 

D 

D 

B 

D 

A 

B 

Telecommunication  Svcs. 

7  268 

Entergy 

D 

A 

C 

D 

B 

C 

C 

D 

Utilities 

3    157 

Brown-Forman 

C 

A 

C 

C 

C 

C 

B 

A 

Food,  Beverage  &  Tobacco 

9   393 

Xilinx 

A 

C 

B 

D 

A 

F 

A 

D 

Semiconductors 

0    151 

PPL 

C 

C 

D 

D 

A 

B 

B 

B 

Utilities 

1   362 

EOG  Resources 

F 

D 

A 

C 

A 

D 

A 

B 

Energy 

2   355 

AT&T  Wireless  Services 

A 

F 

C 

A 

D 

D 

D 

F 

Telecommunication  Svcs. 

3    189 

Watson  Pharmaceuticals 

C 

D 

A 

A 

C 

C 

B 

D 

Pharmaceuticals  &  Biotech 

4    163 

Hershey  Foods 

D 

B 

D 

D 

C 

B 

B 

A 

Food,  Beverage  &  Tobacco 

5  233 

6  79 

Oracle 

F 

F 

D 

D 

B 

D 

A 

Software  &  Services 

Manor  Care 

A 

B 

D 

B 

D 

A 

D 

C 

Health-Care  Equip.  &  Svcs. 

7   326 

8  211 

Federated  Department  Stores 

A 

C 

F 

D 

C 

B 

D 

C 

Retailing 

Marshall  &  llsley 

C 

B 

D 

D 

C 

A 

A 

B 

Banks 

i9    116 
0  205 

Sigma-Aldrich 

D 

B 

C 

B 

C 

B 

B 

B 

Materials 

VF 

D 

B 

D 

D 

C 

B 

C 

B 

Consumer  Durables  &  Apparel 

U   262 

Rockwell  Automation 

D 

A 

D 

D 

B 

C 

C 

B 

Capital  Goods 

1-2    152 

Darden  Restaurants 

C 

A 

C 

B 

D 

C 

D 

B 

Hotels,  Restaurants  &  Leisure 

3   236 

Waters 

B 

F 

C 

B 

C 

C 

A 

A 

Technology  Hardware  &  Equip. 

4    172 

Bank  One 

C 

A 

F 

F 

D 

c 

A 

C 

Banks 

15    314 

CenturyTel 

F        D 

A 

B 

A 

B 

B 

D 

Telecommunication  Svcs. 

6    161 

Kroger 

C 

F 

D 

C 

D 

B 

F 

A 

Food  &  Staples  Retailing 

17    315 

Lehman  Brothers  Holdings 

B 

B 

D 

F 

A 

D 

B 

C 

Diversified  Financials 

FAST  ENOUGH 
TO  LEAD  A  COMPANY. 


S&FOt 


fordvehicles.com 


THE  FORD G 


RANK 

RANK      RANK 
2004      2003 

COMPANY 

Maxim  Integrated  Products 

PERF< 

TOTAL 
RETURN 
(1YEAR) 

c 

3RMANCE  GRADES 

TOTAL         SALES         SALES 
RETURN      GROWTH     GROWTH 
(3  YEAR)      (1YEAR)      (3  YEAR) 

PROFIT 
GROWTH 
(1YEAR) 

V 

B 

PROFIT 

GR0WH 
(3  YEAR) 

D 

NET 
MARGIN 

A 

RETURN 

ON 
EQUITY 

B 

INDUSTRY  GROUP 

248    257 

c 

C        D 

Semiconductors 

249    178 

Air  Products  &  Chemicals 

D 

c 

A        C 

F 

A 

C 

D 

Materials 

250    213 

Edison  International 

A 

B 

D        C 

F 

F 

C 

C 

Utilities 

251   302 

Nucor 

B 

BAB 

F 

F 

Materials 

252   222 

Jefferson-Pilot 

C 

B 

D        C 

C 

D 

B 

C 

Insurance 

253   280 

Black  &  Decker 

C 

B 

D        D 

B 

C 

C 

A 

Consumer  Durables  &  Apparel 

254    125 

XL  Capital 

F 

C 

A        A 

C 

D 

C 

D 

Insurance 

255    174 

Colgate-Palmolive 

F 

D 

C        C 

C 

C 

B 

A 

Household  &  Personal  Prods. 

256    193 

Automatic  Data  Processing 

D 

F 

D        C 

D 

C 

B 

B 

Software  &  Services 

257     33 

Exelon 

C 

C 

D        A 

F 

B 

D 

D 

Utilities 

258    170 

Cintas 

D 

C 

C        B 

C 

C 

B 

C 

Commercial  Svcs.  &  Supplies 

259   365 

United  States  Steel 

A 

/^ 

A        A 

F 

F 

F 

F 

Materials 

260   427 

Altera 

B 

D 

B        F 

A 

F 

A 

C 

Semiconductors 

261    143 

KeySpan 

D 

C 

B        B 

C 

B 

C 

C 

Utilities 

262     97 

Clorox 

F 

B 

D        C 

C 

B 

B 

A 

Household  &  Personal  Prods. 

263   246 

General  Motors 

C 

D 

D        D 

A 

C 

F 

C 

Automobiles  &  Components 
Capital  Goods 

264    INC 

Fluor 

c 

C 

F        D 

C 

B 

F 

B 

265    146 

Simon  Property  Group 

B 

A 

C        C 

D 

B 

B 

D 

Real  Estate 

266    133 

Wyeth 

F 

F 

C        B 

F 

D 

B 

A 

Pharmaceuticals  &  Biotech 

267   289 

Rockwell  Collins 

B 

INC 

D        D 

C 

C 

B 

A 

Capital  Goods 

268   444 

Crane 

A 

C 

C        C 

A 

D 

C 

C 

Capital  Goods 

269   399 

Amerada  Hess 

C 

D 

A        C 

D 

D 

D 

D 

Energy 

270     20 

Merck 

F 

F 

D        F 

D 

D 

A 

A 

Pharmaceuticals  &  Biotech 

271    INC 

Time  Warner 

c 

C        C 

D 

F 

C 

D 

Media 

272   324 

Pitney  Bowes 

c 

B 

D        B 

C 

D 

B 

A 

Commercial  Svcs.  &  Supplies 

273   328 

St.  Paul 

c 

" 

* 

D 

C 

C 

Insurance 

274      - 

Federated  Investors 

D 

C 

D        B 

D 

C 

A 

A 

Jj  1 

Diversified  Financials 

275   389 

Calpine 

A 

F 

A        A 

* 

F 

F 

F 

Utilities 

276   436 

PG&E 

A 

A 

F         F 

F 

D 

C 

B 

Utilities 

277     111 

Baxter  International 

F 

F 

C        B 

D 

B 

B 

A 

Health-Care  Equip.  &  Svcs. 

278    214 

Marriott  International 

C 

C 

C        D 

C 

C 

C 

C 

Hotels,  Restaurants  &  Leisure 

279    176 

Adolph  Coors 

C 

D 

C        A 

C 

B 

D 

B 

Food,  Beverage  &  Tobacco 

280    319 

Ryder  System 

B 

A 

F        D 

B 

A 

D 

D 

Transportation 
Insurance 

281    160 

Hartford  Financial  Services  Group 

A 

C 

B        B 

F 

F 

F 

F 

282    361 

Tyco  International 

A 

F 

D        B 

D 

F 

D 

F 

Capital  Goods 

283   446 

TXU 

A 

F 

B        F        A 

D 

C 

D 

Utilities 

284   386 

PPG  Industries 

D 

C 

C        D 

D 

D 

C 

B 

Materials                                   i 

285   422 

AES 

A 

F 

B        C 

D 

D 

D 

A 

Utilities 

286   366 

Rohm  &  Haas 

C 

C 

B        D 

B 

D 

D 

D 

Materials 

1 

287   303 

Parker  Hannifin 

C 

B 

D        C 

A 

D 

D 

D 

Capital  Goods 

288  380 

Bank  of  New  York 

C 

F 

C         F 

B 

D 

A 

C 

Diversified  Financials 

289    277 

Weyerhaeuser 

D 

B 

C        B 

B 

D 

F 

F 

Materials 
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BLUR  THE  LINE  BETWEEN 
THE  OFFICE"  AND  "THE  BEACH. 


ACKBERRY  E-MAIL  STARTING  AT  JUST  $29.99  A  MONTH. ' 
mall  price  to  pay  to  get  out  of  the  office. 

BlackBerry®  handheld  from  T-Mobile  is  all  you  need  to  stay  in  touch  wherever  you  go.  It's 
-band  phone,  so  you  can  use  it  to  make  calls  both  here  and  overseas.  What's  more,  you 
add  unlimited  e-mail,  Internet  access  and  text  messaging  to  your  wireless  calling  plan  for 
$29.99  a  month.  Meaning,  you  can  get  out  of  the  office,  and  start  getting  some  work  done. 

ind  out  more,  call  1-800-TMOBILE  or  go  to  t-mobile. com/blackberry. 

iness  customers,  call  1 -866-464-8662.  Also  available  at  select  retail  outlets. 


ACKBERRY 


Restrictions  apply.  See  retail  brochure  tor  details.  The  BlackBerry  and  HIM  families  ol  related  marks,  images  and  symbols  are  the  exclusive  properties  ol  and 
trademarks  or  registered  trademarks  ol  Research  In  Motion  Limited  -  used  by  permission.  T  Mobile  is  a  registered  trademark  ol  Deutsche  Telekom  AG.  Get  Mo-e 
and  Gel  More  trom  Ule  are  registered  trademarks  of  T-Mobile  USA.  Inc.  ©  2004. 


■T  ■  -Mobile 

Get  morefrom  life 


J 


1 

RANK 

RANK      RANK 
2004      2003 

290  404 

291  441 

292  242 

293  235 

COMPANY 

American  Electric  Power 

PERFORMANCE  GRADES 

TOTAL         TOTAL         SALES         SALES 
RETURN       RETURN      GROWTH     GROWTH 
(1  YEAR)      (3  YEAR)      (1YEAR)      (3  YEAR). 

B        D        C        F 

PROFIT 
GROWTH 
(1YEAR) 

D 

PROFIT 

GROWTH 
(3  YEAR) 

A 

RETURN 
NET             ON 
MARGIN       EQUITY 

C        D 

INDUSTRY  GROUP 

Utilities 

UST 

International  Flavors  &  Fragrances 

C 

B 

D        B 

D 

C 

A 

A 

Food,  Beverage  &  Tobacco 

F 

A 

D        B 

D 

B 

B 

A 

Materials 

Alltel 

F 

D 

B        C 

C 

D 

B 

C 

Telecommunication  Svcs. 

294  400 

295  243 

Schlumberger 

B 

D 

D        B 

D 

D 

D 

D 

Energy 

Emerson  Electric 

D 

D 

D        D 

C 

D 

C 

B 

Capital  Goods 

296    461 

Navistar  International 

A 

A 

C        D 

D 

F 

F 

B 

Capital  Goods 

297     411 

Cummins 

A 
A 

B 

C        D 

F 

A 

F 

D 

Capital  Goods 

298    479 

Williams 

F 

A        B 

D 

F 

F 

F 

Utilities 

299    375 

Linear  Technology 

• 

D 

A        F 

B 

D 

A 

C 

Semiconductors 

300    132 

Sara  Lee 

F 

C 

D        C 

D 

C 

C 

A 

Food,  Beverage  &  Tobacco 

301  63 

302  395 

Fifth  Third  Bancorp 
Ashland 

F        C 

D        D 

C 

B 

A 

B 

Banks 

B 

B 

D        D 

A 

F 

F 

D 

Energy 

303   406 

Xerox 

B 

A 

F         F 

A 

F 

D 

D 

Technology  Hardware  &  Equip. 

304  415 

305  288 

Honeywell  International 

B 

F 

D        D 

D 

F 

C 

C 

Capital  Goods 

Waste  Management 

C 

C 

D        D 

D 

B 

C 

C 

Commercial  Svcs.  &  Supplies 

306    352 

Engelhard 

C 

C 

F         F 

B 

C 

C 

B 

Materials 

307    201 

Genuine  Parts 

D 

B 

D        D 

D 

C 

D 

B 

Retailing 

308  432 

309  370 

310  305 

Motorola 

A 

C 

F         F 

D 

F 

D 

D 

Technology  Hardware  &  Equip. 

Vulcan  Materials 

C 

C 

C        D 

C 

C 

C 

C 

Materials 

RadioShack 

B 

D 

D        D 

C 

D 

C 

A 

Retailing 

311  442 

312  100 

Dana 

A 

B 

D        F 

A 

F 

D 

D 

Automobiles  &  Components 

Alberto-Culver 

D 

B 

C        B 

D 

C 

D 

C 

Household  &  Personal  Prods. 

313    215 

Synovus  Financial 

D 

D 

D        B 

C 

B 

A 

B 

Banks 

314   209 

Avery  Dennison 

F 

B 

B        B 

D 

D 

D 

B 

Commercial  Svcs.  &  Supplies 

315    167 

NiSource 

D 

D 

B        D 

C 

A 

C 

D 

Utilities 

316   340 

Equifax 

C 

B 

C        D 

D 

B 

B 

A 

Commercial  Svcs.  &  Supplies 

317    356 

R.R.  Donnelley 

A         C         F         F 

B 

C 

D 

B 

Commercial  Svcs.  &  Supplies 

318    334 

Peoples  Energy 

D 

B 

A        B 

C 

C 

D 

C 

Utilities 

319  115 

320  164 

321  200 

322  387 

North  Fork  Bancorporation 

D 

A 

F        C 

D 

B 

A 

A 

Banks 

Charter  One  Financial 

D 

B 

F        C 

C 

B 

A 

B 

Banks 

Raytheon 
Dover 

F 

D 

C        C 

F 

A 

D 

D 

Capital  Goods 

B 

C 

C         F 

B 

D 

C 

D 

Capital  Goods 

323  449 

324  206 

325  94 

326  420 

Scientific-Atlanta 
Principal  Financial  Group 

A 

F 

C        F 

A 

D 

B 

D 

Technology  Hardware  &  Equip 

D 

INC 

C        C 

B 

C 

C 

D 

Diversified  Financials 

FirstEnergy 
Sealed  Air 

D 

B 

D        A 

F 

D 

D 

D 

Utilities 

C 

C 

C        C 

D 

C 

C 

B 

Materials 

327    407 

Toys 'R' Us 

A 

F 

D        D 

A 

D 

F 

D 

Retailing 

328  250 

329  241 

Bemis 
Meredith 

D 

A 

B        B 

D 

C 

C 

C 

Materials 

D 

B 

C        C 

D 

A 

C 

B 

Media 

330  202      Plum  Creek  Timber 

331  247      AmSouth  Bancorporation 
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C 

B 

D         A 

D 

C 

A 

D 

Real  Estate 

D 

A 

F         F 

C 

A 

A 

B 

Banks 

SAS,  the  leader  in  business  intelligence  software,  challenges. 


Lead  with  confidence. 
Or  step  out  of  the  way. 


ENTERPRISE  intelligence 

SUPPLIER  INTELLIGENCE 

GANIZATIONAL  intelligence 

CUSTOMER  INTELUGENCE 
NTELLIGENCE  ARCHITECTURE 


There's  never  been  a  tougher  time  to  run  a  business.  Or  a  better  time  to  lead  one.  With 
confidence.  With  clarity.  With  SAS®  -  software  that  answers  strategic  business  questions  no 
one  else  can.  So  you  can  understand  customers  instead  of  just  processing  them.  Optimize 
relationships  with  suppliers  instead  of  just  buying  from  them.  And  align  your  organization 
for  the  future  instead  of  waiting  to  react.  To  find  out  why  94%  of  FORTUNE  Global  500* 
companies  rely  on  our  industry-leading  business  intelligence  and  analytics,  visit  our  Web  site. 
Or  call  us  toll  free  1  866  270  5737. 

www.sas.com/leadership 


The  Power  to  Know,, 


<xsa& 


SAS  and  all  other  SAS  Institute  Inc.  product  or  service  names  are  registered  trademarks  or  trademarks  of  SAS  Institute  Inc.  in  the  USA  and  other  countries.  ®  indicates  USA  registration. 
©  2003  SAS  Institute  Inc.  All  nghts  reserved.  FORTUNE  is  a  registered  trademark  of  the  FORTUNE  Magazine  Division  of  Time  Inc.      242198US.0703 
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336 

231 

337 

357 

338 
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RANK  COMPANY 

RANK  RANK 

2004  2003 

332  283  Kinder  Morgan 

333  383  Ford  Motor 

334  208  SBC  Communications 

335  378  Unisys 
Thermo  Electron 
Worthington  Industries 
Viacom 

339  470  EMC 

340  121  H.J.  Heinz 

341  155  Pactiv 

342  237  Consolidated  Edison 

343  NR  Nicor 

344  82  Union  Pacific 

345  330  Cooper  Industries 

346  44  Dominion  Resources 

347  374  Southwest  Airlines 

348  281  Burlington  Northern  Santa  Fe 

349  381  American  Greetings 

350  306  Nabors  Industries 

351  -  ProLogis 

352  327  Applied  Biosystems  Group 

353  469  Janus  Capital  Group 

354  382  Sanmina-SCI 

355  194 

356  273 

357  224 

358  254 

359  106 

360  104 

361  294  Mellon  Financial 

362  430  Phelps  Dodge 

363  251  IMS  Health 

364  310  Comcast 

365  298  Zions  Bancorporation 

366  301  Huntington  Bancshares 

367  403  Boise  Cascade 

368  388  Cigna 

369  204  Norfolk  Southern 

370  239  W.W.Grainger 

371  424  Charles  Schwab 

372  186  Albertson's 

373  455  Andrew 


PERFORMANCE  GRADES 


TOTAL  TOTAL  SALES  SALES 
RETURN  RETURN  GROWTH  GROWTH 
(1YEAR)      (3  YEAR)      (1YEAR)      (3  YEAR) 


355    194 

DuPont 

356  273 

357  224 

358  254 

Big  Lots 

SouthTrust 

KeyCorp 

359   106 

ConAgra  Foods 

360    104 

BB&T 

c 
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C 
F 
A 
D 
B 
F 
F 
F 
C 
C 
D 
D 
A 
D 
D 
C 
D 
C 
D 
F 
D 
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PROFIT 
GROWTH 
<1YE*R) 

B 
A 
D 
C 
D 
A 
F 
D 
C 
D 
D 
D 
D 
B 
F 
A 
C 
A 
A 
C 
A 
A 
F 
F 
B 
C 
D 

INC 
D 
C 
D 
F 
F 
C 
B 
A 
D 
D 
D 
A 
F 
D 


PROFIT 

GRO'.YTh 
(3  YEAR) 

A 
F 
D 
C 
A 
D 
F 
F 
C 
A 
D 
A 
C 
D 
C 
D 
D 
C 

c 

B 
D 
C 
F 
D 
D 
B 
B 
B 
B 
C 
I 
B 
F 
A 
B 
F 
D 
A 
C 
D 
C 
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NET 

VARGir, 


A 
F 
B 
D 
C 
D 
C 
C 
C 
C 
C 
D 
B 
C 
D 
C 
C 
D 
B 
A 
B 
A 
F 
D 
D 
A 
A 
C 
A 
A 
F 
B 
F 
A 
A 
F 
D 
C 
D 
B 
F 
F 


D 

D 

D 

B 

A 

B 

B 

A 

C 

B 

C 

B 

B 

A 

D 

C 

A 

B 

RETURN 

ON 
EQUITY 

c 

D 
B 
B 
D 
D 
F 
F 
A 
B 
D 
C 
D 
C 
F 
D 
D 
D 
D 
D 
B 
A 
F 
C 
D 
B 
C 
B 
D 
B 
F 
A 
F 
C 
B 
F 
C 
D 
C 
D 
C 
F 


INDUSTRY  CROUP 


Utilities 

Automobiles  &  Components 

Telecommunication  Svcs. 

Software  &  Services 

Technology  Hardware  &  Equip. 

Materials 

Media 

Technology  Hardware  &  Equip. 

Food,  Beverage  &  Tobacco 

Materials 

Utilities 

Utilities 

Transportation 

Capital  Goods 

Utilities 

Transportation 

Transportation 

Consumer  Durables  &  Apparel 

Energy 

Real  Estate 

Health-Care  Equip.  &  Svcs. 

Diversified  Financials 

Technology  Hardware  &  Equip. 

Materials 

Retailing 

Banks 

Banks 

Food,  Beverage  &  Tobacco 

Banks 

Diversified  Financials 

Materials 

Health-Care  Equip.  &  Svcs. 

Media 

Banks 

Banks 

Retailing 

Health-Care  Equip.  &  Svcs. 

Transportation 

Capital  Goods 

Diversified  Financials 

Food  &  Staples  Retailing 

Technology  Hardware  &  Equip. 
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IF  YOUR  SALES  TEAM 

ISN'T  USING  WEBEX  MEETINGS  YET, 

I  feel  sorry  for  you! 


I 


i  your  sales  team  a  leg  up  on  the  competition,  and  plug  them  into  the  New  Ringy  Dingy, 
e  talking  about  WebEx,  the  gold  standard  for  online  meetings,  live  training,  seminars  and 
port.  Join  hundreds  of  Fortune  1000  companies  who  use  WebEx  to  close  more  deals  faster. 
your  personal  guided  tour  of  WebEx  services  and  14  days  of  free  meetings,  visit 
jex.com/meetfree.  Or  call  877-GO-WEBEX.  Turn  it  on  today! 


"  i   Jhons 


mnwd 


.  '       .hts  rufMI.  Tetms  and  conditions  apply. 


webex 

THE  NEW  RINGY  DINGY' 


Outside  of  N. America,  .all  (01)  408 <.35  7046 
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TOTAL 

TOTAL 

SALES 

RETURN 

SETUPS 

GROWTH 

(!  YEAR) 

(3  YEAR) 

(1YEAR) 

SALES 
GROWTH 
(3  YEAR) 


PROFIT 
GROWTH 
fl  YEAR! 


PROFIT 

GROWTn 

(3  YEAR) 


NET 

MARGIN 


RETURN 

ON 
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374     72 

DTE  Energy 

F 

B 

D 

B 

D 

C 

C 

D 

Utilities 

375    145 

Jones  Apparel  Group 

D 

D 

F 

C 

D 

C 

C 

C 

Consumer  Durables  &  Apparel 

376    181 

King  Pharmaceuticals 

F 

F 

A 

A 

F 

C 

C 

D 

Pharmaceuticals  &  Biotech 

377   437 

Xcel  Energy 

B 

F 

B 

F 

D 

D 

C 

D 

Utilities 

378   392 

Temple-Inland 

B 

B 

D 

C 

A 

D 

D 

F 

Materials 

379   258 

SunTrust  Banks 

D 

C 

F 

F 

D 

C 

A 

C 

Banks 

380    192 

CINergy 

D 

B 

C 

F 

C 

C 

B 

C 

Utilities 

381   454 

National  Semiconductor 

A 

A 

D 

F 

D 

F 

D 

F 

Semiconductors 

382   368 

AT&T 

F 

F 

F 

F 

A 

D 

C 

C 

Telecommunication  Svcs. 

383   439 

Broadcom 

A 

A 

F 

F 

F 

F 

Semiconductors 

384    291 

NVIDIA 

B 

D 

F 

A 

D 

D 

D 

D 

Semiconductors 

385   265 

Genzyme 

B 

C 

A 

A 

F 

F 

F 

F 

Pharmaceuticals  &  Biotech 

386   363 

May  Department  Stores 

A 

D 

F 

D 

D 

D 

D 

D 

Retailing 

387    175 

State  Street 

C 

C 

D 

D 

F 

B 

B 

C 

Diversified  Financials 

388  203 

Regions  Financial 

F 

B 

F 

D 

C 

C 

A 

C 

Banks 

389   339 

Circuit  City  Stores 

A 

C 

F 

D 

F 

F 

F 

F 

Retailing 

390    171 

Verizon  Communications 

F 

D 

F 

C 

F 

D 

D 

D 

Telecommunication  Svcs. 

391    278 

Knight-Ridder 

F 

D 

C 

C 

B 

B 

Media 

392  264 

Cooper  Tire  &  Rubber 

C 

A 

D 

C 

F 

B 

D 

D 

Automobiles  &  Components 

393    210 

New  York  Times 

F 

C 

D 

D 

C 

D 

B 

A 

Media 

394  350 

Convergys 

D 

F 

F 

C 

B 

D 

C 

C 

Software  &  Services 

395    414 

Georgia-Pacific 

A 

C 

F 

D 

D 

F 

F 

F 

Materials 

396    318 

International  Paper 

D 

C 

F 

D 

C 

D 

F 

F 

Materials 

397  220 

PNC  Financial  Services  Group 

D 

D 

F 

F 

D 

C 

A 

B 

Banks 

398    123 

Equity  Office  Properties  Trust 

D 

C 

F 

A 

D 

C 

A 

F 

Real  Estate 

399   282 

Leggett  &  Piatt 

D 

B 

D 

C 

D 

D 

D 

D 

Consumer  Durables  &  Apparel 

400    196 

Mercury  Interactive 

C 

F 

A 

A 

F 

C 

C 

D 

Software  &  Services 

401   354 

Comerica 

C 

D 

F 

F 

C 

D 

A 

C 

Banks 

402    419 

Medlmmune 

F 

F 

A 

A 

D 

C 

A 

D 

Pharmaceuticals  &  Biotech 

403  290 

Baker  Hughes 

F 

D 

C 

D 

D 

B 

D 

D 

Energy 

404   435 

Tektronix 

A 

B 

D 

F 

C 

D 

C 

D 

Technology  Hardware  &  Equip. 

405    413 

NCR 

A 

D 

F 

D 

F 

F 

F 

Technology  Hardware  &  Equip. 

406    331 

Stanley  Works 

B 

C 

B 

D 

D 

D 

C 

Consumer  Durables  &  Apparel 

407   293 

Boeing 

B 

F 

F 

D 

F        D 

F 

D 

Capital  Goods 

408   349 

Textron 

B 

C 

F 

F 

C 

D 

D 

Capital  Goods 

409   396 

Duke  Energy 

B 

F 

A 

F 

F 

F 

F 

Utilities 

410   373 

Dow  Jones 

C 

D 

F 

F 

A 

B 

A 

Media 

411   325 

PeopleSoft 

D 

F 

B 

B 

D 

D 

F 

Software  &  Services 

412   458 

Robert  Half  International 

B 

D 

D 

F 

F 

F 

F 

Commercial  Svcs.  &  Supplies 

413   307 

Snap-on 

D 

C 

C 

C 

C 

D 

D 

Consumer  Durables  &  Apparel 

414   429 

Kerr-McGee 

D 

D 

B 

C 

D 

D 

C 

D 

Energy 

415    391 

Pinnacle  West  Capital 

D 

D 

B 

F 

C 

D 

C 

D 

Utilities 
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,  at  the  world 
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as  one  giant  farm  field? 
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I 


In  tomorrow's  global  food  economy,  every  crop  will  grow  where  it  grows  best. 

And  ADM  can  link  farmers  to  almost  any  market  in  the  world. 

atural  way  to  improve  agricultural  efficiency  make  food  more  affordable,  and  feed  a  hungry  world. 

Nature  has  answers.  Is  anyone  listening? 

Yes. 


ADM 


THE  NATURE  OF  WHAT'S  TO  COMET 


RANK                COMPANY 

RANK      RANK 
2004      2003 

416   489      Avaya 

PERFORMANCE  GRADES                                                                          INDUSTRY  GROUP 

TOTAL         TOTAL         SALES         SALES        PROFIT        PROFIT                        RETURN 
RETURN       RETURN      GROWTH     GROWTH     GROWTH     GROWTH         NET             ON 
(1YEAR)      (3YEARI      (1YEAR)      (3YEAR)  ,  (1YEAR)      (3YEAR)      MARGIN       EQUITY 

ACFFDFFA         Technology  Hardware  &  Equip. 

417   240      Union  Planters 

FBFFDCAB         Banks 

418   295      Sprint  FON  Group                             CDFFFFDF          Telecommunication  Svcs. 

419  460      PerkinElmer 

AFDCDCJ)F         Technology  Hardware  &  Equip. 

420  398      Sprint  PCS  Group 

421  423      Goodrich 

AFDAFFFF         Telecommunication  Svcs. 
ADBCFFFF          Capital  Goods 

422  344      Tupperware 

423  369      Starwood  Hotels  &  Resorts 

BDCCFDDB         Consumer  Durables  &  Apparel      , 
BCDCFDDF          Hotels,  Restaurants  &  Leisure 

424   292      Hilton  Hotels 

CBFCDDDD         Hotels,  Restaurants  &  Leisure 

425    371      KLA-Tencor 

CBFFDDBD         Semiconductors 

426   320      Maytag 

FDDBFDDA         Consumer  Durables  &  Apparel 

427   384      Providian  Financial 

AFFFBDCD         Diversified  Financials 

428   459      Novell 

AAFCFFFF          Software  &  Services 

429   488      Dynegy 

AFCFFFFA         Utilities 

430    376      Northern  Trust 

BFFFDDAC         Diversified  Financials 

431    481      Advanced  Micro  Devices 

AFAFFFFF          Semiconductors 

432   463      Agilent  Technologies 

ADDFFFFF          Technology  Hardware  &  Equip. 

433   462      Micron  Technology 

AFAFFFFF          Semiconductors 

434   238      Noble                                             FDFCDDAD         Energy 

435   333      Delphi 

DFDDFFFF          Automobiles  &  Components 

436   232      Loews 

CCFFFFFF          Insurance 

437   445      Goodyear  Tire  &  Rubber 

AFCDFFFF          Automobiles  &  Components 

438   434      Citizens  Communications 

DDFBDBDD         Telecommunication  Svcs. 

439   482      Hercules 

CDCFDFDA         Materials 

440   348      UnumProvident 

FFCCFFFF          Insurance 

441    418       Visteon 

BFFDFFFF          Automobiles  &  Components 

442   428      Applied  Materials 

BDFFFFFF          Semiconductors 

443    182      Eastman  Kodak 

FFDDFDFD         Consumer  Durables  &  Apparel 

444    271      Electronic  Data  Systems 

DFFCFFFF          Software  &  Services 

445    341      Equity  Residential 

DBFDDDBF          Real  Estate 

446   358      Allergan 

CDACFFFF          Pharmaceuticals  &  Biotech 

447   252      CSX 

FDFDFCDF         Transportation 

448   345      Safeway 

FFDCFFFF          Food  &  Staples  Retailing 

449    397      Sabre  Holdings 

CFFCFCDF          Software  &  Services 

450    412      Symbol  Technologies 

BFCCFFFF          Technology  Hardware  &  Equip. 

451    474      Compuware 

AFFFDFDF          Software  &  Services 

452  450      Sun  Microsystems 

BFFFFFFF          Technology  Hardware  &  Equip. 

453    447      Computer  Associates  International 

ADCFFFFF          Software  &  Services 

454  255      Allied  Waste  Industries 

455  270      R.J.  Reynolds  Tobacco  Holdings 

CFDDFCDF          Commercial  Svcs.  &  Supplies 
BBFFFFFF          Food,  Beverage  &  Tobacco 

456   426      Transocean 

DFFADFFF          Energy 

457   360      Eastman  Chemical 

CDCCFFFF          Materials 
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JSA:  energy  &  power  •  information  &  communication  •  medical  solutions  •  lighting 

•  home  appliances  •  transportation  •  industry  &  automation  •  building  technologies 

Clean,  crush,  macerate, 

press,  ferment,  filter,  age,  bottle, 

di  I    I  rY\arr\i    There  is  much  xvork  t0  bc  donc  bGforc 

MilK,    dMU    L)C    I  I  lei  I  y.    grapes  can  be  transformed  into  fine  wine. 

Fortunately,  Siemens  integrated  automation  is  in  place  to  ensure  that  this 
age-old  tradition  operates  with  state-of-the-art  efficiency.  From  making 
manufacturing  more  productive,  to  pioneering  cleaner,  more  efficient  energy 
technologies,  to  holding  the  world  record  for  transmitting  data  over  a  single 
optical  fiber.  Siemens  is  reshaping  and  redefining  entire  industries.  We  have 
65,000  U.S.  employees  working  together  with  thousands  more  all  around  the 
world.  Exchanging  ideas.  Sharing  knowledge.  And  strengthening  America's 
infrastructure  and  businesses. 


Watch  INNOVATION, 

a  new  technology  series, 

Tuesdays  on  PBS. 

Proudly  supported  by  Siemens. 


SIEMENS 


Global  network  of  innovation 


J 


RANK 


COMPANY 


PERFORMANCE  GRADES 


INDUSTRY  GROUP 


RANK      RANK 
2004      2003 


TOTAL         TOTAL        SALES         SALES        PROFIT        PROFIT 

RETURN       RETURN      GROWTH     GROWTH     GROWTH  GROWTH         NET 

(1YEAR)      (3  YEAR)      (1YEAR)      (3  YEAR)      (1  YEAR)  (3  YEAR)      MARGIN 

v 


RETURN 
ON 

EQUuY 


458   346 

Dillard's 

D 

D 

F 

D 

F 

D 

Retailing 

459    275 

Deluxe 

F 

A 

F 

D 

D 

C 

Commercial  Svcs.  &  Supplies 

460    190 

Winn-Dixie  Stores 

F 

F 

F 

D 

Food  &  Staples  Retailing 

461    148 

Newell  Rubbermaid 
Power-One 

F 

D 

D 

C 

_  ■                r 

Consumer  Durables  &  Apparel 

462    476 

A 

F 

B 

Capital  Goods 

463    410 

Molex 

C 

D 

C 

D 

Technology  Hardware  &  Equip. 

464    467 

Monster  Worldwide 

A 

F 

F 

Commercial  Svcs.  &  Supplies 

465    487 

Teradyne 

* 

|        F 

Semiconductors 

466    451 

Solectron 

A 

F 

Technology  Hardware  &  Equip. 

467   466 

Gateway 

A 

F 

F 

F        F 

Technology  Hardware  &  Equip. 

468   468 

Thomas  &  Betts 

C 

C 

Capital  Goods 

469   385 

Interpublic  Group 

" 

D 

Media 

470    475 

Corning 

A 

F 

Technology  Hardware  &  Equip. 

471      - 

Apartment  Investment  &  Mgmt. 

F 

D 

D 

Real  Estate 

472    491 

PMC-Sierra 

A 

F 

B 

Semiconductors 

473    477 

Lucent  Technologies 

A 

f         F 

Technology  Hardware  &  Equip. 

474   322 

Teco  Energy 

C 

F 

D 

B 

Utilities 

475    417 

BMC  Software 

F 

F 

C 

D 

Software  &  Services 

476    267 

Schering-Plough 

F 

F 

F 

D 

Pharmaceuticals  &  Biotech 

477    472 

LSI  Logic 

A 

F 

F 

Semiconductors 

478   440 

Novellus  Systems 

F 

D 

C 

Semiconductors 

479   448 

CMS  Energy 

A 

F 

F 

j 

F        F          Utilities 

480   484 

Parametric  Technology 

A 

F 

F 

Software  &  Services 

481   456 

Siebel  Systems 

C 

F 

F 

Software  &  Services 

482    457 

Qwest  Communications  Intl. 

D 

F 

F 

Telecommunication  Svcs. 

483    321 

Rowan 

F 

D 

C 

Energy 

484   486 

Allegheny  Technologies 

A 

D 

D 

Materials 

485   465 

Delta  Air  Lines 

F 

F 

F 

Transportation 

486    473 

Comverse  Technology 

A 

F 

F 

Technology  Hardware  &  Equip. 

487   485 

Applied  Micro  Circuits 

A 

F 

F 

Semiconductors 

488   409 

Great  Lakes  Chemical 

F 

F 

D 

Materials 

489    274 

El  Paso 

B 

F 

F 

Utilities 

490    478 

Tellabs 

B 

F 

F 

Technology  Hardware  &  Equip. 

491    471 

JDS  Uniphase 

B 

F 

F 

Technology  Hardware  &  Equip. 

492    INC 

Allegheny  Energy 

ADC  Telecommunications 

A 

F 

F 

Utilities 

493   483 

D 

F 

F 

Technology  Hardware  &  Equip. 

494   490 

Ciena 

F 

F 

D 

Technology  Hardware  &  Equip. 

IMC    INC 

Countrywide  Financial 

MeadWestvaco 
Biogen  Idee 

A 

A 

A 

INC 

A       INC       A        A 

Banks 

INC    INC 

D 

C 

D 

INC 

F       INC       F         F 

Materials 

INC   286 

A 

D 

A 

INC 

INC 

Pharmaceuticals  &  Biotech 

INC    431 

Monsanto 

A 

C 

INC 

INC 

INC 

INC 

INC     INC 

Materials 

INC     NR 

Tenet  Healthcare 
Freddie  Mac 

F 
F 

F 

INC 

INC 

INC 

INC 

INC     INC 

Health-Care  Equip.  &  Svcs. 

INC      16 

D 

INC 

INC 

INC 

INC 

INC     INC 

Banks 
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irow  Hill  Companies 


Fifty  top  performers. 
Zero  acceptance  speeches. 

A  report  card  on  industry  leaders  that  doesn't  merely  look  at  total  revenue 

or  market  capitalization.  It  takes  into  account  dynamism  and  growth  which,  after 

all,  are  what  make  a  successful  company.  For  a  closer  look,  tap  into  our  online 

resources  such  as  an  interactive  scoreboard,  videos,  and  more. 

!~GcT]  www.businessweek.com/bw50/ 


See  inside 


Sponsored  online  by 


5sas 


Healthy  banking  relationships  aren't 
about  taking  clients  to  lunch. 


They're  about  bringing  new 
ideas  to  the  table. 

Fresh  perspectives  and  insightful  solutions,  fueled  by  industry 
expertise.  That's  the  recipe  behind  the  resources  KeyBank  brings 
to  the  table.  It's  the  kind  of  thinking  that  makes  traditional  banking 
products  work  harder-resulting  in  new  and  often  unexpected 
approaches  to  growing  capacity,  finding  capital,  managing  cash 
and  more.  Talk  to  KeyBank.  After  all,  anyone  can  take  you  to  lunch. 
But  new  ideas  can  take  you  anywhere. 


KeyBank 


Achieve  anything. 


For  more  information,  call  1-800-KEY6070,  or  visit  Key.com. 


:::■:-  ^.ccr 


THE 

STANDARD  &  POOR'S 


ndustry  Rankin 


S&P  500  represents  a  huge  universe,  accounting  for  some  77%  of  the  market  capitalization 
U.S.  stocks.  To  find  out  how  each  of  the  companies  measures  up  against  its  peers,  we 
ted  them  within  industry  groups,  using  the  same  factors  that  go  into  the  overall  report  card 
ies.  The  numbers  used  to  derive  those  grades  are  shown  in  these  tables,  along  with  a 
lth  of  additional  financial  information.  Each  company's  rank  within  its  industry  is  listed 
le  left  of  its  name,  followed  by  its  overall  rank  Taken  together,  they  form  a  vivid  picture  of 
well  each  company  harnesses  its  resources,  given  the  unique  constraints  of  its  industry. 


GLOSSARY    FOOTNOTES 


smpanies  on  this  list  are  from  the  Standard 
Poor's  500.  Each  company  is  ranked  by 
ght  criteria:  one-year  total  return;  three- 
ar  total  return;  one-year  sales  growth; 
ree-year  average  annual  sales  growth; 
te-year  profit  growth;  three-year  average 
mual  profit  growth;  net  profit  margins;  and 
turn  on  equity,  with  additional  weight  given 
a  company's  sales  and  debt-to-capital 
tio.  A  company's  composite  rank  is 
tlculated  using  the  sum  of  all  of  its  ranks. 

ARKET  VALUE 

nare  price  on  Feb.  27, 2004,  multiplied  by  the 
test  available  common  shares  outstanding. 

NE-YEAR  TOTAL  RETURN 

nnual  dividend  per  share,  reinvested,  plus 
;b.  27,  2004,  price  per  share,  as  a  percent  of 
sb.  28,  2003,  price  per  share. 

HREE-YEAR  TOTAL  RETURN 

nnual  dividend  per  share,  reinvested,  plus 
sb.  27,  2004,  price  per  share,  as  a  percent  of 
sb.  28,  2001,  price  per  share. 

ALES 

atest  available  sales  through  the  most 
cent  12  months  ended  Jan.  31,  2004. 
ldudes  all  sales  and  other  operating 
jvenues.  For  banks,  this  includes  all  banking 
perations  revenues. 

HREE-YEAR  SALES  GROWTH 

alculated  using  the  least  squares  method. 
)ata  for  2003  and  2002  are  as  reported  by 
ompany  in  2003. 


PROFITS 

Latest  available  profits  through  the  most 
recent  12  months  ended  Jan.  31,  2004.  Net 
income  from  continuing  operations  before 
extraordinary  items. 

THREE-YEAR  PROFITS  GROWTH 

Calculated  using  the  least  squares  method. 
Data  for  2003  and  2002  are  as  reported  by 
company  in  2003.  If  results  for  one  of  the 
earliest  three  years  are  negative  or  not 
available,  the  average  is  for  two  years. 

NET  MARGINS 

Net  income  from  continuing  operations 
before  extraordinary  items  as  a  percent  of 
sales. 

RETURN  ON  INVESTED  CAPITAL 

Net  income  available  for  shareholders  as  a 
percent  of  debt  and  equity  funds. 

RETURN  ON  EQUITY 

Net  income  available  for  shareholders  divided 
by  total  equity 

RECENT  SHARE  PRICE 

Price  for  a  single  share  of  a  company's  most 
widely  traded  issue  of  common  stock  as  of 
the  close  of  trading  Feb.  27,  2004. 

HIGH/LOW  PRICE 

Trading  range  for  the  company's  common 
stock,  Feb.  28,  2002,  to  Feb.  27,  2004. 

P-E  RATIO 

Price-earnings  ratio  based  on  latest  12  months' 
earnings  and  Feb.  27,  2004,  stock  price. 


DIVIDEND  YIELD 

Annual  dividend  rate  as  a  percent  of  the  Feb. 
27  stock  price. 

EARNINGS  PER  SHARE 

Diluted  earnings  per  share,  excluding 
extraordinary  profit  or  loss,  divided  by  number 
of  common  and  common  equivalent  shares. 

EARNINGS  PER  SHARE  ESTIMATES 

Analysts'  consensus  estimates  for 
2004  compiled  as  of  Feb.  26,  2004,  by 
Thomson  First  Call. 

(a)  Data  as  of  September,  2003. 

(b)  Data  as  of  October,  2003. 

(c)  Total  return  from  August  20,  2003. 

(d)  Two-year  growth  rate. 

(x)  Sales  include  excise  taxes. 

(y)  Sales  include  other  income. 

(z)  Sales  include  excise  taxes  and  other  income. 

NA=not  available.  NC=not  calculable. 

NM=not  meaningful.  NR=not  ranked. 

INC=incomplete. 

t  Because  Bus/nessWeek  is  owned  by  The 

McGraw-Hill  Companies,  the  S&P  500 

Scoreboard  does  not  include  a  forecast  of  the 

company's  earnings. 

Note:  Compustat  data  provided  by  Standard 
&  Poor's,  from  sources  such  as  statistical 
services,  registration  statements,  and  company 
reports  that  S&P  believes  to  be  reliable  but  are 
not  guaranteed  by  S&P  or  Bus/nessWeek  as 
to  correctness  or  completeness.  This  material 
is  not  an  offer  to  buy  or  sell  any  security. 

Additional  data:  Thomson  First  Call 
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RANK                COMPANY 

INDUSTRY    SAP  500 
RANK         RANK 

MARKET  VALUE 

FEB  27.                   TOTAL 
2004                   RETURN 
i  MIL.                   (1  YEAR) 

TOTAL 
RETURN 
(3  YEAJ?) 

SALES 

12  MONTH 
2003 
SMIL. 

CHANGE 
FROM 
2002* 

PROFITABILITY 

3-YEAR                12-MONTH               CHANGE 
AVERAGE                  2003 
CHANGE*                 SMIL                   2002* 

Q  AUTOMOBILES  &  COMPONENTS 

\ 

Industry  Average 

10272.7 

68.4            5.5 

50061.0 1        4 

1 

Um^OIEU 

1       38     Johnson  Controls 

10996.4 

52.2 

84.7 

23846.8 

17 

11.1           707.0 

14 

2       43     Harley-Davidson 

16093.8 

34.8 

23.7 

4903.7 

14 

18.7           760.9 

31 

3     263     General  Motors 

27043.3 

49.5 

2.9 

185524.0 

5 

0.1         2862.0 

45 

4      311     Dana 

3178.9 

152.7 

32.2 

8067.0 

5 

-15.1            175.0 

2817 

5      333     Ford  Motor 

25176.8 

70.9 

-44.8 

164196.0 

1 

-1.0          921.0 

225 

6     392     Cooper  Tire  &  Rubber 

1471.2 

44.9 

61.6 

3514.4 

6 

0.9            73.8 

-34 

7     435     Delphi 

5715.1 

36.1 

-21.3 

28096.0 

2 

-0.6          -56.0 

NM 

8      437     Goodyear  Tire  &  Rubber 

1476.0 

110.5 

-64.9 

14740.7 

7 

0.1        -1437.6 

NM 

9      441     Visteon 
H  CONSUMER  DURABLES  & 

1302.9 

64.4 

-24.3 

17660.0 

-4 

-2.6        -1213.0 

NM 

APPA 

REL 

Industry  Average 

5265.4 

49.1 

60.1 

5775.8 

9 

4. 

4           302.9 

1 

1        11     Pulte  Homes 

6547.6 

108.2 

210.4 

9048.9 

21 

29.' 

7           617.3 

39 

2        12     Centex 

6407.3 

115.8 

191.8 

104355 

25 

16. 

9           737.6 

55 

3       35     Nike 

19273.7 

59.6 

93.5 

11248.0 

10 

6. 

7           811.2 

15 

4       49     KB  Home 

2823.2 

55.4 

164.8 

5850.6 

16 

13. 

7           370.8 

18 

5        57     Whirlpool 

5025.6 

51.3 

47.4 

12176.0 

11 

5. 

7           414.0 

58 

6       75     Fortune  Brands 

10426.8 

66.2 

125.8 

5912.5 

10 

3. 

1           578.7 

10 

7      113     Liz  Claiborne 

4021.5 

31.7 

55.0 

4241.1 

14 

10. 

5           279.7 

21 

8  130     Hasbro 

9  177     Reebok  International 

3787.2 

81.7 

82.4 

3138.7 

11 

-5. 

5           175.0 

133 

2351.7 

28.0 

56.2 

3485.3 

11 

6. 

5           157.3 

20 

10     200     Brunswick 

3573.8 

111.7 

95.8 

4128.7 

11 

3. 

4           135.2 

31 

11      212     Mattel 

8304.9 

-9.0 

14.9 

4960.1 

2 

2. 

2           537.6 

18 

12      240     VF 

4825.5 

36.3 

34.6 

5207.5 

2 

-3. 

2          397.9 

9 

13     253     Black  &  Decker 

4005.7 

42.3 

28.9 

4482.7 

4 

-0. 

4          287.2 

26 

14     349     American  Greetings 

1519.6 

72.8 

77.6 

1999.8 

-2 

-6. 

4           101.8 

63 

15  375     Jones  Apparel  Group 

16  399     Leggett  &  Piatt 

4703.5 

32.5 

-2.2 

4375.3 

1 

2. 

2          328.6 

"I          1 

4696.7 

31.8 

34.9 

4388.2 

3 

1. 

2          2053 

-12           | 

17     406     Stanley  Works 

3139.2 

55.6 

21.2 

2678.1 

12 

-1. 

7            96.7 

-43          1 

18      413     Snap-on 

1863.8 

32.3 

24.9 

2277.0 

6 

0.' 

9            78.7 

-24           |l 

19      422     Tupperware 

1117.7 

62.6 

-6.1 

1174.8 

6 

2. 

7             47.9 

-47 

20     426     Maytag 

2222.8 

20.4 

-9.5 

47913 

3 

6. 

8           114.4 

-40          \ 

21     443     Eastman  Kodak 

8178.8 

0.3 

-28.0 

13317.0 

4 

-1. 

8          238.0 

-70       -: 

22      461     Newell  Rubbermaid 

70215 

-6.2 

6.6 

7750.0 

4 

4. 

2          -46.6 

NM           !' 

HOTELS.  RESTAURANTS  &  LEISURE 


Industry  Average 

1 
2 

18     International  Game  Technology 
25     Starbucks 

3 

46     Carnival 

4 

100     McDonald's 

5 

107     YUM!  Brands 
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13626.5        68.8  61.1  6238.0 


13598.3  101.6  193.4  2246.6  17  33.9  407.2  40 

14799.3  59.5  57.1  4353.2  25  23.6  300.8  35 

36083.8  957  39.0  6718.0  53  18.4  1194.0  18 

35915.5  111.2  -0.2  17140.5  11  6.1  1508.2  52 

10812.8  55.5  92.4  8380.0  8  6.3  618.0  6 


NET                 RETURN  ON           RETURN  ON 
MARGIN                INVESTED              COMMON 
2002                  CAPITAL                EQUITY 

INVESTMENT  DATA 

RECENT               12-MONTH 
SHARE                HIGH/LOW 
PRICE  J                    S 

P-E 
RATIO 

DIVIDEND 
YIELD 

EARNINGS 

PER  SHARE 

2003 

ESTIMATED 
EARNINGS  PER    I 
SHARE  2004     ■ 

N           II 

2 

7            30/16 

NM 

2.08 

-0.45 

2.11 

3.0          10.5           15.3 

58           62/36 

16 

1.54 

3.71 

4.13 

13.5          21.0           25.7 

53           54/35 

21 

0.60 

2.50 

2.78 

1.1            1.0           11.3 

48           56/30 

10 

4.16 

5.03 

6.23 

0.1            3.7            8.5 

21           23/6 

18 

2.24 

1.17 

1.76 

0.2           0.5            7.9 
3.4           3.9            7.2 

14            17/7 

28 

2.91 

0.50 

1.29 

20           23/12 

20 

2.11 

1.00 

1.45 

1.2          -1.4          -3.6 

10            12/6 

-102 

2.75 

-0.10 

0.82 

-1.2         -24.0        -334.9 

1 

3            12/4 

-1 

0.00 

-8.20 

-0.02 

-0.5        -34.8         -65.3 

1! 

)            13/5 

-1 

2.38 

-9.65 

0.58 

i^SIKSIKZil 

4- 

\            46/26 

15 

1.70 

2.92 

3.60 

6.0          11.0           17.9 

5 

3            53/23 

11 

0.38 

4.91 

6.03 

5.7           5.3          23.6 

10 

7           113/48 

9 

0.15 

11.51 

12.69 

6.9          16.2           18.6 

7 

3            75/46 

24 

1.09 

3.03 

3.84 

6.2          12.1           23.3 

Z 

2            75/43 

8 

1.38 

8.80 

9.89 

2.4          16.5           31.8 

7 

3           80/43 

12 

2.36 

5.91 

6.18 

9.8          13.3           21.3 

7 

1            73/41 

19 

1.68 

3.86 

4.33 

6.2          13.8           17.7 

3 

7           39/28 

14 

0.61 

2.55 

2.78 

1        2.7           8.4           12.5 

2 

2           23/12 

22 

0.55 

0.98 

1.36 

4.2           11.3           15.2 

41 

)            41/30 

16 

0.75 

2.43 

2.78 

|        2.8           7.1           10.2 

3! 

3           40/16 

27 

1.27 

1.47 

2.22 

9.3           19.2           24.3 

1« 

3            23/18 

16 

2.11 

1.22 

1.36 

7.2           13.5          20.0 

4 

5           45/33 

12 

2.32 

3.61 

3.82 

5.3          16.3          33.9 

5, 

2            54/33 

14 

1.63 

3.68 

4.41 

3.1            5.5            8.6 

2 

3           23/13 

16 

0.00 

1.38 

1.75 

7.7            9.7           12.9 

3 

7           38/26 

15 

0.86 

2.48 

2.73 

5.5           6.6            9.7 

2> 

X           26/17 

23 

2.29 

1.05 

1.28 

7.1            6.9           11.2 

3! 

9            40/21 

34 

2.69 

1.14 

2.56 

4.8           6.0            7.8 

3. 

2            34/23 

24 

3.13 

1.35 

1.90 

8.2           9.7           21.0 

1! 

9            20/12 

23 

4.61 

0.82 

1.14 

4.1          12.2         173.8 

2) 

3           30/18 

19 

2.55 

1.45 

2.32 

6.2            4.3            7.3 

2! 

9            32/20 

34 

1.75 

0.83 

2.32 

4.2          -1.0          -2.3 

21 

5            31/20 

-151 

3.28 

-0.17 

1.49 

'                           

IHIHII9E 

7           38/21 

26 

0.97 

1.42 

1.70 

15.2          13.6          22.0 

3< 

9            40/18 

34 

1.02 

1.16 

L31       1 

1         6.4          13.4           13.4 

3 

7           40/22 

51 

0.00 

0.74 

0.88      1 

23.2            5.8            8.7 

* 

4            46/20 

27 

1.13 

1.66 

2.05       1 
1.60      1 

6.4            7.2            12.9 

21 

3           29/12 

24 

1.41 

1.18 

7.5           19.5           55.2 

3 

7            37/22 

18 

0.00 

2.02 

2.28      1 

AUTO  PILOT 


8% 

SALES  INCREASE 

in  2003  for  Cadillac 
cars  and  SUVs 

49% 

SHARE  OF  U.S.  auto 
sales  for  GM  and 
Ford  in  2003, 
vs.  51.2%  in  2001 

$1,784 

PER-CAR  COST  paid 

by  GM  for  pension 
and  retiree  health 
benefits 

-21% 

DROP  IN  FEB.  04 

SALES  for  the 
H2  Hummer  over  the 
previous  year-the 
6th  straight  month 
of  declines 


Data:  Company  reports.  Morgan  Stanley 

April  5.  2004  I  BusinessWeek  1 155 


RANK 


COMPANY 


INDUSTRY    S4P  500 
RANK         RANK 


MARKET  VALUE 


FEB.  27.  TOTAL 

2004  RETURN 

SMIL  (1YEAR) 


TOTAL 
RETURN 
(3  YEAR) 


ILES 


a  MONTH  CHANGE 

2003  FROM 

%  MIL.  2002  % 


Wendy's  International 
Harrah's  Entertainment 
Darden  Restaurants 
Marriott  International 
Starwood  Hotels  &  Resorts 
Hilton  Hotels 


6  126 

7  216 

8  242 

9  278 

10  423 

11  424 

MEDIA 


Industry  Average 


1  70  Walt  Disney 

2  92  McGraw-Hill 

3  129  Omnicom  Group 

4  154  Clear  Channel  Communications 

5  164  Tribune 

6  196  Univision  Communications 

7  218  Gannett 

8  271  Time  Warner 

9  329  Meredith 

10  338  Viacom 

11  364  Comcast 

12  391  Knight-Ridder 

13  393  New  York  Times 

14  410  Dow  Jones 

15  469  Interpublic  Group 


4664.7 

61.9 

68.4 

3148.9 

15 

5720.8 

61.3 

70.7 

4322.7 

5 

4021.5 

37.6 

70.1 

4811.1 

6 

10320.0 

48.8 

6.9 

9014.0 

7 

7872.7 

76.6 

21.7 

4630.0 

1 

6081.6 

46.7 

52.2 

3853.0 

0 

26665.0 

31.5 

-2.2 

10906.8 

14 

53412.9 

56.9 

-11.5 

28440.0 

12 

14977.4 

41.3 

39.3 

4827.9 

4 

3-YEAR 
AVERAGE 
CHANGE  % 

12.3 
9.2 
7.7 

-5.1 
3.4 
3.0 


FITABILI 


12-MONTH  CHANGE 

2003  FROM 

J  MIL.  2002  % 


236.0 
292.0 
222.7 
476.0 
105.0 
164.0 


8 

-10 

-10 

8 

-58 

-17 


15542.1 

26494.6 

163952 

11481.0 

233032 

78249.4 

25192 

67062.7 

67132.6 

5952.2 

6840.5 

3972.4 

6639.3 


56.2 
18.4 
12.4 
43.8 
21.0 
52.4 
29.7 
4.0 
2.5 
19.2 
-0.5 
38.8 
75.6 


-6.6 
-24.3 

26.8 
8.0 

35.7 
-60.8 

43.8 
-22.3 
-30.9 

31.5 

7.0 

-15.6 

-53.7 


8621.4 

8930.9 

5594.8 

1311.0 

6711.1 

39565.0 

1131.4 

26585.3 

18348.0 

2857.2 

3227.2 

1548.5 

5902.7 


14 

6 

4 

20 

4 

6 

10 

8 

126 

1 

5 

-1 

0 


Q  RETAILING 

Industry  Average 

14081.2 

63.4 

49.9 

14654.2          7              7.2 

1231 

28 

1         7     Best  Buy 

17288.7 

84.4 

96.3 

23087.0 

14 

17.1 

709.0 

27           [ 

2         9     Lowe's 

44072.0 

42.8 

101.7 

30838.0 

18 

18.0 

1862.0 

28           I 

3       13     eBay 

44283.9 

75.2 

258.5 

2165.1 

78 

70.3 

447.2 

79 

4       22     Home  Depot 

82532.6 

56.2 

-12.9 

64816.0 

11 

12.0 

4304.0 

17 

5       29     Sears,  Roebuck 

10831.1 

120.6 

22.8 

41124.0 

-1 

0.2 

3397.0 

114            1 

6       32     Dollar  General 

73772 

112.3 

20.5 

6665.1 

12 

15.7 

306.3 

20        ; 

7       33     Bed  Bath  &  Beyond 

12212.8 

23.9 

66.2 

4229.3 

21 

24.0 

360.5 

29 

i 

8       39     Staples 

12947.3 

51.1 

75.8 

12835.2 

15 

7.4 

443.0 

18        ; 

J 

9        51     TJX 

11840.3 

47.5 

56.8 

133273 

11 

11.7 

658.4 

14 

3 

10       54     Nordstrom 

5361.0 

133.6 

123.6 

6646.8 

9 

5.6 

242.8 

134         ; 

' 

11       88     Family  Dollar  Stores 

6559.9 

35.9 

48.6 

4886.2 

14 

14.4 

254.4 

13 

12 

12       94     Target 

40082.7 

54.5 

15.0 

48163.0 

10 

9.4 

1841.0 

11 

U 

13       97     Gap 

18601.1 

60.2 

-22.3 

15853.8 

10 

5.0 

1030.2 

116 

>< 

14      105     Limited  Brands 

10204.6 

70.7 

19.6 

8934.1 

6 

-4.6 

716.8 

44 

L£ 

15      127     Office  Depot 

5406.7 

48.5 

89.5 

12358.6 

9 

2.2 

302.0 

-3 

U 

16      131     AutoZone 

7827.6 

36.3 

255.1 

5520.5 

3 

6.9 

534.4 

19           c 

1) 

17      150     Tiffany 

6151.3 

76.4 

37.5 

2000.0 

17 

6.2 

215.5 

13 

II 
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RETURN  ON 

MARGIN 

INVESTED 

2002 

CAPITAL 

8.0 
7.9 
5.5 
5.2 
5.5 
5.1 


3.6 

12.3 
8.5 
8.6 

11.3 
7.9 

18.1 
-116.4 

10.7 
9.0 

-5.8 
9.9 
9.7 

12.9 
1  2.6 


« 


1 
0 
7 
6 
3 

M 

.5 
S 

.9 

P 

.2 
.8 
.5 
t.0 

!.4 

| 

).8 


2.8 
5.6 
20.6 
6.3 
3.8 
4.3 
8.0 
3.4 
4.8 
1.7 
5.2 
3.8 
3.3 
5.9 
2.7 
8.4 
11.1 


9.6 
5.5 
11.5 
9.1 
1.2 
2.6 


ill 

5.4 

26.9 

11.6 

5.1 

9.2 

2.4 

10.1 

3.6 

11.1 

1.9 

-0.3 

10.2 

13.7 

59.6 

-10.2 


18.4 
13.3 

8.8 
18.5 
32.0 
17.3 
20.0 
10.7 
29.7 

8.9 
18.6 

8.7 
14.2 
12.9 

8.3 
27.7 
11.6 


RETURN  ON 
COMMON 
EQUITY 

13.4 

17.0 
17.4 
12.4 

2.4 

7.6 


23.5 
18.1 
9.1 
19.2 
53.1 
20.4 
20.0 
13.1 
42.4 
16.2 
18.6 
16.6 
21.5 
14.6 
10.8 
112.9 
14.7 


INVESTMENT  DATA 


RECENT  12-MONTH 

SHARE  HIGH/LOW 

PRICE  $  $ 


41 
52 
24 
45 
39 
16 


■KB 

^^^^^H 

mESM 

^^^^H 

8.0 

27 

26.9 

78 

21.7 

82 

7.4 

43 

13.0 

50 

3.0 

36 

15.6 

86 

5.5 

17 

18.1 

50 

2.2 

38 

-0.5 

30 

20.5 

75 

21.7 

46 

195.2 

49 

-22.2 

17 

53 
56 
69 
36 
47 
22 
41 
26 
24 
39 
38 
44 
21 
20 
17 
90 
42 


42/24 
54/31 
26/17 
47/29 
39/22 
18/10 


28/15 
80/52 
89/47 
48/32 
53/42 
40/22 
90/67 
19/10 
53/37 
50/33 
37/26 
78/58 
49/42 
54/33 
17/7 


P-E 
RATIO 

20 
20 
19 
23 
76 
37 


29 
22 
23 
23 
19 
65 
19 
25 
27 
47 
-300 
21 
23 
23 
-15 


DIVIDEND 
YIELD 

1.18 
2.31 
0.33 
0.67 
2.15 
0.50 


0.79 
1.54 
1.10 
0.93 
0.96 
0.00 
1.16 
0.00 
0.95 
0.62 


EARNINGS  ESTIMATED 

PER  SHARE  EARNINGS  PER 

2003  SHARE  2004 


2.05 
2.64 
1.28 
1.94 
0.51 
0.43 


0.92 
3.58 
3.59 
1.85 
2.61 
0.55 
4.46 
0.68 
1.86 
0.82 


63/26 

25 

0.75 

60/36 

24 

0.21 

70/38 

101 

0.00 

38/22 

19 

0.77 

56/18 

4 

1.96 

23/10 

24 

0.64 

45/30 

34 

0.00 

28/17 

28 

0.00 

25/16 

18 

0.59 

41/15 

22 

1.12 

44/25 

26 

0.89 

45/26 

22 

0.42 

23/12 

19 

0.43 

21/11 

15 

2.43 

19/10 

18 

0.00 

104/61 

16 

0.00 

49/22 

29 

0.48 

2.17 
2.32 
0.68 
1.88 
11.86 
0.91 
1.19 
0.92 
1.28 
1.76 
1.47 
2.01 
1.09 
1.36 
0.96 
5.71 
1.45 


2.30 
3.06 
1.58 
2.12 
1.09 
0.46 


087  1.83         205 


0.00 

-0.10 

1.71 

3.63 

1.27 

1.98 

2.05 

2.08 

0.00 

-1.12 

0.95 

3.52t 

4.07 

1.41 

2.39 

0.70 

4.97 

0.56 

2.09 

1.62 

0.38 

3.98 

2.09 

1.38 

0.63 


39/21  19  0.86  1.90  1.91 


2.79 
2.66 
1.08 
2.09 
3.75 
1.07 
1.53 
1.30 
1.42 
2.13 
1.62 
2.29 
1.25 
1.21 
1.20 
6.46 
1.65 


MEGA  MEDIA 

3% 

THE  AD  SPENDING 
GROWTH  in  the  U.S.  in 
2003  vs.  recent  peak 
of  12.4%  in  2000 

600,000 

NUMBER  OF  ILLEGAL 
MOVIE  COPIES 

believed  to  be 
downloaded  off  the 
Internet  each  day 

33 

million 

U.S.  HOMES 

reached  by  giant 
TV  distributors 
Comcast 
and  News  Corp. 
combined 


Data:  PncewaterhouseCoopers,  Company  reports 
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RANK                COMPANY 

INDUSTRY    S&P500 
RANK         RANK 

18      166     Sherwin-Williams 

MARKET  VALUE 

FEB.  27.                   TOTAL 
2004                   RETURN 
$  MIL.                   (1  YEAR) 

5081.6       33.8 

TOTAL 
RETURN 
(3  YEAR) 

48.9  s 

SALES 

12-MONTH 
2003 
(ML 

5407.8 

CHANGE 
FROM 
2002% 

4 

3-YEAR 
AVERAGE 
CHANGE  % 

1.3 

PROFITABILITY                       1 

12-MONTH               CHANGE                 1 
2003                     FROM                   1 
$  MIL                   2002  %                  1 

332.1                        J 

19     202     J.C.  Penney 

8427.5 

59.3 

104.9 

17786.0 

1 

-20.9 

364.0 

28 

20     203     Kohl's 

17507.4 

5.3 

-21.9 

10281.1 

13 

19.0 

59L2 

-8 

21     205     AutoNation 

4579.6 

26.1 

101.0 

19381.1 

-1 

-2.1 

506.1 

33 

22      237     Federated  Department  Stores 

9573.6 

107.2 

9.3 

15264.0 

-1 

-5.6 

693.0 

9 

23     307     Genuine  Parts 

6041.9 

25.1 

43.6 

8449.3 

2 

0.3 

353.6 

-4 

24      310     RadioShack 

5685.8 

77.4 

-17.4 

4649.3 

2 

-1.3 

298.5 

13 

25      327     Toys  'R'  Us 

3353.5 

94.3 

-36.2 

11498.0 

3 

0.0 

222.0 

104 

26     356     Big  Lots 

1683.5 

30.3 

-7.1 

4174.4 

8 

8.8 

90.9 

19 

27      367     Boise  Cascade 

2936.5 

43.0 

11.8 

8245.1 

11 

1.6 

17.1 

51 

28     386     May  Department  Stores 

101633 

85.8 

-1.8 

13343.0 

-1 

-3.0 

434.0 

-20 

29     389     Circuit  City  Stores 

2353.5 

155.2 

13.9 

9688.8 

-4 

-2.3 

-8.0 

NM 

30     458     Dillard's 
H  FOOD  &  DRUG  RETAILING 

1466.4 

27.6 

-3.6 

8008.4 

-4 

-2.9 

30.4 

-81            | 

. 

Industry  Average 

39050.3 

33.6 

-3.1 

54665.0 

9 

5.1 

1425.6 

6 

1        31     Sysco 

25463.4 

48.3 

51.1 

27537.9 

11 

10.0 

841.9 

16 

2       82     Wal-Mart  Stores 

257762.4 

24.8 

21.0 

258681.0 

12 

9.7 

8861.0 

4B 

3      112     CVS 

14826.9 

51.8 

-37.1 

26588.0 

10 

9.7 

847.3 

18 

4  170     Supervalu 

5  174     Costco  Wholesale 

3789.7 

108.2 

118.6 

19778.8 

4 

-5.8 

248.5 

10            | 

17789.8 

27.3 

-6.9 

43868.4 

11 

10.2 

735.4 

3 

6      193     Walgreen 

36534.8 

27.3 

-18.5 

33741.3 

14 

15.4 

1199.0 

in 

7     246     Kroger 

14280.5 

45.4 

-20.7 

53227.0 

4 

3.6 

1033.0 

-13             ; 

8      372     Albertson's 

9079.6 

36.3 

-6.8 

35896.0 

0 

-1.3 

625.0 

-341B| 

9     448     Safeway 

10108.5 

15.0 

-57.9 

35552.7 

2 

3.4 

-169.8 

NM 

10     460     Winn-Dixie  Stores 
D  FOOD,  BEVERAGE  &  TOB; 

867.6 

-48.7 

-74.4 

11778.7 

-5 

-3.4 

34.8 

-85          -4 

vcco 

Industry  Average 

26920.7 

33.1 

30.4 

13744.7 

3 

4.7 

1215.0  1 

-14 

1       44     PepsiCo 

89112.3 

37.4 

17.2 

26971.0 

7 

2.4 

3568.0 

19           1; 

2       64     Archer  Daniels  Midland 

11145.5 

60.6 

26.2 

33113.2 

24 

21.0 

582.8 

24            1 

3       69     Coca-Cola 

121978.9 

26.7 

-0.8 

21044.0 

8 

2.8 

4347.0 

9           2 

4      122     Altria  Group 

116841.0 

58.6 

40.9 

60704.0 

-2 

-1.5 

9204.0 

-17  £■  1 

5  135     Wm.  Wrigley  Jr. 

6  142     General  Mills 

12646.1 

6.5 

26.5 

3069.1 

12 

12.8 

445.9 

11            1  i 

17196.5 

9.9 

10.4 

10769.0 

7 

22.3 

1000.0 

69           1| 

7      145     Kellogg 

16179.1 

36.5 

61.8 

8811.5 

6 

8.4 

787.1 

9            1  j 

8  187     Pepsi  Bottling  Group 
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8201.3 

18.1 

37.0 

36179 

-5 

-1.7 

651.8 

5 

27 

397 

PNC  Financial  Services  Group 

16237.7 

35.6 

-5.6 

5969.0 

-6 

-7.9 

1029.0 

-14 

28 

401 

Comerica 

10069.5 

46.6 

0.9 

3299.0 

-10 

-10.8 

661.0 

10 

29 

417 

Union  Planters 

5663.8 

13.7 

35.2 

2396.3 

-10 

-8.5 

498.1 

-6 

INC 

INC 

Countrywide  Financial 

16904.9 

130.7 

183.8 

13894.4 

30 

NA 

23723 

182 

INC 

INC 

Freddie  Mac 

42562.3 

15.5 

-1.5 

NA 

NA 

NA 

NA 

NA 

U  DIVERSIFIED  FINANCIALS 

Industry  Average 

35832.6 

63.5 

15.3 

14937.3  | 

3 

-3.9 

2294.5 

47 

1 

19 

MBNA 

34918.8 

100.8 

30.0 

11684.4 

9 

12.6 

2338.1 

32 

2 

58 

Capital  One  Financial 

16619.2 

128.8 

28.9 

9783.6 

1 

22.6 

1150.9 

28 

3 

111 
118 

Citigroup 
American  Express 

259275.0 

55.0 

16.6 

94713.0 

2 

-5.5 

17853.0 

33 

4 

68644.7 

60.5 

25.0 

25866.0 

9 

0.2 

3000.0 

12 

i 

•  5 

121 

Franklin  Resources 

14055.0 

74.2 

38.5 

2825.2 

13 

6.3 

560.6 

32 

6 

144 
152 

JPMorgan  Chase 
SLM 

83788.3 

88.1 

-0.1 

44363.0 

2 

-9.6 

6719.0 

304 

7 

17707.4 

17.1 

78.8 

4398.0 

2 

2.5 

1403.6 

77 

8 

156 

180 
184 

Merrill  Lynch 
Moody's 

58143.4 

81.8 

6.5 

27745.0 

-2 

-16.1 

3988.0 

59 

9 

9950.7 

52.2 

151.2 

1246.6 

22 

27.5 

3633 

26        ; 

i 

10 

T.  Rowe  Price  Group 

6543.1 

108.4 

56.3 

1001.0 

9 

-6.6 

227.5 

17 
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MARGIN 
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COMMON 
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RECENT 
SHARE 
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$ 

P-E 
RATIO 

DIVIDEND 
YIELD 

EARNINGS 

PER  SHARE 

2003 

ESTIMATED 
EARNINGS  PER 
SHARE  2004 

17.0 

7.4 

22.7 

36 

36/27 

10 

3.59 

3.43 

2.91 

19.5 

6.3 

18.0 

57 

59/43 

16 

3.14 

3.65 

4.09 

20.0 

8.8 

22.5 

82 

85/64 

11 

3.91 

7.13 

7.15 

8.7 

1.5 

33.8 

75 

81/58 

10 

2.78 

7.72 

7.99 

20.7 

NA 

19.2 

45 

47/32 

11 

3.74 

4.12 

4.24 

16.0 

13.1 

25.1 

46 

49/36 

13 

3.46 

3.62 

3.75 

22.0 

7.0 

19.3 

29 

30/19 

15 

3.37 

1.92 

2.15 

19.4 

5.1 

10.0 

96 

99/75 

19 

1.67 

4.95 

5.96 

25.6 

11.1 

18.6 

115 

116/69 

16 

0.35 

7.14 

7.85 

40.2 

11.2 

13.0 

66 

71/35 

13 

0.23 

4.99 

5.18 

10.1 

7.1 

13.9 

45 

45/22 

19 

3.11 

2.41 

2.80 

18.1 

9.0 

16.3 

40 

40/25 

17 

1.82 

2.38 

2.60 

14.8 

5.1 

13.3 

54 

54/33 

20 

3.33 

2.75 

3.41 

25.8 

9.8 

20.2 

56 

60/47 

19 

2.07 

2.97 

3.34 

15.9 

9.9 

17.3 

25 

29/17 

20 

2.77 

1.28 

1.40 

31.8 

17.9 

26.8 

42 

44/29 

16 

2.84 

2.60 

2.88 

20.4 

NA 

19.3 

36 

38/27 

13 

2.87 

2.74 

2.93 

20.3 

11.7 

19.4 

25 

25/19 

14 

3.79 

1.77 

1.89 

19.5 

10.3 

16.2 

33 

35/24 

16 

2.87 

2.06 

2.27 

15.9 

4.1 

13.0 

32 

33/22 

15 

3.83 

2.12 

2.29 

21.5 

5.1 

10.7 

37 

40/31 

18 

3.45 

2.07 

2.86 

17.3 

8.1 

13.4 

58 

64/40 

16 

2.06 

3.74 

4.48 

12.3 

4.9 

17.0 

23 

23/18 

14 

3.03 

1.67 

1.65 

18.0 

5.3 

13.7 

72 

77/51 

15 

2.77 

4.73 

5.08 

16.3 

6.4 

14.6 

37 

42/30 

13 

3.47 

2.90 

2.99 

18.8 

7.5 

15.5 

59 

59/42 

16 

3.41 

3.65 

4.13 

16.3 

6.7 

12.9 

58 

59/37 

15 

3.62 

3.75 

3.87 

19.9 

9.5 

16.2 

30 

35/26 

12 

4.45 

2.52 

2.29 

7.9 

4.9 

29.4 

92 

92/38 

7 

0.96 

12.47 

10.32 

21.8 

NA 

NA 

62 

65/46 

NA 

1.94 

NA 

6.33 

10.8 

16.5 

16.6 

^Ei^l 

51/28 

15 

1.24 

3.03 

3.09 

16.5 

10.4 

22.5 

27 

29/12 

15 

1.76 

1.79 

2.07 

9.3 

5.5 

19.0 

71 

74/25 

14 

0.15 

4.92 

5.55 

14.5 

5.5 

18.1 

50 

51/30 

15 

3.18 

3.42 

3.85 

11.2 

8.3 

20.0 

53 

55/31 

23 

0.75 

2.31 

2.64 

16.9 

9.7 

12.2 

57 

62/30 

25 

0.60 

2.23 

2.87 

3.8 

7.1 

14.4 

41 

41/20 

13 

3.32 

3.24 

3.20 

18.3 

3.3 

52.9 

42 

43/34 

14 

1.62 

3.01 

2.15 

8.9 

3.5 

14.3 

61 

63/31 

15 

1.05 

4.05 

4.16 

28.2 

173.5 

NM 

67 

67/43 

28 

0.45 

2.39 

2.61 

21.2 

17.1 

17.1 

53 

54/24 

30 

1.45 

1.77 

2.47 

STOCKING  UP 

$15 

billion 

SECURITIES  industry's 
record  pretax 
profits  last  year 

$1.27 

trillion 

MERGERS  AND 
ACQUISITION  DEALS 

announced  in  2003 

17,900 

NEW  JOBS  added  last 
year  on  Wall  Street 

$10.7 

billion 

WALL  STREET 

BONUSES  paid  in 
2003,  up  25% 


Data:  Securities  Industry  Assn .  New  York  State 
Comptroller 
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RANK 

INDUSTRY 
RANK 

S4P500 
RANK 

COMPANY 

MARKET  VALUE 

FEB.  27,                   TOTAL 
2004                   RETURN 
SMIL.                   UYEAR) 

8605.3        41.7 

TOTAL 
RETURN 
(3  YEAR) 

73.8 

SALES 

12-MONTH 
2003 
SMIL. 

7395.4 

CHANGE 
FROM 
2002% 

7 

3-YEAR 
AVERAGE 
CHANGE  % 

-11.4 

PROFITABILITY                  1 

12-MONTH               CHANGE            1 
2003                     FROM              | 
SMIL                   2002%            J 

1156.4          32        J 

1 

11 

211 

Bear  Stearns 

12 

217 

Morgan  Stanley 

64821.7 

65.2 

-2.8 

34933.0 

8 

-10.1 

3787.0 

27         1 

13 

222 

Goldman  Sachs  Group 

50078.1 

53.9 

17.9 

23623.0 

3 

-12.3 

3005.0 

42 

14 

247 

Lehman  Brothers  Holdings 

23125.6 

57.7 

28.7 

17287.0 

3 

-14.5 

1699.0 

74 

15 

274 

Federated  Investors 

3506.6 

28.9 

22.6 

825.3 

2 

7.1 

191.5 

-6 

16 

288 

Bank  of  New  York 

25585.5 

48.6 

-31.7 

6336.0 

10 

-7.0 

1157.0 

28 

17 

324 
353 

Principal  Financial  Group 

11609.3 

33.1 

NA 

9404.2 

7 

2.0 

7273 

17 

18 

Janus  Capital  Group 

4100.2 

45.0 

-46.0 

994.7 

-11 

-24.2 

955.8 

911 

19 

361 

Mellon  Financial 

13827.3 

46.8 

-26.0 

4550.0 

-3 

3.3 

677.0 

2 

20 

371 

Charles  Schwab 

16588.3 

55.7 

-40.7 

4087.0 

0 

-17.5 

472.0 

250        , 

21 

387 

State  Street 

17971.3 

47.8 

10.6 

5118.0 

4 

-5.7 

722.0 

-29 

22 

427 

Providian  Financial 

3755.5 

112.0 

-74.1 

2781.4 

-32 

-22.7 

196.2 

30 

23 

430     Northern  Trust 

INSURANCE 

10928.9 

57.8 

-27.0 

25973 

-4 

-10.7 

423.3 

-5 

12 



Industry  Average 

21386.8  i 

45.3 

26.5 

14481.4  | 

13 

9.1 

1169.6 

54 

1 

l 

Progressive 

17887.6 

59.2 

151.9 

11880.5 

28 

21.0 

1255.4 

88 

2 

6 

ACE 

12520.5 

65.8 

30.2 

10492.0 

51 

23.5 

1417.0 

1740 

3 

40 
41 

American  International  Group 

192988.0 

50.7 

-8.8 

73577.0 

22 

12.7 

9265.4 

68 

4 

Ambac  Financial  Group 

8378.7 

61.1 

41.3 

1265.0 

33 

27.4 

6281 

45 

5 

52 

Chubb 

13344.2 

52.0 

5.6 

11295.8 

25 

16.0 

808.8 

263 

6 

53 

Allstate 

32123.5 

47.9 

22.8 

32149.0 

9 

3.3 

2725.0 

85 

7 

71 

John  Hancock  Financial  Services 

12212.2 

51.4 

25.9 

10071.3 

19 

2.9 

972.2 

95 

8 

79 

MetLife 

26719.7 

35.3 

16.5 

35789.0 

8 

4.2 

1943.0 

71 

9 

115 

Aon 

8225.9 

38.4 

-16.9 

9810.0 

11 

10.4 

663.0 

36 

10 

125 

Cincinnati  Financial 

7200.0 

30.3 

31.0 

3181.0 

12 

10.9 

374.0 

57 

11 

137 

Marsh  &  McLennan 

25532.7 

21.0 

-3.8 

11588.0 

11 

4.6 

1543.0 

13 

12 

146 

MBIA 

9478.5 

75.4 

35.4 

1467.3 

19 

11.1 

813.6 

39 

13 

155 

AFLAC 

20809.3 

31.2 

38.3 

11447.0 

12 

5.8 

795.0 

-3 

14 

162 

Travelers  Property  Casualty 

18340.3 

16.8 

NA 

15139.2 

6 

11.6 

1696.0 

687 

15 

176 

Prudential  Financial 

25177.7 

56.5 

NA 

27907.0 

6 

1.2 

1308.0 

386 

16 

197 

Lincoln  National 

8262.7 

69.8 

16.7 

5283.9 

14 

-10.4 

511.9 

949 

17 

198 

Safeco 

6232.5 

39.5 

120.9 

7358.1 

4 

1.9 

339.2 

13 

18 

204 

Torchmark 

5897.1 

44.9 

54.2 

2930.6 

6 

4.9 

430.1 

12 

19 

252 

Jefferson-Pilot 

7538.0 

45.8 

28.7 

3650.3 

5 

4.2 

491.6 

9 

20 

254 

XL  Capital 

10522.2 

10.8 

7.5 

7883.1 

21 

45.7 

412.0 

2 

21 

273 

St.  Paul 

9761.8 

43.0 

1.0 

8854.0 

-2 

3.3 

699.0 

181 

22 

281 

Hartford  Financial  Services  Group 

18562.7 

85.0 

9.2 

18733.0 

14 

8.4 

-9L0 

NM           I 

23 

436 

Loews 

11180.6 

39.7 

15.0 

15809.6 

-6 

-8.3 

-666.1 

NM 

24 

440     UnumProvident 

REAL  ESTATE 

4387.6 

16.4 

-39.2 

999L6 

8 

1.6 

-264.6 

NM 

i 

Industry  Average 


1     265     Simon  Property  Group 
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4.6 

15.2 
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17 
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18 
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87 

88/51 

14 
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19 
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33 
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1.52 
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36 
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17 
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NA 
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50 
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26 
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7.9 

■HEM 

51 
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19 

1.64 
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4.27 

7.2 
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83 
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15 
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15.7 

45 
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9 

1.69 
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74 
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78 
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71 
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46 
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42 
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35 
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26 
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2.29 
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2.18 
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6.0 

45 
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2.44 

2.31 

2.62 
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28.2 

48 
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17 

2.58 
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3.07 

47.6 
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13.0 

66 
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12 

1.22 
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5.27 

8.0 
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12.0 

41 

42/28 
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0.94 

1.52 

2.27 
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14.8 

18 

19/13 
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1.75 
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1.0 
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46 
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7.0 
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45 
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18 
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13.9 

10.9 

13.3 

52 
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14 

0.84 

3.73 

4.27 

12.9 

12.0 

12.9 

53 

55/36 

16 

2.84 

3.44 

3.89 

\.           6.2 

4.2 

5.4 

77 
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28 

2.56 

2.69 

9.20 

2.8 
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11.1 

43 

44/29 

15 

2.71 

2.88 
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\           6.1 

-0.6 

-0.8 

66 
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-198 

1.71 

-0.33 
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-3.6 

-6.4 

6C 

60/38 

-14 

1.00 

-4.21 

5.86 

»           4.3 

-2.6 

-3.6 

15 

»            17/6 

-15 

2.02 
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1.61 
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41 

5.65 

0.86 

1.04 

)          18.3 

2.1 

8.5 

54 

\            56/34 

36 

4.77 

1.53 

L%       | 

RISKY  BUSINESS 


1/3 

SHARE  of  equipment 
theft  attributed  to 
five  states-Texas, 
North  Carolina, 
Florida,  California, 
and  Georgia 

10.3% 

AVERAGE  GROWTH 

last  year  in 
property/casualty 
insurance  premiums 

60% 

SHARE  of  home-based 
businesses  operating 
without  insurance 

1,000% 

INCREASE  in  obesity- 
related  short-term 
disability  claims  over 
past  decade 


Data:  National  Equipment  Register.  Independent 
Insurance  Agents  &  Brokers  of  America.  Insurance 
Information  Institute,  and  UnumProvident  Corp 
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RANK 


COMPANY 


MARKET  VALUE 


INDUSTRY  S&P  500 

RANK  RANK 

2  330  Plum  Creek  Timber 

3  351  ProLogis 

4  398  Equity  Office  Properties  Trust 

5  445  Equity  Residential 

6  471  Apartment  Investment  &  Mgmt 


FEB  27. 
2004 

SMIL 


TOTAL 
RETURN 
(1YEAR) 


TOTAL 
RETURN 
(3  YEAR) 
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SMIL 


PROFITABILITY 


CHANGE 
FROM 
2002% 


3YEAR 
AVERAGE 

CHANGE  % 


12 -MONTH 
2003 


CHANGE 
FROM 
2002% 


5714.6 

51.3 

47.1 

1196.0 

5 

39.1 

192.0 

-18 

5952.9 

40.4 

91.2 

736.0 

-4 

8.2 

250.7 

1 

t 

11429.1 

25.2 

21.9 

3297.4 

-5 

12.3 

549.1 

-18 

8259.9 

30.6 

37.9 

1829.4 

1 

-4.4 

211.6 

-14 

nt. 

3048.8 

-4.6 

-7.3 

1534.9 

5 

8.7 

70.7 

-56 

HEALTH-CARE  EQUIPMENT  &  SERVICES 


Industry  Average 


13563.7        46.2  47.7         14439.3  !       12 


1 

2 

3 

4 

5 

6 

7 

8 

9 

LO 

11 

12 

13 

L4 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 


8 

55 

Anthem 

9 

56 

Medtronic 

10 

60 

Boston  Scientific 

11 

74 

Cardinal  Health 

12 

80 

McKesson 

13 
14 

83 

95 

Biomet 
HCA 

15 

101 

AmerisourceBergen 

3  WellPoint  Health  Networks 

4  UnitedHealth  Group 
21  St.  Jude  Medical 
30  Stryker 
34  Quest  Diagnostics 
42  Express  Scripts 
50  Humana 

55  Anthem 

56  Medtroni 

60  Boston  S 

74  Cardinal 

80  McKesso 

83  Biomet 

95  HCA 

101  Amerisoi 

103  Becton,  Dickinson 

110  C.R.  Bard 

128  Guidant 

149  Aetna 

165  Zimmer  Holdings 

172  Health  Management  Associates 

179  Millipore 

189  Medco  Health  Solutions 

201  Bausch  &  Lomb 

25  236  Manor  Care 

26  277  Baxter  International 

27  352  Applied  Biosystems  Group 

28  363  IMS  Health 

29  368  Cigna 

INC      INC  Tenet  Healthcare 

PHARMACEUTICALS  & 


Industry  Average 


16436.9 

36208.0 

12524.9 

17683.9 

8597.4 

5662.0 

3548.7 

11878.0 

56842.8 

33462.5 

28309.8 

7952.7 

9971.9 

20865.3 

6512.1 

12294.1 

4887.5 

21256.1 

12326.1 

14908.6 

5411.7 

2553.5 

8819.7 

3113.9 

3152.0 

17758.0 

4704.6 

5905.1 

7787.4 

5575.8 

BIOTECH 


59.9 
49.6 
59.0 
36.3 
57.3 
41.1 
123.7 
44.2 

5.5 
85.0 
14.1 

3.3 
29.6 

3.3 

5.7 
43.1 
61.7 
91.7 
91.9 
70.4 
24.8 
56.5 
41.4 
95.8 
95.5 

4.5 

25.2 

65.9 

32.6 

-33.8 


58565.8        27.6 


1         5     Forest  Laboratories 
24     Johnson  &  Johnson 
3       78     Amgen 


27710.1 

160003.5 

81552.2 


51.6 

4.7 

16.3 


120.1 

109.6 

158.9 

58.8 

57.5 

62.8 

62.4 

NA 

-6.9 

395.5 

-3.1 

-3.9 

52.4 

8.0 

8.5 

40.0 

122.3 

34.5 

117.6 

NA 

29.6 

13.0 

NA 

17.2 

46.9 

-33.5 

-66.2 

-6.7 

-46.3 

-60.9 


117.1 

16.0 

-11.8 


20359.7 

28823.0 

1932.5 

3625.3 

4737.9 

13294.5 

12226.3 

16773.0 

8570.5 

3476.0 

61299.0 

66452.5 

1489.1 

21808.0 

50577.9 

4675.8 

1433.1 

3698.8 

17976.4 

1901.0 

2707.7 

799.6 

34264.5 

2019.5 

3029.4 

8916.0 

1683.4 

1381.8 

18808.8 

NA 


17 
15 
22 
20 
15 
8 
9 

26 

17 

19 

15 

20 

15 

11 

9 

13 

13 

17 

-10 

39 

14 

14 

4 

11 

4 

10 

1 

13 
-3 
NA 


13.3  590.4 


31.1 

10.5 

17.9 

16.5 

11.6 

25.7 

5.4 

24.5 

16.5 

9.3 

11.9 

18.1 

15.8 

9.4 

64.1 

8.8 

9.1 

13.6 

-13.4 

21.7 

18.6 

9.8 

8.6 

4.9 

8.3 

8.6 

3.1 

-1.8 

-1.6 

NA 


935.2 

1825.0 
339.4 
453.5 
436.7 
250.6 
228.9 
774.3 

1878.0 
472.0 

1467.4 
6133 
309.5 

1332.0 
457.0 
558.8 
168.5 
425.5 
933.8 
291.2 
295.1 
100.8 
425.8 
126.4 
119.0 
922.0 
222.0 
139.3 
620.0 
NA 


35 

35 

23 

31 

36 

24 

60 

41 

33 

27 

17 

21 

20 

60 

24 

13 

9 

-36 

137 

13 

15 

25 

18 

74 

-10 

-11 

47 

-41 

NM 

NA 


12200.1         17  14.4  1671.1         -20 


2546.5        26 

41862.0        15 

8356.0        51 


32.6  771.1 

12.0         7197.0 
32.6        2259.5 


43 

9 

NM 
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MARGIN 
2002 

20.5 

32.4 
19.2 
13.6 
10.9 


RETURN  ON  RETURN  ON 

INVESTED  COMMON 

CAPITAL  EQUITY 


INVESTMENT  DATA 


RECENT  12-MONTH 

SHARE  HIGH/LOW 

PRICE  $  $ 


12.8 

2.3 

0.9 

20.1 

4.2 

0.8 

11.9 

12.2 

21.1 

2.0 

18.8 

10.8 

11.5 

1.1 

4.0 

4.5 

12.7 

9.0 

19.4 

-2.1 


4.6 

3.6 

2.2 

0.9 

-0.2 


Ml 

■H 

4.0 

14.0 

5.4 

26.5 

17.4 

17.4 

11.5 

20.9 

7.8 

12.8 

1.7 

15.2 

1.3 

9.2 

1     41 

10.1 

19.3 

21.6 

11.7 

14.6 

9.5 

21.0 

8.9 

7.8 

13.2 

14.1 

12.5 

10.0 

7.0 

10.9 

14.9 

6.6 

6.8 

7.3 

11.9 

16.2 

24.0 

10.7 

NA 


9.1 

7.2 

4.8 

1.9 

-0.8 


17.2 
35.6 
21.2 
21.0 
18.2 
21.0 
12.5 
12.9 
21.6 
16.5 
19.3 
12.4 
22.9 
21.5 
11.1 
18.3 
16.1 
15.7 
12.1 
9.3 
17.0 
21.9 
8.4 
10.5 
12.2 
27.7 
16.2 
103.0 
13.7 
NA 


31 
33 
29 
30 
32 


109 
62 
73 
89 
83 
73 
22 
86 
47 
41 
65 
27 
39 
43 
58 
49 
94 
68 
81 
76 
22 
52 
33 
59 
35 
29 
23 
25 
55 
12 


32/21 
34/24 
30/23 
30/24 
42/31 


86/50 

75/49 

24/9 

87/58 

53/43 

44/20 

68/50 

37/23 

41/27 

47/27 

73/46 

50/32 

96/58 

70/33 

81/41 

80/41 

26/17 

54/30 

39/20 

60/30 

37/18 

32/18 

24/15 

27/14 

64/40 

19/11 


26.6 

18.2 

-25.2 

25.4 
24.9 
10.1 


25.4 
28.0 

11.7 


75  78/42 

54  59/48 

64  72/54 


P-E 
RATIO 

30 
29 
23 
69 
-130 


20 
23 
16 
16 
31 
73 
20 
13 
32 
16 
15 
23 
29 
50 
14 
55 
19 
25 
21 
25 
27 
19 
22 
44 
13 


DIVIDEND 
YIELD 

4.49 
4.41 
7.01 
5.82 
7.41 


96/58 

29 

0.98 

3.20 

70/33 

50 

0.59 

1.36 

81/41 

14 

0.05 

5.91 

80/41 

55 

0.00 

1.38 

26/17 

19 

0.36 

1.18 

54/30 

25 

0.00 

2.06 

39/20 

21 

0.00 

1.57 

60/30 

25 

0.88 

2.36 

37/18 

27 

1.58 

1.31 

32/18 

19 

2.00 

1.52 

24/15 

22 

0.75 

1.06 

0.72 

0.00 

0.00 

0.00 

0.62 

0.00 

0.18 

0.88 

0.39 

1.22 

0.17 

1.23 

198 

3.59 

3.05 

3.00 

3.36 

3.00 

3.00 

3.88 

1.58 

2.00 

3.75 

0.32 

2.38 

0.00 


EARNINGS 

PER  SHARE 

2003 

1.04 

ESTIMATED 
EARNINGS  PER 
SHARE  20O4 

1.26 

1.16 

1.36 

1.26 

0.92 

0.43 

1.00 

-0.25 

-0.26 

MEDICINE  CHEST 


58/34 

22 

0.52 

2.50 

109/66 

18 

0.00 

6.16 

62/41 

21 

0.05 

2.96 

76/45 

40 

0.02 

1.83 

92/63 

40 

0.16 

2.23 

4.12 
3.17 
1.41 
5.45 
1.53 
0.56 
3.28 
2.08 
1.20 
2.61 
4.00 
2.12 
3.20 
1.36 
5.91 
1.38 
1.18 
2.06 
1.57 
2.36 
1.31 
1.52 
1.06 
0.56 
4.41 
NA 


7.11 

3.74 

2.20 

2.69 

4.75 

3.88 

1.63 

6.22 

1.89 

1.70 

3.65 

2.46 

1.49 

2.88 

4.13 

2.50 

4.40 

2.45 

6.41 

2.12 

1.36 

2.18 

2.10 

2.63 

1.83 

1.83 

0.86 

1.15 

5.28 

0.13 


NEW  BIOTECH  DRUGS 

approved  by  the 
Food  and  Drug 
Administration-a  25% 
increase  over  2002 

$216.4 
billion 

TOTAL  2003  spending 
by  Americans  on 
prescription 
drugs,  up  11% 

1  million 

AMERICANS  WHO 

BOUGHT  prescription 
medications  from 
Canada  in  2002 

$16.4 

billion 

NEW  FINANCING 

raised  by  the  biotech 
industry— a  56% 
increase  over  2002 


Data:  Biotechnology  Industry 
Organization,  IMS  Health.  AARP 
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RANK 

INDUSTRY 
RANK 

S4P500 
RANK 

COMPANY 

MARKET  VALUE 

FEB.  27.                  TOTAL 
2004                   RETURN 
J  MIL                   (1YEAR) 

66911.5       23.0 

TOTAL 
RETURN 
(3  YEAR) 

-7.1 

SALES 

12-MONTH 
2003 
SMIL 

19680.6 

CHANGE 

FROM 
2002% 

11 

3-YEAR 
AVERAGE 

CHANGE* 

12.3 

PROFITABILITY                  | 

12-MONTH               CHANGE           1 
2003                     FROM            I 
SMIL                  2002%           1 

27532          -1       J 

4 

123 

Abbott  Laboratories 

5 

138 

Bristol-Myers  Squibb 

53950.9 

24.6 

-48.7 

20671.0 

14 

3.9 

2952.0 

45 

6 

141 

Eli  Lilly 

83027.5 

33.4 

-1.7 

12582.5 

14 

4.1 

2560.8 

-5 

7 

159 

Chiron 

9161.6 

33.9 

4.5 

1658.1 

42 

21.9 

220.3 

22 

8 

219 

Pfizer 

279695.2 

25.3 

-14.7 

45188.0 

40 

15.1 

1639.0 

-82 

» 

9 

233 

Watson  Pharmaceuticals 

4956.3 

48.5 

-17.3 

1457.7 

19 

19.8 

202.9 

15 

10 

266 

Wyeth 

52600.6 

14.6 

-32.1 

15850.6 

9 

6.1 

20512 

-54 

■ 

11 

270 

Merck 

107309.5 

-0.9 

-31.7 

22485.9 

5 

-22.5 

6589.6 

-3 

12 

376 

King  Pharmaceuticals 

4647.8 

15.0 

-44.0 

1521.4 

35 

34.3 

1053 

-42 

13 

385 

Genzyme 

11245.3 

61.8 

14.7 

1718.9 

29 

32.1 

-582 

NM 

14 

402 

Medlmmune 

6372.0 

-14.4 

-41.2 

1054.3 

24 

26.2 

1832 

NM 

15 

446 

Allergan 

11424.0 

37.0 

6.4 

1755.4 

27 

3.8 

-52.5 

NM 

16 

476 

Schering-Plough 

26419.2 

2.3 

-53.0 

8334.0 

-18 

-4.4 

-92.0 

NM 

INC 

INC 

Biogen  Idee 

8632.1 

92.9 

-1.6 

679.2 

68 

NA 

-875.1 

NM 

16 

CAPITAL  GOODS 

Industry  Average 

23216.6 

56.3 

35.8 

15577.9 

7 

2.5 

1003.3 

29 

1 

47 

3M 

61176.8 

26.8 

46.9 

18232.0 

12 

2.8 

2403.0 

22 

1 

2 

61 

United  Technologies 

47350.3 

59.6 

23.5 

31034.0 

10 

4.9 

2361.0 

6 

3 

62 

Lockheed  Martin 

20872.3 

2.7 

28.0 

31824.0 

20 

8.2 

1053.0 

98 

4 

66 

Masco 

13025.7 

56.3 

28.8 

10936.0 

20 

14.3 

740.0 

11 

5 

67 

Deere 

15762.0 

58.0 

67.5 

16224.8 

14 

6.5 

745.8 

75 

6 

68 

Danaher 

13774.4 

38.0 

41.9 

5293.9 

16 

12.8 

536.8 

24 

7 

72 

Paccar 

9693.0 

77.6 

192.2 

81943 

14 

2.7 

526.5 

42 

8 

73 

General  Dynamics 

18236.6 

58.0 

41.4 

16617.0 

20 

16.7 

997.0 

-5 

9 

76 

Caterpillar 

26303.4 

64.7 

97.3 

22763.0 

13 

3.5 

1099.0 

38 

10 

98 

ITT  Industries 

6967.1 

35.7 

92.5 

5626.6 

13 

5.4 

3903 

3 

11 

99 

Ingersoll-Rand 

11533.0 

70.7 

60.2 

98762 

11 

0.0 

5933 

62 

12 

102 

Northrop  Grumman 

18506.8 

18.6 

13.6 

26206.0 

52 

49.0 

808.0 

16 

13 

134 

American  Standard 

7914.6 

59.0 

92.4 

8567.6 

10 

4.1 

4052 

9 

14 

143 

Eaton 

8898.1 

68.4 

76.2 

8061.0 

12 

-1.0 

386.0 

37 

15 

160 

Pall 

32902 

64.7 

22.2 

1655.7 

23 

10.2 

15L0 

392 

16 

167 

Illinois  Tool  Works 

24501.8 

35.4 

36.9 

10035.6 

6 

0.3 

1040.2 

12 

17 

185 

American  Power  Conversion 

4518.3 

46.3 

87.8 

1464.8 

13 

-1.2 

1763 

52 

18 

221 

General  Electric 

326528.8 

38.7 

-24.6 

133585.0 

2 

1.7 

15589.0 

3 

19 

241 

Rockwell  Automation 

5696.0 

35.5 

78.5 

4135.7 

5 

-3.9 

297.6 

25 

20 

264 

Fluor 

3375.8 

48.7 

14.1 

8805.7 

-12 

-0.9 

179.5 

6 

l 

.21 

267 

Rockwell  Collins 

5801.9 

67.8 

NA 

2609.0 

5 

-0.3 

277.0 

17 

i 

22 

268 

Crane 

1906.8 

88.2 

26.3 

1636.0 

8 

2.4 

104.3 

527 

1 

23 

282 

Tyco  International 

571222 

93.6 

-47.4 

37574.6 

4 

7.1 

1188.0 

NM 

■ 

24 

287 

Parker  Hannifin 

6697.7 

41.5 

36.9 

6515.4 

3 

4.1 

210.2 

51 

; 

25 

295 

Emerson  Electric 

26313.7 

36.4 

1.6 

14332.0 

5 

-3.9 

1039.0 

0 

26 

296 

Navistar  International 

3206.1 

97.2 

86.3 

7621.0 

10 

-0.2 

61.0 

NM 
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NET 

MARGIN 

2002 

15.8 

RETURN  ON 
INVESTED 
CAPITAL 

16.7 

RETURN  ON 
COMMON 
EQUITY 

21.1 

INVESTMENT  DATA 

RECENT               12-MONTH 
SHARE                HIGH/LOW 
PRICE  $                      i 

43            47/34 

PE 
RATIO 

24 

DIVIDEND 
YIELD 

2.43 

EARNINGS 

PER  SHARE 

2003 

1.75 

ESTIMATED 
EARNINGS  PER 
SHARE  2004 

2.45 

WAR  AND  PEACE 

$79.6 

11.2 

16.9 

29.3 

28 

31/21 

18 

4.03 

1.51 

1.53 

24.4 

17.7 

26.2 

74 

75/53 

31 

1.92 

2.37 

2.84 

15.5 

6.2 

9.0 

49 

57/34 

43 

0.00 

1.15 

1.87 

28.4 

2.2 

2.4 

37 

39/27 

167 

1.86 

0.22 

2.10 

1^1      1  "■  ^\^^\ 

14.4 

7.3 

9.9 

46 

50/27 

25 

0.00 

1.86 

2.14 

Diuion 

30.5 

13.4 

23.6 

40 

50/33 

26 

2.33 

1.54 

2.62 

CONGRESS' 2003 
APPROPRIATION  for 

defense  procurement 

31.7 

26.6 

43.0 

48 

64/41 

16 

3.08 

2.92 

3.13 

16.2 

4.4 

5.2 

19 

21/9 

44 

0.00 

0.44 

1.52 

6.4 

-1.7 

-2.0 

50 

58/30 

-194 

0.00 

-0.26 

1.73 

-128.8 

7.8 

10.8 

26 

42/21 

36 

0.00 

0.72 

0.95 

4.6 

-4.1 

-7.3 

88 

88/64 

-219 

0.41 

-0.40 

2.74 

?>% 

19.4 

-0.9 

-1.3 

18 

21/14 

-299 

1.23 

-0.06 

0.13 

36.6 

-40.8 

-12.4 

55 

59/28 

-11 

0.00 

-4.92 

1.50 

1 

Jw/(i 

5.3            8.7 

»U1f 

52 

57/32 

23 

1.50 

2.26 

2.82 

f^/X  VJ 

12.1 

25.0 

30.5 

78 

86/60 

26 

1.85 

3.02 

3.53 

AEROSPACE 
INDUSTRY'S 

profit  margin 

7.9 

14.0 

20.0 

92 

98/54 

20 

1.52 

4.69 

5.21 

2.0 

8.2 

15.6 

46 

55/41 

20 

1.90 

2.34 

2.53 

7.3 

8.0 

13.6 

28 

28/17 

19 

2.28 

1.51 

1.93 

3.0 

5.0 

17.4 

64 

68/38 

21 

1.74 

3.04 

4.07 

9.5 

10.9 

14.7 

90 

95/62 

27 

0.11 

3.37 

4.02 

< 

^550.3 

5.2 

7.8 

16.2 

55 

60/30 

19 

1.08 

2.99 

3.83 

7.6 

10.8 

16.8 

92 

97/50 

18 

1.39 

5.00 

5.59 

4.0 

5.4 

18.1 

76 

86/44 

24 

1.95 

3.13 

4.44 

million 

WHAT  THE  PENTAGON 

wants  to  spend  in 
fiscal  2005  on 
unmanned  aerial 
vehicles 

574,600 

TOTAL  AEROSPACE 

WORKERS  employed 
today,  same  as 
the  early  1950s 

Data:  Aerospace  Industries  Assn..  Defense  Dept . 
House  Armed  Services  Committee 

7.6 

17.1 

21.4 

76 

79/50 

18 

0.90 

4.15 

4.25 

4.1 

9.9 

13.2 

66 

73/35 

19 

1.11 

3.44 

4.05 

4.1 

3.6 

4.9 

101 

105/78 

23 

1.58 

4.32 

5.78 

4.8 

17.2 

56.1 

109 

111/65 

20 

0.00 

5.50 

6.38 

3.9 

8.1 

12.4 

59 

62/33 

23 

1.85 

2.57 

3.47 

2.3 

10.2 

15.3 

26 

28/16 

22 

1.38 

1.21 

1.36 

9.8 

11.8 

13.2 

80 

85/55 

24 

1.21 

3.37 

3.84 

9.0 

11.7 

11.7 

23 

27/14 

26 

1.42 

0.88 

1.04 

11.5 

6.5 

21.5 

33 

35/23 

21 

2.46 

1.55 

1.57 

6.0 

12.3 

18.0 

30 

37/19 

20 

2.17 

1.56 

1.42 

1.7 

15.9 

16.6 

41 

42/28 

18 

1.55 

2.23 

2.23 

9.5 

25.3 

30.8 

33 

35/17 

21 

1.11 

1.54 

1.58 

1, 

9.6 

13.3 

32 

33/16 

18 

1.25 

1.75 

1.96 

-9.2 

2.6 

4.3 

29 

29/11 

51 

0.18 

0.56 

1.52 

2.2 

5.7 

7.8 

56 

61/36 

31 

1.35 

1.79 

2.24 

7.6 

9.9 

15.4 

62 

69/44 

25 

2.56 

2.47 

2.77 

-7.6 

2.1 

19.1 

47 

53/21 

63 

0.00 

0.74 

2.84 

/ 
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RANK 


COMPANY 


MARKET  VALUE 


NDUSTRY 

RANK 


S4P500 

RANK 


27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 


297  Cummins 

304  Honeywell  International 

321  Raytheon 

322  Dover 

345  Cooper  Industries 

370  W.W.  Grainger 

407  Boeing 

408  Textron 
421  Goodrich 
462  Power-One 
468  Thomas  &  Berts 


FEB.  27. 
2004 
SMIL 

1995.8 

TOTAL 
RETURN 

(1YEAR) 

111.8 

30214.9 

57.0 

12653.3 

15.4 

7936.7 

56.1 

4928.9 

4320.8 

34708.3 

7527.2 

3471.7 
1019.8 
1262.4 


43.9 
4.3 
60.3 
58.5 
96.9 
149.2 
42.7 


TOTAL 
RETURN 

(3YFj\R) 

47.4 
-19.4 

-1.8 
7.2 

36.0 

41.2 
-26.5 

14.7 
-15.0 
-30.9 

16.5 


SALES 


12  MONTH 
2003  FROM 

$  MIL  2002  * 


PROFITABILITY 


6296.0 

23103.0 

18109.0 

4413.3 

4061.4 

4667.0 

50485.0 

9859.0 

4382.9 

256.3 

1322.3 


8 

4 

8 

9 

3 

0 

-7 

-5 

15 

11 

-2 


3-YEAR 
AVERAGE 
CHANGE  » 

-1.1 

12-MONTH 
2003 
SMIL 

54.0 

CHANGE 
FROM 
2002% 

-32 

-3.0 

1344.0 

NM 

2.6 
-6.6 
-3.4 
-2.1 
-1.2 
-9.7 

4.2 

-22.3 

-9.2 


535.0 
285.2 
274.3 
227.0 
698.0 
28L0 

38.5 
-18.2 

42.8 


WV1  COMMERCIAL  SERVICES 

i&sup 

PLIES 

Industry  Average 

7974.9 

53.7 

45.3 

4799.3 

11 

5.8 

365.3 

11 

1         2     Cendant 

22961.7 

85.0 

74.1 

18193.0 

28 

58.2 

1465.0 

39 

2       48     Apollo  Group 

13332.8 

64.5 

225.5 

1442.4 

32 

31.1 

274.6 

49         :: 

3       91     H&R  Block 

9635.9 

35.5 

130.7 

3966.3 

10 

11.3 

623.3 

14 

4     258     Cintas 

7298.8 

28.1 

21.0 

2718.9 

9 

10.3 

257.3 

5             M 

5      272     Pitney  Bowes 

9659.2 

37.3 

36.7 

45763 

4 

5.8 

494.8 

13 

6     305     Waste  Management 

16419.4 

44.2 

13.2 

11574.0 

4 

-2.4 

719.0 

-12 

7      314     Avery  Dennison 

6311.7 

13.4 

28.4 

4762.6 

15 

7.2 

242.8 

-3 

8      316     Equifax 

3478.1 

37.1 

42.9 

1225.4 

10 

0.6 

178.5 

9      317     R.R.  Donnelley 

3610.3 

80.6 

19.9 

4787.2 

1 

-6.4 

176.5 

24 

10      412     Robert  Half  International 

38272 

67.8 

-6.6 

1975.0 

4 

-11.2 

6.4 

195 

11     454     Allied  Waste  Industries 

2640.5 

53.1 

-21.8 

5247.7 

1 

-3.2 

111.2 

-44 

12     459     Deluxe 

2019.6 

1.2 

80.6 

1242.1 

-3 

-0.4 

192.5 

-10 

13     464     Monster  Worldwide 

2478.7 

150.1 

-56.3 

679.6 

-3 

-25.3 

7.3 

NM 

FTJ  TRANSPORTATION 

Industry  Average 

17599.9 

25.7 

16.4 

12859.4          4              0.0 

642.4 

-3 

1      132     United  Parcel  Service 

79741.3 

24.6 

30.1 

33485.0 

7 

3.9 

2898.0 

-9           I  1 

2     206     FedEx 

20493.0 

34.1 

68.8 

22982.0 

7 

6.5 

646.0 

-15 

3     280     Ryder  System 

2356.1 

65.6 

92.4 

4802.3 

1 

-3.6 

135.5 

20 

4     344     Union  Pacific 

16429.4 

17.2 

21.2 

11551.0 

4 

-1.5 

1056.0 

-17 

5      347     Southwest  Airlines 

10901.5 

14.5 

-25.5 

5937.0 

8 

1.4 

442.0 

83 

6     348     Burlington  Northern  Santa  Fe 

11953.6 

31.2 

13.1 

9413.0 

5 

0.5 

777.0 

2 

7     369     Norfolk  Southern 

86673 

18.0 

27.5 

6468.0 

3 

1.6 

411.0 

-11 

8      447     CSX 

6748.0 

18.8 

-1.7 

7793.0 

-4 

-1.4 

189.0 

-60 

•  9     485     Delta  Air  Lines 

1108.4 

7.1 

-78.4 

13303.0 

0 

-7.1 

-773.0 

N4MI 

|3  SOFTWARE  &  SERVICES 



Industry  Average 

21550.3 

59.7 

0.6 

4886.3 

9 

6.2 

EL3 

9 

1        10     Electronic  Arts 

14083.6 

78.6 

88.6 

2821.8 

13 

31.9 

496.5 

40          3 

2        15     Symantec 

12707.8 

102.4 

259.5 

1703.7 

28 

29.4 

321.8 

74 

3       27     Yahoo! 

29146.1 

112.7 

86.2 

1625.1 

71 

15.3 

237.9 

122 
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NET 
MARGIN 
2002 

1.4 
-1.0 
4.5 
5.1 
5.4 
5.1 
4.3 
3.5 
4.3 
-91.5 
-0.6 


7.4 
17.0 
15.2 

9.8 


RETURN  ON  RETURN  ON 

INVESTED  COMMON 

CAPITAL  EQUITY 


2.2 

8.6 
3.2 

7.6 
7.7 
11.7 
3.3 
3.5 
1.2 
-6.4 


10.7 
23.8 
30.7 
11.3 


9.9 

11.7 

ii  74 

5.2 

6.0 

11.0 

17.2 

17.3 

3.0 

10.2 

0.1 

0.8 

3.8 

0.1 

16.7 

233.3 

-2.1 

1.5 

IB 

mm 

10.2 

16.1 

3.5 

6.9 

2.4 

11.3 
4.4 
8.5 
7.3 
5.7 
-9.6 


4.9 

5.2 
6.9 
5.2 
2.8 
1.4 
-6.4 


5.7 

12.5 

5.8 

10.4 

12.2 

12.6 

8.6 

7.6 

3.2 

-6.6 


14.4 

23.8 

42.2 

14.4 

45.5 

12.9 

18.4 

48.0 

18.0 

0.8 

0.6 

NM 

1.6 


19.5 
8.7 

10.1 
8.5 
8.7 
9.1 
5.9 
2.9 

NM 


INVESTMENT  DATA 


RECENT  12-MONTH 

SHARE  HIGH/LOW 

PRICE  J  % 


49 
35 
30 
39 
53 
47 
43 
55 
29 
12 
22 


23 
76 
54 
43 
41 
29 
63 
26 
32 
22 
13 
39 
22 


71 
69 
37 
64 
14 
32 
22 
32 
9 


55/22 

38/20 

34/24 

44/23 

59/35 

52/41 

45/25 

60/26 

33/12 

14/4 

24/13 


24/12 

80/45 

61/36 

51/31 

43/29 

30/20 

64/46 

28/18 

33/17 

27/11 

14/8 

48/35 

30/8 


75/53 
78/48 
38/20 
70/51 
20/12 
33/23 
25/17 
36/26 
16/7 


P-E 
RATIO 

36 
22 
24 
28 
18 
19 
50 
27 
89 
-56 
30 


16 
53 
16 
29 
20 
24 
26 
20 
21 

562 
-5 
11 

367 


43/29  39 


28 

32 
17 
16 
26 
15 
21 
36 
-1 


DIVIDEND 
YIELD 

2.43 
2.14 
2.63 
1.53 
2.65 
1.57 
1.57 
2.35 
2.71 
0.00 
0.00 


1.23 
0.00 
1.48 
0.68 
2.95 
2.63 
2.34 
0.31 
3.28 
0.00 
0.00 
3.76 
0.00 


1.59 
0.35 
1.63 
1.89 
0.13 
1.87 
1.44 
1.27 
0.00 


EARNINGS  ESTIMATED 

PER  SHARE  EARNINGS  PER 

2003  SHARE  2004 


1.36 
1.56 
1.29 
1.40 
2.92 
2.46 
0.86 
2.05 
0.33 
-0.22 
0.73 


1.41 
1.44 
3.42 
1.49 
2.10 
1.21 
2.43 
1.31 
1.54 
0.04 
-2.36 
3.49 
0.06 


2.55 
2.13 
2.12 
4.07 
0.54 
2.09 
1.05 
0.88 
-6.40 


3.49 
1.51 
1.30 
1.84 
3.28 
2.58 
1.86 
2.94 
1.31 
-0.03 
0.99 


1.43  1.35         1.90 


1.63 
1.72 
4.12 
1.82 
2.48 
1.45 
2.91 
1.60 
1.60 
0.38 
0.65 
3.85 
0.54 


1.00         1.86 


2.84 
3.91 
2.51 
4.84 
0.54 
2.38 
1.57 
2.30 
-4.15 


32/17  38  032  0.73  1.07 


53/26 
42/18 
50/18 


29 

0.00 

1.62 

2.00 

43 

0.00 

0.94 

1.37 

120 

0.00 

0.37 

0.53 

LOW  FLYING 


$5 

billion 

TOTAL  LOSSES  Of  Big 

Six  airlines  in  2003 

279% 

LOW-FARE  CARRIERS' 

share  of  domestic 
passengers,  2nd 
quarter  2003 

3% 

DECLINE  in  airline 
traffic  in  2003 

140,000 

NUMBER  OF  AIRLINE 

JOBS  cut  since 
Sept.  11, 2001 


Data:  U  S  Transportation  Dept..  Air  Transport.  Assn. 
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S&P 


IF 


industry 

RANK 

S4P5O0 
RANK 

MARKET  VALUE 

FEB.  27.                   TOTAL 
2004                   RETURN 
$  MIL                   (1  YEAR) 

2862322        12.6 

TOTAL 

RETURN 
(3  YEAR) 

-9.2 

SALES 

12-MONTH 
2003 

SMIL 

34268.0 

CHANGE                  3-YEAR 
FROM                  AVERAGE 
2002%                CHANGE* 

11            13.1 

PROFITAB 

12-MONTH 
2003 
SMIL 

8878.0 

ILITY 

CHANGE 
FROM 
2002% 

9 

4 

77 

Microsoft 

5 

87 

First  Data 

29366.3 

18.5 

33.4 

8400.2 

12            13.7 

1394.0 

13 

6 

108 

Autodesk 

3244.1 

99.8 

54.2 

95L6 

15           -0.9 

120.3 

277 

7 

116 

SunGard  Data  Systems 

8351.5 

47.7 

4.4 

2955.3 

14            22.1 

370.3 

14 

8 

147 

Flserv 

7473.2 

20.9 

16.8 

3033.7 

21            21.6 

315.0 

18 

P 

9 

168 

Intuit 

8817.1 

-6.5 

8.0 

1758.6 

21             15.7 

293.4 

141 

10 

171 

Computer  Sciences 

7834.9 

33.7 

-30.0 

13846.3 

23             9.7 

49L5 

17 

:; 

11 

181 

Paychex 

12099.7 

23.8 

-16.5 

11983 

19             13.8 

3033 

6 

12 

183 

Adobe  Systems 

8876.7 

35.7 

28.8 

1294.7 

11             0.1 

266.3 

39 

13 

214 

Veritas  Software 

13062.4 

79.4 

-53.0 

1771.1 

18            12.3 

280.4 

389      - 

14 

215 

Citrix  Systems 

34733 

77.1 

-18.3 

588.6 

12             5.7 

1263 

35 

15 

235 

Oracle 

67258.6 

7.6 

-32.3 

9709.0 

4            -4.2 

2486.0 

22 

16 

256 

Automatic  Data  Processing 

2504L7 

32.5 

-25.6 

7365.0 

5             3.3 

9693 

-13 

17 

335 

Unisys 

4689.7 

52.6 

-13.7 

5911.2 

5            -5.1 

258.7 

16 

18 

394 

Convergys 

2325.2 

32.2 

-61.6 

2288.8 

0              1.1 

17L6 

18 

19 

400 

Mercury  Interactive 

4370.3 

49.4 

-22.9 

506.5 

27             17.4 

4L5 

-36 

20 

411 

PeopleSoft 

8091.2 

26.2 

-33.1 

2267.0 

16             7.5 

85.0 

-Mil 

21 

428 

Novell 

3832.4 

291.5 

71.5 

1112.6 

0             0.9 

-1393 

NM 

22 

444 

Electronic  Data  Systems 

9189.0 

26.6 

-68.0 

21476.0 

1             3.3 

-252.0 

NM 

23 

449 

Sabre  Holdings 

3258.9 

38.8 

-46.7 

20452 

-1             1.4 

83.3 

-61 

24 

451 

Compuware 

3013.7 

112.5 

-24.0 

1264.6 

-13          -15.9 

37.3 

NM 

1    1 

25 

453 

Computer  Associates  Intl. 

15457.1 

99.6 

-13.9 

3242.0 

7          -13.8 

-162.0 

NM 

26 

475 

BMC  Software 

4412.7 

1.0 

-34.9 

1399.3 

10            -3.9 

-43J 

NM 

27 

480 

Parametric  Technology 

1215.3 

115.1 

-65.7 

656.8 

-9           -11.7 

-113.4 

NM 

■ 

28 

481 

Siebel  Systems 

64823 

50.8 

-66.0 

13542 

-17          -10.3 

-3,4 

20 

Indu 

SEMICONDUCTORS  &  SE 

•MICON 

IDUCT 

OREQI 

JIPMENT 

stry  Average 

21838.5 

951 

si 

3629.6 

12           -100 

285.1 

NM 

1 

37 

Intel 

189420.4 

69.8 

3.3 

30141.0 

13            -3.2 

564L0 

81 

2 

153 

Analog  Devices 

1865L4 

71.4 

34.0 

21852 

23            -8.3 

355.1 

153 

3 

194 

Texas  Instruments 

53107.2 

83.7 

4.8 

9834.0 

17            -5.3 

1198.0 

NM 

4 

229 

Xilinx 

144762 

83.4 

8.0 

1300.0 

16            -5.5 

221.5 

100 

5 

248 

Maxim  Integrated  Products 

163673 

45.3 

9.8 

1229.5 

11            -3.4 

345.2 

21 

6 

260 

Altera 

8378.0 

76.5 

-4.3 

8272 

16          -15.6 

155.1 

70 

7 

299 

Linear  Technology 

12534.7 

31.4 

2.8 

679.6 

22          -10.0 

270.4 

25 

8 

381 

National  Semiconductor 

70073 

129.8 

92.8 

17273 

6            -8.9 

56.6 

NM 

.     9 

383 

Broadcom 

12120.0 

179.0 

-18.0 

1610.1 

49            13.6 

-9593 

NM 

10 

384 

NVIDIA 

3608.3 

76.3 

-0.4 

18223 

-5            35.7 

74.4 

-18 

11 
12 

425 

KLA-Tencor 

10347.3 

47.4 

47.4 

1269.1 

-12           -13.1 

138.1 

-14 

431 

Advanced  Micro  Devices 

5250.0 

173.2 

-30.2 

35192 

30           -11.3 

-274.5 

NM 

13 

433 

Micron  Technology 

9160.9 

88.2 

-56.0 

3513.4 

23           -17.0 

-956.2 

NM 
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35644.7 

63.7 

0.6 

4978.5 

-3          -20.6 

-U 

NM 

1 

f 


CHIP  SHOT 

17% 

EXPECTED 
GROWTH  RATE  Of 

the  semiconductor 
industry  in  2004 

15% 

INTEL  CORP/S  share 

of  chip  market 

1  billion 

NET 

MARGIN 

2002 

26.5 

RETURN  ON 
INVESTED 
CAPITAL 

12.8 

RETURN  ON 
COMMON 
EQUITY 

12.8 

INVESTMENT  DATA 

RECENT               12-MONTH 
SHARE                HIGH/lOW 
PRICE  $                      J 

27            30/23 

P-E 
RATIO 

32 

DIVIDEND 
YIELD 

0.60 

EARNINGS 

PER  SHARE 

2003 

0.82 

ESTIMATED 
EARNINGS  PER 
SHARE  2004 

1.19 

16.4 

19.6 

34.4 

41 

45/31 

22 

0.20 

1.86 

2.14 

3.9 

19.4 

19.4 

29 

29/14 

28 

0.42 

1.04 

1.00 

12.6 

12.5 

13.4 

29 

32/18 

23 

0.00 

1.27 

1.41 

10.7 

10.9 

14.3 

39 

41/27 

24 

0.00 

1.61 

1.89 

8.4 

15.4 

15.4 

44 

54/33 

32 

0.00 

1.41 

1.65 

3.7 

6.4 

9.3 

42 

47/27 

16 

0.00 

2.67 

3.13 

28.4 

26.3 

26.3 

32 

41/24 

40 

1.50 

0.80 

0.98 

16.4 

24.2 

24.2 

37 

46/26 

34 

0.13 

1.10 

1.36 

3.8 

6.4 

8.1 

31 

41/16 

48 

0.00 

0.63 

0.94 

17.8 

18.0 

18.0 

21 

28/10 

29 

0.00 

0.74 

0.81 

21.8 

33.7 

34.5 

13 

16/11 

27 

0.00 

0.47 

0.55 

15.8 

17.8 

18.0 

42 

45/27 

26 

1.32 

1.61 

1.56 

4.0 

10.4 

18.5 

14 

17/9 

18 

0.00 

0.78 

0.68 

6.4 

14.2 

15.0 

16 

2V11 

14 

0.00 

1.15 

0.91 

16.3 

2.7 

5.9 

49 

54/29 

108 

0.00 

0.45 

1.07 

9.4 

3.0 

3.0 

22 

24/14 

86 

0.00 

0.25 

0.91 

-11.0 

-14.2 

-14.3 

10 

14/2 

-28 

0.00 

-0.37 

0.17 

4.7 

-2.7 

-4.4 

19 

25/14 

-36 

3.13 

-0.53 

0.51 

10.4 

3.5 

4.8 

23 

28/14 

39 

1.32 

0.58 

1.17 

NUMBER  OF  TIMES 
PER  SECOND  that 

Intel's  new  silicon 
microchip-a 
modulator— can  turn 
light  on  and  off.  It  is 
designed  for  use 
in  high-speed  fiber 
optic  networks 

$1715 

billion 

-17.6 

2.7 

2.7 

8 

9/3 

78 

0.00 

0.10 

0.11 

-13.3 

-2.4 

-3.7 

27 

30/13 

-95 

0.30 

-0.28 

0.94 

2.0 

-3.5 

-3.5 

20 

22/13 

-103 

0.00 

-0.19 

0.77 

-13.8 

-66.7 

-66.7 

5 

5/2 

-11 

0.00 

-0.43 

-0.16 

-2.2 

-0.2 

-0.2 

13 

16/7 

-1301 

0.00 

-0.01 

0.30 

NM 

^Qj| 

^f^| 

^EIl^l 

35/15 

NM 

0.13 

-0.10 

0.83 

11.6 

14.5 

14.9 

29 

35/16 

34 

0.55 

0.85 

1.25 

7.9 

10.3 

10.3 

50 

52/26 

54 

0.16 

0.93 

1.46 

-4.1 

9.8 

10.1 

31 

34/15 

45 

0.28 

0.68 

0.94 

9.8 

9.9 

9.9 

42 

45/22 

67 

0.00 

0.63 

1.12 

25.7 

15.3 

15.3 

50 

56/32 

50 

0.64 

1.00 

1.18 

12.8 

14.1 

14.1 

22 

27/12 

55 

0.00 

0.40 

0.57 

38.8 

14.3 

14.3 

40 

45/29 

48 

0.80 

0.84 

0.97 

-0.8 

3.7 

3.7 

39 

45/15 

151 

0.00 

0.26 

1.85 

206.5 

-64.4 

-64.4 

40 

45/12 

-12 

0.00 

-3.29 

1.11 

TOTAL  WORLDWIDE 

SALES  of  the 
semiconductor 
industry  in  2003 

Data:  The  Semiconductor  Industry  Assn .  Semiconductor 
Equipment  and  Materials  Intl.  company  reports 
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4.8 

7.1 

7.1 

22 

28/12 

52 

0.00 

0.43 

0.68 

11.2 

5.8 

5.8 

53 

63/32 

76 

0.00 

0.69 

1.12 
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WIRELESS  EMBRACE 


-4.4% 

THE  DECLINE  Of 

traditional  phone 
revenue  in  the 
fourth  quarter 

13% 

THE  INCREASE  in 

wireless  telecom 
revenue  in  the 
fourth  quarter 

$41 

billion 

AMOUNT  SBC 

Communications 
and  BellSouth 
agreed  to  pay  for 
AT&T  Wireless  last 
February 


Data: 
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DTE  Energy 
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CAPITAL 

6.9 
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COMMON 
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INVESTMENT  DATA 
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PRICE  $                      $ 

20            23/13 
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DIVIDEND 
YIELD 
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EARNINGS 

PER  SHARE 
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2.36 

ESTIMATED 
EARNINGS  PER 
SHARE  2004 

1.34 

ENERGIZED 

$1.83 

EXPECTED  AVERAGE 
U.S.  PRICE  for  a  gallon 
of  gas  this  spring,  a 
record  high 
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generated  energy 
over  the  past  three 
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Abbott  Laboratories  ABT  (15) 

35 

86 

40 

ACE  ACE  (12) 

190 

163 

77 

ADC  Telecommunications  ADCT  (21) 

466 

482 

446 

Adobe  Systems  ADBE  (19) 

258 

453 

311 

Advanced  Micro  Devices  AMD  (20) 

367 

336 

471 

AES  AES  (24) 

357 
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Aetna  AET  (14) 

191 

96 

120 

AFLAC  AFL  (12) 
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151 

138 

Agilent  Technologies  A  (21) 
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249 

494 

Air  Products  &  Chemicals  APD  (22) 
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241 

252 

Alberto-Culver  ACV  (8) 

429 

356 

386 

Albertson's  ABS  (6) 

255 

34 

180 

Alcoa  AA  (22) 

75 

76 
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Allegheny  Energy  AYE  (24) 

481 

386 
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Allegheny  Technologies  ATI  (22) 
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407 

473 

Allergan  AGN  (15) 

209 

419 

451 

Allied  Waste  Industries  AW  (17) 

460 
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392 

Allstate  ALL  (12) 
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45 

41 

Alltel  AT  (23) 
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117 

Altera  ALTR  (20) 

271 

478 

375 

Altria  Group  MO  (7) 

15 

16 

6 

Ambac  Financial  Group  ABK  (12) 
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455 

178 

Amerada  Hess  AHC  (9) 

348 
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Ameren  AEE  (24) 
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202 

American  Electric  Power  AEP  (24) 

170 

119 

127 

American  Express  AXP  (11) 

31 
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35 
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349  American  Greetings  AM  (2) 

40  American  International  Group  AIG  (12) 

185  American  Power  Conversion  APCC  (16) 

134  American  Standard  ASD  (16) 

101  AmerisourceBergen  ABC  (14) 

78  Amgen  AMGN  (15) 

331  AmSouth  Bancorporation  ASO  (10) 

209  Anadarko  Petroleum  APC  (9) 

153  Analog  Devices  ADI  (20) 

373  Andrew  AN  DW  (21) 

199  Anheuser-Busch  BUD  (7) 

55  Anthem  ATH  (14) 

115  AonAOC(12) 

28  Apache  APA  (9) 

471  Apartment  Investment  &  Mgmt.  AIV  (13) 

48  Apollo  Group  APOL  (17) 

207  Apple  Computer  AAPL  (21) 
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442  Applied  Materials  AMAT  (20) 
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Avery  Dennison  AVY  (17) 
Avon  Products  AVP  (8) 


Baker  Hughes  BMI  (9) 

Ball  BLL  (22) 

Bank  of  America  BAC I 

Bank  of  New  York  BK( 

Bank  One  ONE  (10) 

Bard  (C.R.)  BCR  (14) 

Bausch  &  Lomb  BOL  (1 

Baxter  International  B 

BB&TBBT(10) 

Bear  Stearns  BSC  (11) 

Becton,  Dickinson  B0> 

Bed  Bath  &  Beyond  BE 

BellSouth  BLS  (23) 

Bemis  BMS  (22) 

Best  Buy  BBY  (5) 

Big  Lots  BLI  (5) 

Biogen  Idee  BIIB  (15) 

BiometBMET(14) 

BJ  Services  BJS  (9) 

Black  &  Decker  BDK(; 

Block  (HAR)HRB  (17) 

BMC  Software  BMC  (1 

Boeing  BA  (16) 

Boise  Cascade  BCC  (5 

Boston  Scientific  BSX 

Bristol-Myers  Squibb  I 

Broadcom  BRCM  (20) 

Brown-Forman  BF.B  (7 

Brunswick  BC  (2) 

Burlington  Northern  Santa  Fe  BNI  (18) 

Burlington  Resources  BR  (9) 
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94 

Becton,  Dickinson  BOX  (14) 

192 

293 

193 

Bed  Bath  &  Beyond  BBBY  (5) 
BellSouth  BLS  (23) 

193 

313 

266 

49 

72 

28 

Bemis  BMS  (22) 
Best  Buy  BBY  (5) 

457 

375 

377 

133 

69 

158 

Big  Lots  BLI  (5) 

480 

316 

405 

Biogen  Idee  BIIB  (15) 

266 

487 

486 

BiometBMET(14) 

240 

438 

284 

BJ  Services  BJS  (9) 

315 

390 

339 

\    Black  &  Decker  BOK  (2) 

407 

301 

301 

L     Block  (HAR)HRB  (17) 

246 

326 

181 

-    BMC  Software  BMC  (19) 

395 

445 

449 

'     Boeing  BA  (16) 

71 

20 

163 

Boise  Cascade  BCC  (5) 

452 

212 

433 

i     Boston  Scientific  BSX  (14) 

73 

340 

224 

*  Bristol-Myers  Squibb  BMY  (15) 

*  Broadcom  BRCM  (20) 

44 

80 

36 

195 

431 

488 

J     Brown-Forman  BF.B  (7) 

342 

397 

313 

)     Brunswick  BC  (2) 

425 

321 

383 

OTHER  RANKINGS 

MARKET 
VALUE  SALES        PROFITS 

333  290  321 
139  235  170 


187  272  356 

421  281  328 

14  21   4 

92  247  93 

39  79  33 

379  444  369 

449  402  388 

126  195  121 

113  252  101 

267  227  94 

192  293  193 

193  313  266 
49  72  28 
457  375  377 
133  69  158 
480  316  405 
266  487  486 
240  438  284 
315  390  339 
407  301  301 
246  326  181 
395  445  449 

71  20  163 

452  212  433 

73  340  224 

44  80  36 

195  431  488 

342  397  313 

425  321  383 

198  184  143 

202  310   85 


RANK    COMPANY 

SYMBOL 
(INDUSTRY  GROUP) 


OTHER  RANKINGS 

MARKET 
VALUE  SALES         PROFITS 


85     Calpine  CPN  (24) 

471     194     394 

14    Campbell  Soup  CPB  (7) 

98    Capital  One  Financial  COF  (11) 

m    Cardinal  Health  CAM  (14) 

206     232     175 
140     177      95 
84       15       73 

6    Carnival  CCL  (3) 

67      237      91 

6    Caterpillar  CAT  (16) 

91       71       99 

2    Cendant  CD  (17) 

5    CenterPoint  Energy  CNP  (24) 

101      93       74 
445     178     211 

2    Centex  CTX  (2) 

330     164     149 

5    CenturyTelCTL(23) 

402     384     271 

0    Charter  One  Financial  CF  (10) 

282     366     177 

14 

ChevronTexaco  CVX  (9) 

19 

6 

11 

159 

Chiron  CHIR  (15) 

252 

427 

338 

52 

Chubb  CB  (12) 

175 

152 

136 

494 

Ciena  CIEN  (21) 
Cigna  CI  (14) 

456 

494 

476 

368 

291 

88 

182 

125 

Cincinnati  Financial  CINF  (12) 

305 

347 

261 

380 

CINergy  CIN  (24) 

310 

302 

236 

258  Cintas  CTAS  (17) 

389  Circuit  City  Stores  CC  (5) 

63  Cisco  Systems  CSCO  (21) 

111  Citigroup  C  (11) 

438  Citizens  Communications  CZN  (23) 

215  Citrix  Systems  CTXS  (19) 

154  Clear  Channel  Communications  CCU  (4) 

262  Clorox  CLX  (8) 

479  CMS  Energy  CMS  (24) 

69  Coca-Cola  KO  (7) 

208  Coca-Cola  Enterprises  CCE  (7) 

255  Colgate-Palmolive  CL  (8) 

364  Comcast  CMCSA  (4) 

401  Comerica  CMA  (10) 

453  Computer  Associates  Intl.  CA  (19) 

171  Computer  Sciences  CSC  (19) 

451  Compuware  CPWR  (19) 

486  Comverse  Technology  CMVT  (21) 

359  ConAgra  Foods  CAG  (7) 

8  ConocoPhillips  COP  (9) 

342  Consolidated  Edison  ED  (24) 

133  Constellation  Energy  Group  CEG  (24) 

394  Convergys  CVG  (19) 

345  Cooper  Industries  CBE  (16) 

392  Cooper  Tire  &  Rubber  CTB  (1) 

279  Coors(Adolph)RKY(7) 

470  Corning  GLW  (21) 

174  Costco  Wholesale  COST  (6) 


13 

78 

20 

227 

99 

168 

80 

171 

76 

465 


302  369  314 

468  181  443 

11  84  21 

5        7  2 

420  378  414 

432  491  387 

88  193  96 

233  318  206 

487  262  481 

13       78 
227      99 

80  171 

33       91 

237  342  172 

156  344  461 

289  129  217 

451  456  428 

416  483  448 

161  116  129 

53       8  19 

239  175  198 

320  180  218 

470  388  366 

375  324  309 

489  337  412 

465  325  363 

138  352  466 

125      26  151 


INC 

Countrywide  Financial  CFC  (10) 

137 

127 

47 

268 

Crane  CR  (16) 

477 

429 

397 

447 

CSX  CSX  (18) 

318 

222 

354 

297 

Cummins  CMI  (16) 

475 

248 

421 

112 

CVS  CVS  (6) 

159 

60 

130 

311 

Dana  DON  (1) 

446 

214 

362 

68 

Danaher  DMR  (16) 

169 

271 

197 

242 

Darden  Restaurants  DRI  (3) 

404 

286 

334 

67 

Deere  DE  (16) 

154 

107 

147 

16 

Dell  DELL  (21) 

22 

28 

42 

435 

Delphi  DPH  (1) 

350 

53 

452 
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(INDUSTRY  GROUP) 

OTHER  RANKINGS 

MARKET 
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497     133     485 

485 

Delta  Air  Lines  DAL  (18) 

459 

Deluxe  DLX  (17) 

474 

459 

349 

36 

Devon  Energy  DVN  (9) 

178 

230 

62 

458 

Dillard's  DDS  (5) 

490 

216 

430 

70 

Disney  (Walt)  DIS  (4) 

45 

52 

55 

32 

Dollar  General  DG  (5) 

301 

239 

285 

346 

Dominion  Resources  D  (24) 

111 

143 

256 

317 

Donnelley  (R.R.)RRD 

423 

289 

360 

322 

Dover  DOV  (16) 

285 

303 

302 

119 

Dow  Chemical  DOW  (22) 

60 

44 

61 

410 

Dow  Jones  DJ  (4) 

409 

433 

368 

374 

DTE  Energy  DTE  (24) 

317 

233 

219 

409 

Duke  Energy  DUK  (24) 

114 

75 

489 

355 

DuPont  DD  (22) 

54 

58 

HI 

429 

Dynegy  DYN  (24) 

484 

261 

477 

457 

Eastman  Chemical  EMN  (22) 

441 

260 

470 

443 

Eastman  Kodak  EK  (2) 

279 

132 

323 

143 

Eaton  ETN  (16) 

257 

215 

258 

13 

eBay  EBAY  (5) 

55 

398 

230 

173 

EcolabECL(22) 

307 

329 

306 

250 

Edison  International  EIX  (24) 

298 

142 

142 

489 

El  Paso  EP  (24) 

394 

218 

495 

10 

Electronic  Arts  ERTS  (19) 

165 

364 

210 

444 

Electronic  Data  Systems  EDS  (19) 

251 

77 

468 

339 

EMC  EMC  (21) 

72 

253 

212 

295 

Emerson  Electric  EMR  (16) 

90 

121 

105 

306 

Engelhard  EC  (22) 

422 

330 

325 

227 

Entergy  ETR  (24) 

172 

189 

133 

231 

EOG  Resources  EOG  (9) 

370 

421 

237 

316 

Equifax  EFX  (17) 

431 

461 

358 

398 

Equity  Office  Properties  Trust  EOP  (13) 

208 

343 

194 

445 

Equity  Residential  EQR  (13) 

275 

414 

341 

257 

Exelon  EXC  (24) 

103 

111 

139 

42 

Express  Scripts  ESRX  (14) 

356 

134 

318 

23 

Exxon  Mobil  XOM  (9) 

4 

2 

1 

88 

Family  Dollar  Stores  FDO  (5) 

323 

284 

315 

117 

Fannie  Mae  FNM  (10) 

29 

17 

9 

237 

Federated  Department  Stores  FD  (5) 

247 

114 

164 

274 

Federated  Investors  Fll  (11) 

430 

479 

352 

206 

FedEx  FDX  (18) 

no 

70 

176 

301 

Fifth  Third  Bancorp  FITB  (10) 

77 

243 

63 

87 

First  Data  FDC  (19) 

81 

207 

79 

148 

First  Tennessee  National  FTN  (10) 

347 
183 

373 
139 

221 

227 

325 

FirstEnergy  FE  (24) 

147 

Flserv  FISV  (19) 

300 

354 

281 

210 

FleetBoston  Financial  FBF  (10) 

51 

123 

44 

RANK 

COMPANY 

SYMBOL 
(INDUSTRY  GROUP) 

OTHER  RANKINCl 

MARKET 
VALUE          SALES 

436     198 

264 

Fluor  FLR  (16) 

m 

333 

Ford  Motor  F  (1) 

96 

4 

L* 

5 

Forest  Laboratories  FRX  (15) 

85 

379 

75 

Fortune  Brands  FO  (2) 

230 

256 
182 

192 

FPL  Group  FPL  (24) 

197 

r 

121 

Franklin  Resources  BEN  (11) 

166 

363 

h 

INC 

Freddie  Mac  FRE  (10) 

59 

NR 

93     Freeport-McMoRan  Copper  &  Gold  FCX  (22)    303     394 
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G 

Gannett  GCI  (4) 

i 

218 

99 

238     \ 

97 

Gap  GPS  (5) 

117 

109     1 

467 

Gateway  GTW  (21) 

479 

341 W 

73 

General  Dynamics  GD  (16) 

121 
1 

105     1 

221 

General  Electric  GE  (16) 

nil 

Jcfa 

142 

General  Mills  GIS  (7) 

135 
86 

161      1 

3       2 

,rL 

263 

General  Motors  GM  (1) 

Mb 

307 

Genuine  Parts  GPC  (5) 

338 

205     2 

Jota 

385 

Genzyme  GENZ  (15) 

211 

423  S| 

be 

395 

Georgia-Pacific  GP  (22) 

280 

82      3 

11 

139 

Gillette  G  (8) 

63 

188      8 

186 

Golden  West  Financial  GDW  (10) 

130 

328     9 

222 

Goldman  Sachs  Group  GS  (11) 

50 

67  1H 

421 

Goodrich  GR  (16) 

433 

306     4i 

KB  K 

437 

Goodyear  Tire  &  Rubber  GT  (1) 

488 

117     41 

KeHo 

fa 

370 

Grainger  (WW.)  GWW  (16) 

398 

294     3: 
440    * 

488 

Great  Lakes  Chemical  GLK  (22) 

493 

128 

Guidant  GDT  (14) 

106 

331     24 

H 

Halliburton  HAL  (9) 

<:• 

158 

167 

106     27 

h 

43 

Harley-Davidson  HDI  (1) 

151 
349 

283     14 
309    29 

k 

216 

Harrah's  Entertainment  HET  (3) 

h 

281 

Hartford  Financial  Services  Grp.  HIG  (12) 
Hasbro  HAS  (2) 

118 
418 

89     45 
349     36 

130 

95 

HCA  HCA  (14) 

108 

74       8c 

172 

Health  Management  Associates  HMA  (14) 

361 

371     29 

1  l! 

340 

Heinz(HJ.)HNZ(7) 

174 

211     161 

1 

439 

Hercules  HPC  (22) 

491 

413     41 

■  L 

IS 

234 

Hershey  Foods  HSY  (7) 

225 

317     221 

106 

Hewlett-Packard  HPQ  (21) 

30 

10      39 

i 

424 

Hilton  Hotels  HLT  (3) 

336 

327     37; 

22 

Home  Depot  HD  (5) 

24 

14  :■ 

! 

304 

Honeywell  International  HON  (16) 

79 

68       81 

1 

50 

Humana  HUM  (14) 

428 

140     32 

;* 

366 

Huntington  Bancshares  HBAN  (10) 

365 

385     25! 

167 

Illinois  Tool  Works  ITW  (16) 

98 

169     1* 

1 

i 

COMPANY 

SYMBOL 
(INDUSTRY  GROUP) 

OTHER  RANKINGS 

MARKET 
VALUE          SALES        PROFITS 

IMS  Health  RX  (14) 

343     446     379 

Ingersoll-Rand  IR  (16) 

205     172     186 

Intel  INTC  (20) 

International  Business  Machines  IBM  (21) 

8  50       18 

9  9       10 

Intl.  Flavors  &  Fragrances  IFF  (22) 

435     409     365 

International  Game  Technology  IGT  (3) 

171     393     250 

International  Paper  IP  (22) 

105      64      282 

Interpublic  Group  IPG  (4) 

321     258     479 

Intuit  INTU  (19) 

262     418     295 

ITT  Industries  ITT  (16) 


311     264     255 


|  Jabil  Circuit  JBL  (21) 

358 

277 

409 

]  Janus  Capital  Group  JNS  (11) 

403 

472 

116 

1  JDS  Uniphase  JDSU  (21) 

314 

490 

472 

1  Jefferson-Pilot  JP  (12) 

296 

332 

216 

[  John  Hancock  Financial  Services  JMF  (12) 

194 

168 

114 

1  Johnson  &  Johnson  JNJ  (15) 

10 

27 

12 

-    Johnson  Controls  JCI  (1) 

219 

66 

159 

<l  Jones  Apparel  Group  JNY  (2) 

385 

307 

279 

|   JPMorgan  Chase  JPM  (11) 

21 

25 

13 

9 

KB  Home  KBM  (2) 

454 

259 

262 

Kellogg  K  (7) 

149 

197 

141 

Kerr-McGee  KMG  (9) 

KeyCorp  KEY  (10) 

366 

315 

316 

173 

263 

124 

KeySpan  KSE  (24) 

337 

234 

244 

1    Kimberly-Clark  KMB  (8) 

74 

120 

66 

Kinder  Morgan  KM  1(24) 

293 

468 

260 

King  Pharmaceuticals  KG  (15) 

389 

436 

395 

KLA-Tencor  KLAC  (20) 

231 

454 

380 

Knight-Ridder  KRI  (4) 

341 

362 

292 

li    Kohl's  KSS  (5) 

131 

166 

187 

Kroger  KR  (6) 

164 

18 

107 

Leggett&PlattLEG(2) 

Lehman  Brothers  Holdings  LEM  (11) 

386 

305 

343 

100 

100 

64 

Lexmark  International  LXK  (21) 

228 

291 

235 

Lilly  (Eli)  LLY  (15) 

23 

137 

43 

>    Limited  Brands  LTD  (5) 

234 

192 

156 

Lincoln  National  LNC  (12) 

274 

273 

203 

I    Linear  Technology  LLTC  (20) 

188 

486 

310 

t    Liz  Claiborne  LIZ  (2) 

405 

312 

305 

!    Lockheed  Martin  LMT  (16) 

107 

46 

103 

t    Loews  LTR  (12) 

213 

112 

484 

I    Louisiana-Pacific  LPX  (22) 

461 

387 

296 

J     Lowe's  LOW  (5) 

56 

49 

58 

RANK    COMPANY 

OTHER  RANKINGS 

SYMBOL 
(INDUSTRY  GROUP) 

MARKET 
VALUE          SALES        PROFITS 

477     LSI  Logic  LSI  (20) 

413     425     474 

473     Lucent  Technologies  LU  (21) 

129     201     462 

169 

M&TBankMTB(10) 

204 

357 

191 

236 

Manor  Care  HCR  (14) 

447 

355 

390 

20 

Marathon  Oil  MRO  (9) 

222 

33 

no 

278 

Marriott  International  MAR  (3) 

232 

191 

220 

137 

Marsh  &  McLennan  MMC  (12) 

93 

147 

69 

238 

Marshall  &  llsley  Ml  (10) 

259 

368 

195 

66 

Masco  MAS  (16) 

180 

158 

148 

212 

Mattel  MAT  (2) 

273 

282 

196 

248 

Maxim  Integrated  Products  MXIM  (20) 

147 

460 

270 

386 

May  Department  Stores  MAY  (5) 

235 

130 

239 

426 

Maytag  MYG  (2) 

472 

288 

391 

146 

MBIA  MBI  (12) 

248 

439 

132 

19 

MBNA  KRB  (11) 

70 

146 

49 

213 

McCormick  MKC  (7) 

399 

391 

345 

100 

McDonald's  MCD  (3) 

68 

101 

71 

92 

McGraw-Hill  MHP  (4) 

157 

285 

165 

80 

McKesson  MCK  (14) 

284 

13 

185 

INC 

MeadWestvaco  MWV  (22) 

345 

226 

439 

189 

Medco  Health  Solutions  MMS  (14) 

261 

40 

242 

402 

Medlmmune  MEDI  (15) 

331 

470 

355 

56 

Medtronic  MDT  (14) 

42 

203 

56 

361 

Mellon  Financial  MEL  (11) 

168 

300 

167 

270 

Merck  MRK  (15) 

16 

73 

14 

400 

Mercury  Interactive  MERQ  (19) 

397 

493 

426 

329 

Meredith  M  DP  (4) 

463 

466 

404 

156 

Merrill  Lynch  MER  (11) 

40 

55 

24 

79 

MetLifeMET(12) 

87 

35 

54 

190 

MGIC  Investment  MTG  (10) 

326 

416 

214 

433 

Micron  Technology  MU  (20) 

253 

338 

487 

77 

Microsoft  MSFT  (19) 

2 

39 

7 

179 

MilliporeMIL(14) 

462 

481 

400 

463 

Molex  MOLX  (21) 

339 

406 

401 

INC 

Monsanto  MON  (22) 

265 

NR 

NR 

464 

Monster  Worldwide  MNST  (17) 

464 

485 

435 

180 

Moody's  MCO  (11) 

241 

458 

265 

217 

Morgan  Stanley  MWD  (11) 

36 

37 

26 

308 

Motorola  MOT  (21) 

58 

57 

125 

N 


350 

Nabors  Industries  NBR  (9) 

313 

412 

350 

90 

National  City  NCC  (10) 

104 

183 

51 

381 

National  Semiconductor  NSM  (20) 

309 

422 

419 

296 

Navistar  International  NAV  (16) 

444 

225 

417 

405 

NCR  NCR  (21) 

401 

266 

418 

163 

Network  Appliance  NTAP  (21) 

299 

469 

378 

393 

New  York  Times  NYT  (4) 

316 

345 

287 
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308     223     450 

461 

Newell  Rubbermaid  NWL  (2) 

65 

Newmont  Mining  NEM  (22) 

124 

346 

204 

86 

Nextel  Communications  NXTL  (23) 

83 

159 

70 

343 

Nicor  GAS  (24) 

483 

374 

393 

35 

Nike  NKE  (2) 

115 

154 

134 

315 

NiSource  Nl  (24) 

352 

251 

240 

434 

Noble  NE  (9) 

360 

473 

371 

54 

Nordstrom  JWN  (5) 

363 

240 

320 

369 

Norfolk  Southern  NSC  (18) 

264 

244 

249 

319 

North  Fork  Bancorporation  NFB  (10) 

329 

457 

254 

430 

Northern  Trust  NTRS  (11) 

220 

377 

245 

102 

Northrop  Grumman  NOC  (16) 

119 

62 

137 

428 

Novell  NOVL  (19) 

412 

467 

460 

478 

Novellus  Systems  NVLS  (20) 

378 

477 

441 

251 

Nucor  NUE  (22) 

376 

250 

416 

384 

NVIDIA  NVDA  (20) 

424 

415 

410 

0,P 


SYMBOL 
(INDUSTRY  GROUP) 

1     Progressive  PGR  (12) 

OTHER  RANKIN 

MARKET 
VALUE          SALES 

123     144 

351     ProLogis  PLD  (13) 

427     Providian  Financial  PVN  (11) 

340     484 
419     367 

176     Prudential  Financial  PRU  (12) 

95       54 

114     Public  Service  Enterprise  Grp.  PEG  (24) 

215     156 

11     Pulte  Homes  PHM  (2) 

324    19N0    | 

Q 

120 
17 
34 

482 


59 

Occidental  Petroleum  OXY  (9) 

136 

187 

68 

127 

Office  Depot  ODP  (5) 

362 

138 

288 

129 

Omnicom  Group  OMC  (4) 

155 

202 

169 

235 

Oracle  ORCL  (19) 

32 

179 

45 

72 

Paccar  PCAR  (16) 

244 

213 

201 

341 

Pactiv  PTV  (22) 

437 

350 

348 

160 

Pall  PLL  (16) 

440 

428 

376 

480 

Parametric  Technology  PMTC  (19) 

495 

489 

458 

287 

Parker  Hannifin  PH  (16) 

319 

242 

342 

181 

Paychex  PAYX  (19) 

196 

462 

286 

202 

Penney  (J.C.)  JCP  (5) 

269 

97 

264 

318 

Peoples  Energy  PGL  (24) 

482 

395 

398 

411 

PeopleSoft  PSFT  (19) 

281 

392 

406 

187 

Pepsi  Bottling  Group  PBG  (7) 

295 

167 

246 

44 

PepsiCo  PEP  (7) 

20 

59 

29 

419 

PerkinElmer  PKI  (21) 

459 

434 

420 

219 

Pfizer  PFE  (15) 

3 

24 

67 

276 

PG&E  PCG  (24) 

217 

165 

140 

362 

Phelps  Dodge  PD  (22) 

288 

319 

432 

415 

Pinnacle  West  Capital  PNW  (24) 

426 

365 

327 

272 

Pitney  Bowes  PBI  (17) 

245 

299 

213 

330 

Plum  Creek  Timber  PCL  (13) 

351 

463 

351 

472 

PMC-Sierra  PMCS  (20) 

434 

496 

444 

397 

PNC  Financial  Services  Group  PNC  (10) 

148 

254 

109 

462 

Power-One  PWER  (16) 

499 

495 

445 

284 

PPG  Industries  PPG  (22) 

238 

199 

208 

230 

PPL  PPL  (24) 

277 

268 

154 

151 

Praxair  PX  (22) 

201 

265 

188 

184 

Price  (T.  Rowe)  Group  TROW  (11) 

325 

471 

330 

324 

Principal  Financial  Group  PFG  (11) 

203 

185 

152 

26 

Procter  &  Gamble  PG  (8) 
Progress  Energy  PGN  (24) 

12 

23 

17 

157 

210 

200 

135 

455 
310 
321 
177 
388 
412 
241 
267 
286 
483 
280 


s 


Qlogic  QLGC  (21) 
Qualcomm  QCOM  (21) 
Quest  Diagnostics  DGX  (14) 
Qwest  Communications  Intl.  Q  (23) 


410 

492     m& 

48 

322     EE 

268 

292     ■ 

283 

124     11  | 

R.J.  Reynolds  Tobacco  Holdings  RJR  (7) 

369 

274 

. 

RadioShack  RSH  (5) 

354 

296 

- 

Raytheon  RTN  (16) 

185 

94 

]' 

Reebok  International  RBK  (2) 

469 

339 

, 

Regions  Financial  RF  (10) 

278 

334 

j 

Robert  Half  International  RMI  (17) 

414 

405 

- 

Rockwell  Automation  ROK  (16) 

353 

320 

Rockwell  Collins  COL  (16) 

346 

376 

3 

Rohm  &  Haas  ROM  (22) 

263 

245 

2 

Rowan  RDC  (9) 

473 

488 

4 

Ryder  System  R  (18) 

467 

287 

: 

449 

Sabre  Holdings  TSG  (19) 

442 

401 

4 

198 

Safeco  SAFC  (12) 

334 

229 

2 

448 

Safeway  SWY  (6) 

236 

36 

4 

354 

Sanmina-SCI  SANM  (21) 

322 

160 

4 

300 

SaraLeeSLE(7) 

134 

90 

c 

334 

SBC  Communications  SBC  (23) 

27 

30 

1 

476 

Schering-Plough  SGP  (15) 

89 

210 

4! 

294 

Schlumberger  SLB  (9) 

64 

128 

21 

371 

Schwab  (Charles)  SCH  (11) 

141 

323 

21 

323 

Scientific-Atlanta  SFA  (21) 

372 

432 

r, 

326 

Sealed  Air  SEE  (22) 

400 

335 

32 

29 

Sears,  Roebuck  S  (5) 

223 

29 

3 

109 

Sempra  Energy  SRE  (24) 

306 

220 

16 

166 

Sherwin-Williams  SHW  (5) 

371 

270 

Zi 

481 

Siebel  Systems  SEBL  (19) 

328 

447 

44 

239 

Sigma-Aldrich  SIAL  (22) 

406 

452 

35 

265 

Simon  Property  Group  SPG  (13) 

218 

382 

27 

152 

SLM  SLM  (11) 

127 

304 

71 

413 

Snap-on  SNA  (2) 

478 

389 

40 

466 

Solectron  SLR  (21) 

364 

162 

49 

175 

Southern  SO  (24) 

102 

153 

T. 
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Solutions  that  take  cost  out  of  your  business... 
...no  matter  where  your  company  does  business. 


jThe  Brother  Advantage 

Comprehensive  selection 


Increased  productivity 


>-  Lower  acquisition  costs 
>*  Reduced  consumable  costs 
»*  24/7/365  support  ami  service 
>~  Free  evaluation  program 


I 


Desktop  Laser  Solutions  Color  User  Solutions 


Murb-f  unction  Solutions 


Brother  Printer,  Fax  and  Multi-Function  Center®  models  — 
designed  to  increase  productivity  while  decreasing  overhead. 

Considering  that  over  94%  of  Fortune  1000  company  employees*  work 
outside  corporate  headquarters,  equipping  them  with  a  cost-effective 
solution  is,  to  say  the  least,  a  major  challenge. 

That's  why  Brother's  Commercial  Division  is  committed  to  providing 
superior  and  reliable  imaging  solutions  that  increase  productivity  while 
reducing  costs.  This  enables  businesses  like  yours  to  effectively  address 
critical  organizational  goals  and  challenges. 

But  it  is  our  product  reliability,  coupled  with  a  responsive  nationwide 
support  and  service  network,  that  has  companies  like  yours  putting 
Brother  at  the  top  of  their  requisition  lists. 

Brother's  Commercial  Division  welcomes  the  opportunity  to  put  our 
resources  to  work  for  you.  Contact  us  today  so  we  can  show  you  how  we 
can  positively  impact  your  bottom  line  while  enhancing  your  performance. 

For  more  information,  call  1-866-455-7713. 

*  Purchase  Influence  in  Larger  American  Businesses  (Erdos  &  Morgan,  2001). 


At  your  side. 


ai  your  siae. 

Dfotner 


Network  Printer  Solutions  F«  Solutions 


©  2003-2004  Brother  International  Corporation,  Bridgewater,  NJ  •  Brother  Industries  Ltd.,  Nagoya,  Japan 

For  more  information,  please  visit  our  Web  site  at  www.brother.com 
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RANK  COMPANY 

SYMBOL 
(INDUSTRY  GROUP) 

357  SouthTrust  SOTR  (10) 

347  Southwest  Airlines  LUV  (18) 

418  Sprint  FON  Group  FON  (23) 

420  Sprint  PCS  Group  PCS  (23) 

21  St.  Jude  Medical  STJ  (14) 

273  St.  Paul  SPC  (12) 

406  Stanley  Works  SWK  (2) 

39  Staples  SPLS  (5) 

25  Starbucks  SBUX  (3) 

423  Starwood  Hotels  &  Resorts  HOT  (3) 

387  State  Street  STT  (11) 

30  StrykerSYK(14) 

452  Sun  Microsystems  SUNW  (21) 

116  SunGard  Data  Systems  SDS  (19) 

85  Sunoco  SUN  (9) 

379  SunTrust  Banks  STI  (10) 

170  Supervalu  SVU  (6) 

15  Symantec  SYMC  (19) 

450  Symbol  Technologies  SBL  (21) 

313  Synovus  Financial  SNV  (10) 

31     Sysco  SYY  (6) 


OTHER  RANKINGS 

MARKET 


VALUE 


SALES        PROFITS 


f    T 

94 

Target  TGT  (5) 

474 

Teco  Energy  TE  (24) 

404 

Tektronix  TEK  (21) 

490 

Tellabs  TLAB  (21) 

378 
INC 

Temple-Inland  TIN  (22) 
Tenet  Healthcare  THC  (14) 

465 
194 
408 

TeradyneTER(20) 

Texas  Instruments  TXN  (20) 

Textron  TXT  (16) 

336 

Thermo  Electron  TMO  (21) 

468 

47 

150 

Thomas  &BettsTNB  (16) 
3M  MMM  (16) 
Tiffany  TIF  (5) 

271 

Time  Warner  TWX  (4) 

51 

TJX  TJX  (5) 

204 
327 
456 
162 
164 

TorchmarkTMK(12) 
Toys 'R' Us  TOY  (5) 
Transocean  RIG  (9) 

Travelers  Property  Casualty  TAP.B  (12) 
Tribune  TRB  (4) 

422 
283 

Tupperware  TUP  (2) 
TXU  TXU  (24) 

282 

Tyco  International  TYC  (16) 

u 


161     U.S.  Bancorp  USB  (10) 
344    Union  Pacific  UNP  (18) 
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216  351  160 

221  255  233 

152  125  294 

250  136  483 

189  408  273 

243  196  162 

448  372  403 

181  135  232 

160  308  289 

287  297  396 

122  279  153 

128  333  229 

132  155  493 

272  358  263 

382  108  283 

112  231  82 

417  85  319 

184  424  280 

411  437  455 

294  381  257 

94  56  131 


61  22  59 

453  370  454 

458  480  422 

408  474  467 

427  295  402 

359  NR  NR 

383  448  464 

46  174  90 

297  173  303 

391  400  364 

494  449  425 

38  92      46 

335  403  340 

28  31       32 

200  131  173 


43      118      27 

143     149     102 


RANK    COMPANY 

SYMBOL 
(INDUSTRY  GROUP) 

417  s Union  Planters  UPC  (10) 

335  Unisys  UIS  (19) 

132  United  Parcel  Service  UPS  (18) 

259  United  States  Steel  X  (22) 

61  United  Technologies  UTX  (16) 

4  UnitedHealth  Group  UNH  (14) 

196  Univision  Communications  UVN  (4) 

182  Unocal  UCL  (9) 

440  UnumProvident  UNM  (12) 

291  USTUST(7) 


OTHER  RANKINGS 


344 

360 

241 

438 

150 

335 
431 

249 

380 

120 

115 

65 

146 

267 

126 

496 

464 

424 

254 

157 

150 

41 

32 

92 

X,Y,Z 


377  Xcel  Energy  XEL  (24) 

303  Xerox  XRX  (21) 

229  Xilinx  XLNX  (20) 

254  XL  Capital  XL  (12) 

27  Yahoo!  YHOO  (19) 

107  YUM!  Brands  YUM  (3) 

165  Zimmer  Holdings  ZMH  (14) 

365  Zions  Bancorporation  ZION  (10) 


MARKET 
VALUE 

355 

SALES 

383 

201 

387 

257 

312 

26 

42 

415 

186 

47* 

48      48 

66 

51 

60 

207 

450 

37' 

242 

246 

15" 

396 

170     46! 

332 

420 

21' 

V 

214    Veritas  Software  VRTSE  (19) 

179 

417     304 1 

390     Verizon  Communications  VZ  (23) 

17 

12 

301 

240     VFVFC(2) 

380 

276     253| 

338    Viacom  VIA.B  (4) 

34 

61 

75  1 

441    Visteon  VC  (1) 

492 

98 

491 

309    Vulcan  Materials  VMC  (22) 

381 

361 

333| 

w 

89    Wachovia  WB  (10) 

37 

65 

23 

193    Walgreen  WAG  (6) 

65 

41 

89 

82     Wal-Mart  Stores  WMT  (6) 

6 

1 

8 

25 

140    Washington  Mutual  WM  (10) 

62 

95 

305    Waste  Management  WMI  (17) 

144 

148 

155 

243    Waters  WAT  (21) 

393 

475 

367 

233    Watson  Pharmaceuticals  WPI  (15) 

374 

442 

344 

3    WellPoint  Health  Networks  WLP  (14) 

142 

81 

119 

96     Wells  Fargo  WFC  (10) 

18 

47 

15 

126    Wendy's  International  WEN  (3) 

388 

348 

326 

289     Weyerhaeuser  WY  (22) 

57     Whirlpool  WHR  (2) 
298    Williams  WMB  (24) 
460    Winn-Dixie  Stores  WIN  (6) 
337     Worthington  Industries  WOR  (22) 
135    Wrigley(Wm.)Jr.WWY(7) 
266    WyethWYE(15) 

162 

83 

300 

373 

141 

247 

377 

102 

437 

500 

145 

429 

486 

399     423 

186 

353 

231 

47 

110 

53 

312 

219 

205  1 

212 

113 

267 

163 

451 

337  1 

229 

221 

248 

82 

430 

324 

224 

208 

183 

158 

410 

298 

368 

411 

272 

Hi 


Advanced  Micro  Devices,  Inc. 
American  Electric  Power 
Baxter  International  Inc. 

Cinergy  Corp. 

Eastman  Kodak  Company 

FPL  Group,  Inc. 

General  Motors  Corporation 

Holcim  (US)  Inc. 

IBM  Corporation 

Interface,  Inc. 


International  Paper 

Johnson  &  Johnson 

Miller  Brewing  Company 

National  Renewable  Energy  Laboratory 

Norm  Thompson  Outfitters,  Inc. 

Pfizer,  Inc. 

PSEG 

SC  Johnson  &  Son,  Inc. 

St.  Lawrence  Cement 

United  Technologies  Corporation 
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These  corporate  leaders  have  stepped  up  to  the  challenge 
of  protecting  the  global  climate.  Are  you  next? 


I 


Mil 


ongratulations  to  these  Climate  Leaders  for  setting  aggressivwargets  to  reduce  greenhouse  gas  emissions. 

jlimate  1  eaders  is  a  voluntary  EPA  industry-government  partnership  th^Fenconrages  companies  to  develop  long-term  climate 
tange  strategies  For  more  information  on  how  your  company  can  jy>  the  effort  to  make  our  planet  a  better  place  to  live  and 
ork,  lo  oui  website:  www.epa.gov/climateleaders.  & 


CLIMATE^ 


Ik 


U.S.  Environmental  Protection  Agency 


ADVERTISING     SECTION 


that  Motivate 


For  most  companies,  a  sizable  portion  of  a  corporate  travel  budget 
goes  to  meetings.  And  while  many  attendees  consider  meetings  a 
necessary  evil,  some  organizations  are  taking  a  more  strategic  view, 
looking  at  them  as  an  opportunity  to  manage  several  corporate  objectives 
simultaneously:  to  accomplish  a  specific  business  purpose,  challenge  the 
troops,  and  add  some  much-earned  R  &  R  for  road  warriors. 


Make  Meetings  Rewarding 
at  Radisson 

"We've  seen  a  significant  increase  in 
this  kind  of  hybrid  meeting,"  said  Larry 
Winston,  vice  president  of  sales  for 
Radisson  Hotels  &  Resorts,  a  global 
chain  with  436  hotels  in  61  countries. 
"We  don't  see  a  distinct  separation  of 
business  and  leisure  any  more.  A  business 
trip  will  likely  have  a  leisure  component; 
a  traveler  will  arrange  for  an  afternoon 
off,  to  explore  a  city  or  play  golf. 
Business  travelers  often  bring  spouses 
along,  or  they  may  add  a  day  or  two  at 
either  end  of  a  business  trip  to  turn  it 
into  a  mini-vacation." 

Meeting  programs  are  being  designed 
with  this  business-leisure  combination 
in  mind  as  well,  Winston  added. 
"Many  of  our  corporate  customers  are 
planning  meetings  from  Wednesd  xy 
through  Friday  so  that  attendees  can 
stay  on  for  a  few  days  of  R  &  R,' 
said.  "It's  much  appreciated  by  tra*        s 
-  and  their  families."  This  trend  has 


been  gathering  so  much  momentum 
that  Radisson  has  partnered  up  with 
a  number  of  Convention  and  Visitors 
Bureaus  across  the  country  to  offer 
pre-  and  post-vacation  packages. 

Whether  or  not  attendees  opt 
for  an  add-on,  many  companies  are 
introducing  leisure  components  within 
the  meeting  agenda,  Winston  added. 
"We're  seeing  a  lot  of  companies 
holding  meetings  in  the  morning  and 
offering  golf,  ropes  courses,  virtually 
any  land  of  event  that  helps  colleagues 
bond  and  network,  in  the  afternoon." 
Radisson  executives  themselves  are 
planning  internal  meetings  this  way. 
"We'll  offer  an  optional  breakout 
session  for  attendees  who  want  to 
continue  brainstorming,"  Winston 


V* 


k 


for  example,  are  wired  for  high-spee 
Internet  access  in  guest  rooms  and 
with  Wi-Fi  hot  spots  in  public  areas 
Radisson  hotels  and  resorts  also  hav 
meeting-room  configurations  that 
accommodate  different  kinds  of  meet  I 
ings,  including  those  that  require 
multiple  breakout  rooms,  sophisticate 
a/v,  and  complex  catering. 

Second,  choose  a  destination  whe 
there's  a  multitude  of  recreational  an 
cultural  activities. 


"We're  seeing  a  lot  of  companies  holding  meetings  in  the  morning 
and  offering  golf,  ropes  courses,  virtually  any  kind  of  event  that 
helps  colleagues  bond  and  network,  in  the  afternoon." 


7    a 


explained.  "But  we'll  also  provide  the 
hoice  of  a  golf  clinic,  snowmobiling, 
ga,  or  massage.  We  deliberately  plan 
e  events  when  it's  still  light  out, 
1  attendees  aren't  exhausted  from 
*nse  day  of  meetings,  and  wrhen 
;1  they  can  reallv  take  advantage 
of  tin      ^tel's  -  and  the  destination's  - 
offer;  r       Then,  we  resume  meetings 
from  5        6:00pm.  What  we're  seeing 
is  that  p<-       e  are  returning  refreshed, 
energized,  aid  ready  to  focus." 

How  Cc         lies  Can  Best  Plan 
a  Reward        ^ting 

First,  make  sure  rhe  hotel  works  well 
for  the  primary  function:  meeting  a 
business  objective.  .Most  Radissons, 


Third,  look  for  a  place  that  has 
competitive  airline  service,  since  atten 
dees  are  likely  to  be  cost- conscious 
if  they're  bringing  a  family  along. 
Family-friendly  dining,  such  as  TGIF 
restaurants,  is  a  plus  as  well.  For  more 
information  on  meetings  at  Radisson, 
visit  www.radisson.com. 

WRITER:  Julie  Moline  is  a  business  travel  specialist  and 
former  editor-in-chief  of  Corporate  Travel  magazine. 

DESIGN:  Sundberg  &  Associates  Inc 

PRODUCED  BY:  MeigsMedia  Group.  Inc.,  Millbrook,  Nj 
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For  information  about  Special  Advertising  Sections, 
e-mail  Stacy  Sass  McAnulty  at: 
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PLAN  FOR  MORE  PRODUCTIVE  MEETINGS. 

Great  meetings  are  all  in  the  details  and  Radisson  helps  you  bring  them  all  together  Your  Event 
by  RadissonSM  keeps  your  attendees  all  on  the  same  page  •  with  a  private  customized  web  site 
that  delivers  meeting  agendas  information,  and  special  local  interest  links.  Who  knew  planning 
an  event  could  be  so  easy?  Book  online  at  www  radisson.com  or  call  1-800-333-3333. 
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BY  GENE  G.  MARCIAL 

IS  TOYS  'R'  US  SET  TO  SPIN  OFF  ITS  CROWN  JEWEL,  BABIES  'R'  L 


DISTRESSED  DEBT  LEADS  TO  HAPPY  RESULTS  AT  ASTA  FUNDING 


CARACO  GENERICS  LOOKS  TEMPTING  TO  INDIAN  DRUGMAKER  S 
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THE  PIECES  ARE 
WORTH  A  LOT 


DOLLARS 
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Data  Bloomberg  financial  Markets 


New  Plays  at  Toys  'R'  Us 

TOYS  HAVE  BEEN  A  DRAG  at,  of  all  places,  Toys  'R'  Us 
(TOY),  which  has  1,600  outlets  worldwide.  Wal-Mart 
Stores'  march  has  cut  into  Toys.  But  despite  its 
lackluster  results  in  2003,  the  stock  has  moved  up  from  10.37 
on  Nov.  19  to  15.26  on  Mar.  24.  Some 
pros  say  it's  undervalued.  On  a  sum-of- 
the-parts  basis,  Toys  is  worth  27,  says 
Mark  Rowen  of  Prudential  Securities, 
who  rates  the  stock  "overweight." 
Toys'  crown  jewel— Babies  'R'  Us,  with 
199  stores— had  operating  profits  of 
$202  million  in  2003.  Toys  could  spin 
off  Babies  as  part  of  a  plan  to  unlock 
the  value  of  its  assets,  says  Rowen. 
Babies  alone  is  worth  14  a  share,  he 
figures,  based  on  the  $227  million  he 
sees  it  earning  in  2004.  Toys  has  hired 
Credit  Suisse  First  Boston  to  develop  a  strategic  plan  that  may 
include  spinning  off  Babies  and  unloading  other  stores  and 
real  estate.  On  Mar.  3,  Toys  sold  124  of  its  146  Kids  'R'  Us 
stores  to  Office  Depot  for  $197  million.  Lisa  Myers  of 
Templeton  Global  Advisors,  which  has  a  6%  stake,  says  that, 
despite  hard  times,  Toys  still  produces  huge  free  cash  flow. 
Kara  Cheseby  of  T  Rowe  Price  Group,  which  owns  4%,  thinks 
Toys  will  sell  100  U.S.  stores  and  convert  a  further  50  into 
Babies  stores,  even  if  it  were  to  spin  off  the  unit.  Gary  Baiter 
of  UBS  Securities  figures  Toys  will  earn  78<t  a  share  in  2004, 
vs.  $1.09  in  2003.  In  2005,  he  expects  $1.12  (before  a  spin- 
off). He  rates  it  a  buy. 

Astals 

Really  Cleaning  Up 

WHEN  LITTLE-KNOWN  Asta  Funding  (ASFI)  was  first 
mentioned  in  this  column,  on  Feb.  24, 2003,  the 
stock  traded  at  7  If  s  now  at  18.60.  (It  split  2-for-l  on 
Mar.  23, 2004.)  Asta  buys  receivables,  or  unpaid  debts,  from 
banks,  finance  companies,  and  other  service  providers,  paying 
a  penny  to  36$  on  the  dollar,  depending  on  the  chances  of 
collecting.  With  the  stock's  sharp  rise,  is  it  time  to  bail  out? 
Not  at  all,  says  Audrey  Snell  of  investment  firm  Brean  Murray, 
who  reiterated  her  "strong  buy"  rating.  The  stock  remains 
undervalued  compared  with  its  peers,  she  says,  with  a  price 
just  12  times  her  2004  earnings  forecast  of  $1.50  a  share,  vs. 
the  industry's  p-e  of  15  to  16.  For  2005,  she  sees  $1.82,  or  a 
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ratio  of  10.  In  2003,  Asta  earned  $1.12. 
"We  are  doing  the  same  disciplined 
buying  of  debt,  but  on  a  much  larger 
scale,"  says  CEO  Gary  Stern.  From  May 
to  December,  Asta  bought  distressed 
debt  of  $4-5  billion,  for  which  it  paid 
$146  million.  Asta  turns  the  leg  work 
over  to  collection  agencies.  Steven 
DeLaney  of  investment  firm  Ryan 
Beck,  which  has  done  banking  for 
Asta,  says  it  had  the  largest  portfolio  of 
receivables  ($8.3  billion)  in  2003  in 
the  industry.  He  rates  Asta  "outperform." 

How  Caraco 
Could  Get  Swallowed 

DETROIT'S  CARACO  PHARMACEUTICAL  Laboratorier 
(CPD),  a  small  maker  of  generics,  has  caught  the  eye 
India's  Sun  Pharmaceutical.  In  February,  Sun  raised 
holding  in  Caraco  from  49%  to  62%,  paying  9  a  share  for  thi 
stakes  of  two  Caraco  ex-directors.  The  stock  is  now  at  9.16 
Some  pros  think  Sun  is  out  to  acquire  Caraco,  with  which  it 
a  link:  In  2002,  Sun  agreed  to  provide  Caraco  with  the  formi 
for  25  generics.  In  return,  Sun  would 
receive  Caraco  shares  for  each  drug 
Caraco  developed  with  Sun's  knowhow. 
"There's  a  good  chance  that  Sun  will 
eventually  buy  all  of  Caraco,"  says  Sven 
Monberg  of Superstock  Investor,  which 
focuses  on  takeover  targets.  More  than 
a  third  of  Indian  drug  patents  expire  in 
2005,  he  notes,  creating  a  big  opening 
for  generics.  Sun  would  also  gain  entry 
to  the  U.S.  market,  says  Monberg. 
Caraco  earned  $11  million,  or  44<t  a 
share  in  2003,  vs.  a  loss  of  $2.26 
million,  or  104  in  2002.  Based  on  estimated  cash  flow  in  200' 
of  764  to  80<t  a  share,  Monberg  figures  the  stock  is  worth  14 1 
16.  Among  big  investors:  Fleet  Boston  and  Galleon  Group 
Caraco  didn't  return  a  call  for  comment.  ■ 
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Gene  Marcial's  Inside  Wall  Street  is  posted  at 
businessweek.com/today.htm  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays.  See  Gene  on  Fridays  at  1:20  p.m. 
EST  on  CNNfn's  The  Money  Gang. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  thei 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investmei 
banking  or  other  financial  relationships  with  them. 
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j  R:  The  tax-efficient  way  to  buy  the  whole  S&P  500  in  one  share. 
72  more  at  www.amex.com/SPY  or  call  i-8oo-77ZE  AMEX. 


They  quietly  stalk  the  S&P  500  without 
falling  prey  to  tax  surprises. 


« 


.e 


i 


I  EET 


Spiders  are  a  sound 
investment  all  year  long,  but 
chances  are,  around  the  15th  of 
April  you'll  find  them  even  more 
to  your  liking.  In  fact,  Spiders 
might  even  provide  the  kinds  of 
surprises  that  could  make  that 
annual  visit  to  your  accountant 
much  more  palatable. 

You  see,  these  tax-friendly 
Spiders  help  you  avoid  unfore- 
seen capital  gains  taxes  investors 
can  be  saddled  with  on  other 
kinds  of  funds!  That's  because 
Spiders  have  lower  portfolio 
turnover,  only  selling  securities 
to  reflect  changes  to  the  composi- 
tion of  the  S&P  5°°-  minimizing 
capital  gains  distributions. 

Capital  gains  taxes  are  also 
mitigated  because  Spiders  don't 
sell  underlying  stocks  to  pay 
investors  who  cash  out  over  the 
course  of  the  year.  So  when 
some  shareholders  sell,  those 
remaining  aren't  left  to  shoulder 
the  tax  burden. 

Spiders  (SPY)  are  exchange 
traded  funds  (ETFs),  with  each 
share  giving  you  a  piece  of  the 
entire  diverse  basket  of  S&P  500 
stocks.  They  can  be  bought 
and  sold  through  your  broker 
during  the  trading  day.  There 
are  over  one  hundred  exchange 
traded  funds  listed  on  the 
American  Stock  Exchange. 

Ask  your  advisor  for  more 
details,  and  surprise  yourself 
with  greater  opportunities 
instead  of  unanticipated  taxes. 

AMERICAN 

STOCK  EXCHANGE' 


ual  brokerage  rommission  applies.  Since  inception  in  1993,  lne  SPDR  Truil  ha>>  distributed  only  $O.It>  in  short  and  long-term  capital  gains. 

investor  should  consider  investment  objectives,  risks,  charges  and  expenses  before  investing.  To  obtain  a  prospectus, 
ich  contains  this  and  other  information,  go  to  www.amex.com/SPY  or  call  1-800-THE  AMEX.  Please  read  the 
>spectus  carefully  before  investing.  Consult  your  tax  advisor. 

PS  Distributors,  Inc.,  a  registered  brolter-dealer,  is  distributor  for  the  SPDR  Trust,  a  unit  investment  trust. 
3Rs  are  subject  to  risks  including  possible  loss  of  principal. 

5  500v  and  SPDR1  are  trademarks  of  The  McGraw-Hill  Companies,  Inf..  and  have  been  licensed  for  use  by  PDR  Services  LLC  and  American  Stock 

DRs  are  not  sponsored,  endorsed,  sold  or  promoted  by  Standard  &  Poor's  and  Standard  &.  Poor's  makes  no  representation  regarding  the 
ity  of  investing  in  SPDRs.  ©2004  amewcan  stock  ixohanoi 
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COMMENTARY 

It  was  another  rocky  week  for 
stocks  as  both  the  Dow  and  S&P 
500  fell  five  straight  days. 
NASDAQ  managed  to  eke  out  a 
small  gain  on  Mar.  24,  to  brake 
its  decline.  The  markets' 
downward  drift  came  during  a 
week  light  on  economic  data, 
with  investors  spooked  by  any 
terror-related  news.  Oil  stocks 
fell  on  lower  prices,  while 
Treasuries  firmed  on  the  jitters. 

Data:  Bloomberg  Financial  Markets.  Reuters 


MUTUAL  FUNDS 


4-WEEK  TOTAL  RETURN 

WEEK  ENDED  MAR.  23 

■I  SAP  500  ■  U.S.  DIVERSIFIED  »  ALL  EQUITY 


52-WEEK  TOTAL  RETURN 

WEEK  ENDED  MAR.  23 

■  SIP  500  ■§  U.S.  DIVERSIFIED  »  ALL  EQUITY 


%  8  16  24  32  40 

Data:  Standard  &  Poor's 
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THE  WEEK  AHEAD 


CONSUMER  CONFIDENCE 

Tuesday,  Mar.  30, 10  a.m. 
EST  »  The  Conference  Board's 
March  confidence  index  is 
expected  to  have  improved  to  89.5, 
based  on  the  median  forecast  of 
economists  surveyed  by  Informa 
Global  Markets.  In  February,  the 
index  dropped  to  87.3. 
FACTORY  INVENTORIES 
Wednesday,  Mar.  31, 10  a.m. 
EST  »  Manufacturing  inventories 
probably  increased  0.4%  in 


U.S.  MARKETS 

MAR  24 

WEEK 

%  CHANGE 

YEAR  TO     LAST  12 

DATE      MONTHS 

S&P  500 

1091.3 

-2.9 

-13 

26.3 

Dow  Jones  Industrials 

10,048.2 

-2.4 
-3.4 

-33 
-4.7 

22.3 

NASDAQ  Composite 

1909.5 

39.4 

S&PMidCap400 

577.9 

-3.1  s 

0.3 

40.9 

S&P  SmallCap  600 

272.4 

-3.3 

0.7 

46.8 

Wilshire  5000 
SECTORS 

10,662.5 

-2.9 

-1.3 

30.3 

BusinessWeek  50* 

610.2 

-2.1 

-13 

13.5 

BW  Info  Tech  100" 

336.7 

-3.2 

-33 

25.5 

S&P/BARRA  Growth 

5373 

-2.7 

-3.2 

19.0 

S&P/BARRA  Value 

549.3 

-3.1 

-0.5 

34.0 

S&P  Energy 

225.6 

-4.8 

0.7 

23.8 

S&P  Financials 

386.0 
125.8 

-3.2 

1.6 

34.2 

S&P  REIT 

-0.2 

8.7 

39.9 

S&P  Transportation 

1843 

-1.8 

-8.4 

14.9 

S&P  Utilities 

121.1 

-2.2 

2.3 

30.3 

GSTI  Internet 

134.1 

-5.0 

-7.3 

53.7 

PSE  Technology 

685.4 

-2.9 

-L7 

46.5 

GLOBAL  MARKETS  mar .24         week 

S&P  Euro  Plus  (U.S.  Dollar)       1136.4        -3  5 
London  (FT-SE 100)  4309.4        -3.3 

Paris  (CAC  40)  3518.5        -3.8 

Frankfurt  (DAX)  3726.1        -4.4 

Tokyo  (NIKKEI  225)  11365.0        -0.6 

Hong  Kong  (Hang  Seng)  12,678.1         -2.3 

Toronto  (S&P/TSX  Composite)  84203         -2.1 
Mexico  City  (IPC)  10.161.7         2.0 

FUNDAMENTALS  mar  23 

S&P  500  Dividend  Yield  1.63% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  213 

S&P  500  P/E  Ratio  (Next  12  mos.)*  17.4 

First  Call  Earnings  Revision*  1.51% 


%ci 

YEARTC 
DATE 

-16 
-3.7 
-U 
-6.0 
6.4 
0.8 
2.4 
15.5 


k 

llv 


safer 


•Mar.  19, 1999=1000     "Feb.  7. 2000=1000 


TECHNICAL  INDICATORS  mar. 23 

S&P  500  200-day  average  1055.1 

Stocks  above  200-day  average  76.0% 

Options:  Put/call  ratio  0.80 

Insiders:  Vickers  NYSE  Sell/buy  ratio    6.78 


WEEK  AGO 

1.60% 
22.3 
17.7 
0.89% 

•First 
WEEK  AGO 

1051.9       l\ 
79.0% 
0.85 

6.91 


BEST-PERFORMING 
GROUPS 

Casinos 
Homebuilding 
Specialized  Finance 
Fertilizers  &  Ag.  Chems. 
Building  Products 


EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN 


LAST 
MONTH* 

LAST  12 
MONTHS* 

13.9 

Divsfd.  Metals  &  Mining  125.7 

12.1 

Fertilizers  &  Ag.  Chems.  115.2 

7.4 

Homebuilding                103.3 

6.6 

Wireless  Services           102.6 

5.4 

Steel                             92.0 

WORST-PERFORMING 
GROUPS 

Photographic  Products 
Aluminum 

Application  Software 
Food  Chains 
Conglomerates 


LAST 
MONTH  I 

-12.5 
-11.1 
-10.0 
-9.7 
-9.6 


Photographic  Products 
Airlines 

Health-Care  Facilities 
Trading  Cos.  &  Distribs. 
Pharmaceuticals 


LEADERS 

Japan  8.7 

Real  Estate  4.2 

Diversified  Pacific/Asia  1.9 

Precious  Metals  1.9 

LAGGARDS 

Europe  -6.1 

Technology  -6.1 

Communications  -5.3 

Large-cap  Growth  -3.8 

EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN 
LEADERS 

American  Heritage  30.0 

Rydex  Dynam.  Vent.  100  12.9 

ProFunds  UltSh.  OTC  Inv.  12.9 

Fidelity  Japan  Small  Co.  12.6 

LAGGARDS 

ProFds.  Smicdr.  Ultsr.  Inv.  -14.2 

ProFunds  UltraOTC  Inv.  -12.7 

Rydex  Dynam,  Veloc.  100  -12.6 

PFds.  Pharmcls.  Usr.  Inv.  -12.1 


52-WEEKTOTAL  RETURN 
LEADERS 

Precious  Metals 
Diversified  Emerg.  Mkts. 
Latin  America 
Pacific/Asia  ex-Japan 

LAGGARDS 

Domestic  Hybrid 
Large-cap  Growth 
Miscellaneous 
Large-cap  Blend 


%      52-WEEKTOTAL  RETURN 


76.0 
72.6 
71.1 
61.9 

20.2 
23.5 
25.2 
25.5 


% 


INTEREST  RATES 


KEY  RATES 

UflMAU    "-»-|j-|    ChuI. 

Money  mantei  runes 
90-Day  Treasury  Bills 
2-Year  Treasury  Notes 
10-Year  Treasury  Notes 
30-Year  Treasury  Bonds 
30-Year  Fixed  Mortgage  f 


MAR,  24 

0.58% 

034 

L45 

3.71 

4.66 

5.38 


WEEK  AGO 

0.59% 

0.94 

1.48 

3.68 

4.64 

5.33 

tBanxQuot 


lid 


LEADERS 

Apex  Mid  Cap  Growth  137,2 

Pacific  Advs.  Sm.  Cap  A  120.7 

U.S.  Gl.  Invs.  Pr.  Minis.  120.6 

Scudder  Gd.  &  Pr.  Mtls.  S  118.4 

LAGGARDS 

ProFunds  UltSh.  OTC  Inv.  -471 

Rydex  Dynam.  Vent.  100  -46.9 

Rydex  Dyn.  Tempest  500  -40.8 

ProFunds  UltraBear  Inv.  -40.8 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 


10-YR.  BONO 

General  Obligations 

3.28% 

4. 

Taxable  Equivalent 

4.69 

6. 

Insured  Revenue  Bonds 

3.46 

4. 

Taxable  Equivalent 

4.94 

6. 

!krU 
78 

■k 
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February.  Factory  inventories  rose 
0.2%  in  January. 

VEHICLE  SALES  Thursday,  Apr. 
1  »  Sales  of  U.S.-made  and 
imported  cars  and  light  trucks 
during  March  probably  moved  up 
to  an  annual  rate  of  16.7  million, 
after  improving  to  16.4  million  in 
February. 

PURCHASING  MANAGERS'  INDEX 
Thursday,  Apr.  1, 10  a.m. 
EST  »  The  Institute  for  Supply 
Management's  industrial-activity 


index  for  March  probably  slipped 
to  59%,  after  moderating  to  61.4% 
in  February. 

EMPLOYMENT  Friday,  Apr.  2, 
8:30  a.m.  EST  »  March 
nonfarm  payrolls  are  expected  to 
have  increased  by  85,000,  after  a 
rise  of  just  21,000  positions  in 
February.  The  unemployment  rate 
most  likely  rose  to  5.7%.  The 
average  workweek  probably  stood 
pat  at  33.8  hours  and  hourly 
earnings  likely  rose  0.2%. 


■>.. 


The  BusinessWeek  production  in 
climbed  to  214.4  for  the  week  en 
Mar.  13,  and  increased  10.7%  fi 
the  previous  year.  Before  calculal 
of  the  four-week  moving  average, 
index  inched  up  to  214.5. 


BusinessWeek  onli  1 


For  the  BW50,  more  investmen 
data,  and  the  components 
of  the  production  index  visit 
www.businessweek.com^nagazine^xtra 
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ie  Companies 

idex  gives  the  starting  page  for  a  story  or  feature  with 
lificant  reference  to  a  company.  Most  subsidiaries 
dexed  under  their  own  names.  Companies  listed  only 
•les  are  not  included. 
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Editorials 


A  Tool  Belt 
For  Investors 


EACH  YEAR  SINCE  1997,  we  have 
published  the  BusinessWeek  50,  our 
selection  of  the  top-performing  U.S. 
companies.  The  ranking  is  based  on  a 
wide  array  of  measures,  including  growth 
in  revenues,  profits,  and  returns  to  shareholders 
(page  78).  Add  it  up  and  our  list  spodights 
companies  that  have  done  well  on  many  fronts 
through  the  economy's  ups  and  downs. 

What's  striking  about  this  year's  class  is  the  breadth  of 
companies  and  sectors  represented.  The  standouts  include 
Lowe's  and  Best  Buy  in  retailing;  Wellpoint  Health,  Stryker, 
and  Humana  in  health  care;  Intel,  Dell,  and  Symantec  in 
technology;  and  insurers  Progressive  and  ACE. 

As  an  analytic  tool,  the  BW50  is  a  useful  guide  to 
companies  leading  their  industries  as  the  economy  gathers 
strength.  They're  pushing  ahead  with  innovative  products, 
creative  strategies,  and  a  clear  focus  on  customers.  For 
investors,  the  list  provides  a  good  map  for  finding  future 
winners  among  the  broad  universe  of  companies  in  the 
Standard  &  Poor's  500-stock  index  (page  127).  But  most  of  all, 
the  BW50  highlights  those  companies  whose  winning  ways 
are  role  models  for  the  rest  of  Corporate  America. 


Weaning  the  U.S. 
From  Foreign  Oil 


ENERGY  ANALYSTS  have  recently  raised 
questions  about  the  amount  of  oil  that  can 
be  easily  pumped  from  Saudi  oil  fields,  the 
world's  biggest.  The  Saudis  are  down- 
playing those  worries,  arguing  they  could 
boost  output  to  10  million  barrels  a  day,  up  from  8.5 
million  now,  and  sustain  that  level  for  decades  (page 
62).  Still,  skeptics  fret  that  reserve  estimates 

are  overstated,  and  that  Saudi  oil  may  be  more  expensive  to 
produce  than  forecast. 

No  matter  who's  right,  there's  a  growing  sense  that  the 
era  of  cheap  oil  may  be  over.  Even  if  the  price  of  crude  oil 
dips  from  its  current  level  of  $37  per  barrel,  strong  demand 
from  China,  India,  and  the  rest  of  booming  Asia  may  keep  a 
floor  under  prices.  And  the  growing  political  volatility  of  the 
Middle  East  makes  it  more  risky  to  assume  that  oil  will 
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flow  as  smoothly  as  it  has  over  the  past  20  years. 

The  U.S.  needs  a  strategy  to  deal  with  the  looming 
problems.  Short  run,  the  question  is  how  to  hold  down  i 
with  minimum  pain  and  maximum  effectiveness.  One 
necessary  step  is  to  increase  fuel- economy  standards  fori 
and  sport-utility  vehicles  even  if  it  means  imposing  morJ 
constraints  on  consumers.  Another  key  policy:  boost  tax  | 
incentives  for  cars  with  hybrid  engines  offering  much 
better  mileage. 

Longer  term,  the  big  issue  is  the  lack  of  innovation  in 
energy  sector.  Research  and  development,  both  private  i 
public,  has  faltered.  An  essential  part  of  any  forward-thi 
policy  is  an  increase  in  government  funding  for  basic  anc 
early-stage  applied  research  in  such  areas  as  solar  powerl 
fuel  cells.  There  are  more  reasons  than  ever  to  cut  the  UJ 
dependence  on  foreign  oil.  Now  it's  time  to  act. 


The  EU's  Wise 
Microsoft  Rulini 


FOR  ALMOST  15  years,  U.S.  regulators 
been  chasing  Microsoft  Corp.,  inveigh; 
against  its  monopolistic  behavior  and 
bringing  heavy-duty  lawsuits,  but  doir 
little  to  dent  the  company's  market  pov 
Now  the  European  Union  is  taking  on  the  softwa 
juggernaut  (page  44).  On  Mar.  24,  European 
Competition  Commissioner  Mario  Monti 
hit  Microsoft  with  a  fine  of  more  than  $600  million  w! 
mandating  that  the  company  offer  a  version  of  its  opera 
system  that  doesn't  include  a  media  player,  and  requiring 
Microsoft  open  up  its  code  so  that  other  companies  can 
connect  more  easily  with  computers  running  Windows. 

The  EU  should  be  commended  for  its  efforts,  especially 
since  it  seems  to  have  learned  from  the  unsuccessful  U.S. 
efforts  to  restrain  Microsoft.  In  particular,  Monti  explicitlyi 
made  protecting  innovation  a  crucial  part  of  the  argument 
his  decision,  something  the  U.S.  Justice  Dept.  did  not  do  u 
too  late  in  its  case  against  Microsoft.  Looking  at  innovatio: 
essential:  In  fact,  in  the  short  run  few  consumers  gripe  ab(| 
having  applications  well-integrated  into  the  operating  syst 
since  it  makes  life  easier  and  cuts  down  on  glitches.  But 
longer-run  danger  is  that  entrepreneurs  will  be  less  willini 
bet  on  innovative  software  for  PCs— including  new  forms  c 
Web  search— if  the  end  result  is  that  their  bright  ideas  are 
absorbed  by  Windows. 

The  EU  ruling  strikes  the  right  balance  on  the  regulation 
the  software  giant.  It  didn't  call  for  Microsoft  to  be  broken  u 
or  even  force  the  company  to  keep  future  innovations  out  of 
operating  system.  Instead,  the  ruling  can  be  likened  to  puttu 
some  obstacles  in  front  of  a  moving  truck— the  driver  has  to 
slow  down  and  steer  more  carefully  but  doesn't  have  to  stop 
And  that,  in  the  end,  is  the  right  way  to  deal  with  Microsoft. 
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You've  got  inventory  covered.  You've  got  shipping  covered. 
What  about  surprises? 

Questions  are  everywhere.  Insight  is  not.  Making  important  decisions  is  your  job.  Delivering  the  insight  to  help  you 
make  smarter  decisions  is  ours.  With  business  applications  from  supply  chain  management  to  manufacturing  we  have 
the  experience  and  resources  to  help  you  succeed  in  a  business  world  where  the  only  thing  certain  is  uncertainty 
To  learn  more,  visit  microsoft.com/BusinessSolutions/lnsight 

Financial  Management       Customer  Relationship  Management       Supply  Chain  Management       Analytics 
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Microsoft 

Business 
Solutions 


THE  265-HP  NISSAN  MAXIMA.  Happiness  is  a  six-speed  manual  transmission,  dual  chrome-t 
exhaust  and  quick-response,  drive-by-wire  electronic  throttle.  For  more  information,  call  800-NISSAN3  or  vis 
NissanUSA.com. 


SE  model  shown.  Nissan,  the  Nissan  Brand  Symbol,  "SHIFT_"  tagline  and  N:ssan  model  names  are  Nissan  trademarks.  Always  wear  your  seat  belt,  and  please  don't  drink  and  drive. 
C  2004  Nissan  North  America,  Inc. 
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Bill  is  our  president.  He  stresses  the  importance  of  integrity  in  money 

management.  He  knows  that  we  succeed  only  by  making  others  successful. 

Can  strong  values  contribute  to  strong  results?  Just  look  at  the  numbers. 
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Fund  Category 

lYr. 

5Yrs. 

lOYrs./LifeofFund 

Inception  Date 

istaSM  (TWCVX) 

Mid-Cap  Growth 

42.82% 

12.16% 

8.62%/ 10.58% 

11/25/83 

Ilobal  Growth*  (TWGGX) 

World  Stock 

34.52% 

6.94% 

—  /8.57% 

12/1/98 

arge  Company  Value+  (ALVIX) 

Large  Value 

28.97% 

— 

—  /4.92% 

7/30/99 

ligh-Yield  Muni+t  (ABHYX) 

High-Yield  Muni 

6.37% 

5.51% 

—  /5.94% 

3/31/98 

verage  annual  total  returns  as  of  12/31/03 

lata  presented  reflect  past  performance  and  are  no  guarantee  of  future  results.  Current  performance  may  be  higher  or  lower  than  the  per- 
rmance  shown.  Investment  return  and  fund  share  value  will  fluctuate,  and  redemption  value  may  be  more  or  less  than  original  cost.  To  obtain 
he  most  current  performance  data,  please  contact  us.  Performance  reflects  Investor  Class  shares.  For  information  about  other  available  share 
lasses,  please  consult  the  prospectus.  Data  assume  reinvestment  of  dividends  and  capital  gains. 

bu  should  consider  a  fund's  investment  objectives,  risks,  and  charges  and  expenses  carefully  before  you  invest.  The  fund's  prospectus,  which 
an  be  obtained  by  calling  1-877-44-AMCEN,  contains  this  and  other  information  about  the  fund,  and  should  be  read  carefully  before  investing. 

nternational  investing  involves  special  risk,  such  as  political  instability  and  currency  fluctuations. 

Available  exclusively  through  investment  professionals. 

ivestment  income  may  be  subject  to  certain  state  and  local  taxes  and,  depending  on  your  tax  status,  the  federal  alternative  minimum  tax. 
Capital  gains  are  not  exempt  from  state  and  federal  income  tax.  The  lower-rated  securities  in  which  the  fund  invests  are  subject  to  greater  credit 
sk,  default  risk  and  liquidity  risk. 


onesty.  Hard  work.  Patience.  We  believe  strong  values  and 
trong  performance  go  hand  in  hand. 


American  Century 
Investments 

Genuine.  Results. 


Call  1-877-44-AMCEN  or  your  investment  professional,  or  visit  www.americancentury.com 


'  encan  Century  Investment  Services,  Inc.  The  American  Century  logo,  American  Century  and  American  Century  Investments  are  service  marks  of  American  Century  Services  Corporation.  ©  2004  American  Century  Services  Corporation 
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Bill  is  our  president.  He  stresses  the  importance  of  integrity  in  money 

management.  He  knows  that  we  succeed  only  by  making  others  successful. 

Can  strong  values  contribute  to  strong  results?  Just  look  at  the  numbers. 
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he  most  current  performance  data,  please  contact  us.  Performance  reflects  Investor  Class  shares.  For  information  about  other  available  share 
:lasses,  please  consult  the  prospectus.  Data  assume  reinvestment  of  dividends  and  capital  gains. 
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:an  be  obtained  by  calling  1-877-44-AMCEN,  contains  this  and  other  information  about  the  fund,  and  should  be  read  carefully  before  investing. 
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62  3M's  Rising  Star 

The  first  outsider  ever  to 
lead  3M,  ge  veteran  Jim 
McNerney  has  racked  up 
stellar  record  in  the  three 
years  since  he  took  over  tl 
aimless  conglomerate- 
including  record  profits,  u 
35%  under  his  leadership!  * 
Now  his  challenge  is  to  pt  j 
the  producer  of  such 
universal  hits  as  the  Post- 
Note  back  on  the 
innovation  track 
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Since  buying  the  chain  in  2002,  Texas  Pacific 
Group  has  spent  more  than  $100  million  to  turn 
it  around.  But  dirty  stores,  poor  service,  and  menu 
missteps  continue  to  dog  the  chain 


»VIDE0 

Original  streaming  video 
featuring  industry  experts  and 
BW  editors 


BusinessWeek  tv 


»T00LS 

Your  Portfolio,  Stock  Screener, 
MBA  Search,  and  Mutual  Fund 
Scoreboards 
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BW50 

For  news  and  more  on  the 
BusinessWeek  50,  go  to 
businessweek.com/bw50/ 


Tune  in  This  Weekend  for. 

I  The  BusinessWeek  50 1  High  Energy  Prices:  Airlines  and  the  Bottom  Line 
Find  program  dates  and  times  in  your  area  at  ww.  kmssKatem 
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SCOTLAND   HAS  ALWAYS   LAID   CLAIM   TO  WHAT  is 

NOW  ONE  OF   THE   MOST  SOUGHT-AFTER   COMMODITIES 

IN  THE  WORLD   OF   FINANCIAL  SERVICES: 

BRUTAL   HONESTY. 


Now  more  than  ever,  candor  is  a 
critical  asset  in  every  financial  partnership. 
But  in  Scotland,  honesty 
isn't  a  new  policy.  It's 
a  centuries-old  tradition. 
We  balance  financial 
acumen  and  absolute 
integrity.  Free  thinking  and 
blunt  sincerity.  The  result? 
An  innovative,  inquisitive  and 
brutally  honest  lot  working 
to  improve  on  everything  around  them. 

This  environment  brought  about  the 
basis  for  modern  banking.  The  Bank  of 
Scotland.  The  first  pound  note.  Even 
Adam  Smith,  the  father  of  economics, 
hailed  from  the  land  of  golf  and  glens. 


Smith,  by  no  coincidence  a  professor 


of  moral  philosophy,  infused  ethics  into 


economics.  He  asserted  the  world  would 


be  successful  if  countries  pursued  what  they 


did  best  and  shared 


openly.  Today,  this 


is  the  motivating  sentiment  behind  Scottish 


Development  International,  helping  financial 


services  companies  worldwide  set  up 
operations  here  or  access  the  astute 
sensibility  of  our  financial 
companies  and  universities. 
Scotland  is  a  port  in 
the  storm  for  businesses 
that  are  trying  to  balance 
good  returns  with  corporate 
stability.  Thanks  to  our 
highly  skilled  workforce  and 
global  connectivity  through 
world-class  telecommunications. 

Call  or  visit  our  Web  site  for  a  frank  (yet 

inspired)  account  of  our 

business  environment. 

And  experience  a  natural  resource  with  unlimited 

value  in  today's  market.  Brutal  honesty. 


viww.scotsinnovate.com/finance 
+44  141  228  2828 

©  2003  Scottish  Development  International  (SDI).  This  ad  is  distributed  by  Mullen  on  behalf  of  SDI.  Additional  information  is  available  at  the  Department  of  Justice,  Washington.  DC. 


We 

want 

you  to 

know 


Aetna  Integrated  Benefits 


©2004  Aetna  Inc.  Plans  are  offered  by  Aetna  Life  Insurance  Company.  Plans  contain  exclusions 

and  limitations. 

-200402 


People  work  better 
when  they 
work  together. 

So  do  benefits. 

If  you  go  to  different  companies  to  find 
the  best  benefits,  then  you  may  be 
missing  the  boat.  Because  when  Aetna's 
full  range  of  benefits,  Medical,  Dental, 
Pharmacy,  Disability,  Long-Term  Care, 
and  Group  Life  are  taken  together,  they 
can  work  in  ways  a  mixed  bag  of 
benefits  can't.  Aetna  gathers  aggregated 
data  and  integrates  it  across  our  areas 
of  service  to  get  a  more  complete 
picture  of  your  company's  overall  needs. 
Together,  we  can  use  this  knowledge  to 
select  and  develop  plans  and  options 
that  are  best  suited  to  your  workforce. 
And  since  you'll  be  making  more 
informed  choices,  you'll  be  better  able 
to  control  costs.  Let  us  show  you  how 
well  we  can  work  together.  Call  your 
broker,  Aetna  representative,  or  visit  us 
today  at  aetna.com. 

We  want  you  to  know" 


>: 


)(Aetna 


Health 

Dental 

Pharmacy 

Disability 

Long-Term  Care 

Life 


"Confiscating 
spammers'  assets 
hits  home." 

—Randall  Boe,  AOL  general  counsel, 

on  raffling  off  a  spammer's  Porsche 

to  the  online  service's  subscribers 


TED  BY  IRA  SAGER 
ERGERS 

INGULAR 
RETS  AS 
T&T  BLEEDS 

ECUTIVES  at  Cingiilar 

reless  aren't  too  happy  with 
me  of  the  numbers  coming 
t  of  AT&T  Wireless  Services, 

t  cellular  operator  it 

reed  to  buy  for  $41  billion. 

ter  dismal  new-subscriber 

ins  last  quarter, 

alysts  expect 

&T  CEO  John 

glis  to  report 

en  worse 

its  when  he 

bounces  frrst- 

larter  results  in 

*  April.  Bear 

earns  estimates 

at  AT&T  will  go 

)m  adding 

8,000  subscrib- 

s  last  quarter  to 

sing  201,000.  AT&T  still  has 

l  million  customers,  but  the 

Sections  would  make  it  the 

lly  nationwide  wireless 

xmder  to  lose  subscribers. 


fHE  BIG  PICTURE 


AT&T'SZEGLISWillhe 

report  scary  stats? 


BusinessWeek  has  learned 
that  Cingular  is  worried 
enough  to  ask  the  FCC  and 
the  Justice  Dept.  to  speed  up 
approval  of  the  deal,  which  is 
not  expected  to  close  until 
yearend.  AT&T's  network- 
quality  problems  have  been 
well-documented.  But  new 
laws  make  it  easy  for  irate 
customers  to  switch  carriers 
and  keep  their  numbers. 
"The  quicker  the  merger  can 
be  approved,"  says  Cingular 
CFO  Rick  Lindner, 
"the  quicker 
we  can  deliver 
better  network 
performance." 
The  merger 
isn't  likely  to  fall 
apart— AT&T  says 
it  has  boosted  its 
network.  But 
there  may  be 
another  reason 
for  urgency: 
Rivals  say  they're 
getting  lots  of  AT&T  resumes. 
Cingular,  which  needs  the 
deal  to  catch  leader  Verizon 
Wireless,  can't  let  AT&T  slip 
too  far.        -Roger  0.  Crockett 


PANDERING  YOUTH  The  percentage  of  recent 
/IBA  grads,  hired  by  the  following  consulting 
rms,  who  plan  to  leave  within  one  year: 


DEFENSE 


A  Really 
Selective  Service 


IF  YOU  CAN  SET  UP  a  computer  network  or  speak  Arabic,  Uncle 
Sam  wants  you.  Facing  a  shortage  of  such  specialists,  the 
Defense  Dept.  has  asked  the  Selective  Service  System  to 
prepare  for  a  narrow  draft  to  target  skilled  professionals. 

The  U.S.  hasn't  had  a  draft  since  1973,  when  the  Vietnam 
War  was  winding  down,  and  few  in  Washington  are  seriously 
talking  about  reinstating  a  comprehensive  draft— especially  in 
an  election  year.  But  as  Defense  copes  with  recruitment  and 
retention  shortfalls,  it  has  directed  the  Selective  Service  to 
prepare  for  a  targeted  draft  just  in  case.  If  Congressional 
support  for  conscription  does  pick  up  steam,  Defense  wants  to 
be  ready  to  pluck  people  with  21st  century  skills  that  might  be 
needed.  Since  World  War  II,  the  Selective  Service  has  had  the 
ability  to  draft  doctors  and  other  medical  personnel. 

The  Selective  Service  is  just  starting  its  work.  Ultimately, 
computer  science  and  linguistics  pros  might  not  be  the  only 
ones  asked  to  serve  their  country.  "It  could  be  anything  that 
might  be  needed,"  says  Alyce  Teel-Burton,  a  spokeswoman 
for  the  Selective  Service.  "We're  trying  to  identify  those  skills 
that  might  be  helpful."  -Lorraine  Woellert 
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STREET  TALK 

QUICKIE 
SALES 
FOR BONDS 

WITH  THE  JUNK-BOND  market 
white-hot,  companies  are 
turning  to  "drive-by  road 
shows  to  speed  up  the 
money-raising  process. 
Rather  than  weeks  of 


presentations  to  prospective 
investors  in  several  cities, 
borrowers  now  hold  a  few 
conference  calls  and  sell  their 
bonds  in  just  days.  "Everyone 
wants  to  get  the  deal  done 
before  the  market  cools,"  says 

HAVING  IT  ALL 

WOMEN'S 
PACE:  STEADY 
BUT  SLOW 

HOW  ARE  WOMEN  progressing 
in  Corporate  America? 
Slowly.  A  new  study  by  the 
Committee  of  200,  a  Chicago 
advocacy  group,  concludes 
that  the  earliest  females  can 
achieve  equal  influence  is 
2019.  Women's  clout  was 
measured  through  an  index 
of  10  benchmarks,  including 
business  ownership,  the  wage 
gap,  and  MBA  enrollment. 
Overall,  women  achieve  an 
index  of  4.66.  A  score  of  10 
indicates  parity  with  men. 
Women  fared  worst  in  access 
to  venture  capital  but  made 
gains  in  salary.  The  course  is 
correct,  but  the  pace  could 
be  quicker.         -Brian  Hindo 
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Jason  Reese,  president  of 
Imperial  Capital,  a  Los 
Angeles  investment  bank 
specializing  in  junk  bonds. 
Since  Jan.  1,  companies 
have  issued  about  $42 
billion  worth  of  high-yield 
bonds— a  75%  year-over- 
year  increase,  according  to 
Thomson  Financial. 

Among  recent  drive-bys: 
wireless  telco  Nextel 
Communications,  casino 
operator  MGM 
Mirage,  and 
Cablevision  Systems. 
On  Mar.  30,  the 
cable  outfit  sold  $2 
billion  in  bonds- 
one  day  after  the 
announcement. 

J    Independent  power 
producer  Calpine 
was  so  eager  to 
complete  a  $2.4  billion 
financing  that  it  held 
conference  calls  a  day  before 
the  prospectus  was  available. 
The  deal  closed  the  next  day. 
There's  nothing  like  a  seller's 
market.  -Christopher  Palmeri 


I-WAY  PATROL 

WHO'S  THE  FASTEST  DRAW  ON  THE  WEB? 

E*Trade  Group  recently  guaranteed  it  would 
buy  or  sell  shares  of  companies  in  the  Stan- 
dard &  Poor's  500-stock  index  in  two  second! 
flat.  That's  three  seconds  quicker  than  at 
Ameritrade  or  Fidelity  Investments.  (Charles 
Schwab  doesn't  make  guarantees.)  E*Trade's 
is  the  latest  salvo  in  a  battle  that  has  zeroed 
on  zippy  trades.  A  three-second  edge  may  luri 
customers,  especially  frequent  traders  wno 
crave  speed,  since  a  few  seconds  can  translatj 
to  making-or  losing— money  in  a  fast  market] 
No  word  yet  if  rivals  will  try  to  match  E*Trade. 
Guess  nimble-fingered  traders  will  just  have  t( 
pick  up  the  pace.  -Louise  Li 


toyota.com 


Right  before  your  eyes,  they'll  be  hundreds  of  miles  away  at  college. 

/ 
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THE  DODGERS 
DRAFT  AN 
IVY  LEAGUER 

The  off-season  move  likely  to 
have  the  greatest  impact  on 
baseball?  Alex  Rodriguez  in 
New  York  Yankees  pinstripes 
gets  lots  of  votes.  But  don't 
overlook  a  steal  by  the  Los 
Angeles  Dodgers-naming 
Harvard  University-educated 
Paul  DePodesta  as  general 
manager. 

DePodesta,  31,  personifies 
a  new  breed  of  baseball  exec: 
Ivy  League  sharpies  often 
younger  than  players  for 
whom  they're  wheeling  and 
dealing.  As  assistant  GM  for 
the  Oakland  Athletics,  the 
economics  grad  developed 
statistical  models  to  rate 
players-helping  to  find 
bargains,  just  like  a  value- 
stock  investor.  That,  in  turn, 
helped  the  cash-strapped  As 
make  the  playoffs  in  four  of 
his  five  seasons  there. 

After  Harvard,  where  he 
played  football  and  baseball, 
DePodesta  eschewed  a 
"lucrative  consulting  job"  to 
intern  for  the  Canadian  Foot- 
ball League,  "lean  only 
imagine  what  [my  parents] 
were  thinking."  Now  all  he  has 
to  do  is  repeat  his  Oakland 
success.  -Mark  Hyman 


MOVIE  MONSTERS 

GODZILLA'S 
ROCKING 
CHAIR  AWAITS 

AFTER  A  HALF-CENTURY  of  fire- 
breathing  terror,  Godzilla  is 
about  to  be  packed  off  to  the 
old-age  home.  Toho,  the 
studio  that  created  the 
nuclear-spawned  monster, 
says  it's  time  for  Godzilla— 
Gojira  in  Japanese— to  retire. 
Why?  In  an  era  of  computer- 
generated  graphics  and  ever- 
more-realistic animation,  the 
campy  film  series  featuring 
the  not-so-jolly  green  giant 
doesn't  have  the  appeal  it 
once  did.  Only  1.1  million 
people  saw  last  year's  Tokyo 
S.O.S.  That's  down  35%  from 
the  previous  installment  and 
just  a  fraction  of  the  10 
million-plus  viewers  the  flicks 
drew  in  the  1960s  and  '70s  at 
the  peak  of  their  popularity. 

Monster  lovers,  don't 
despair.  Godzilla  has  had  a 


FUND-RAISING 

OUTSOURCING 
FOES HEAD 
FOR  THE  NET 

THE  OFFSHORE  outsourcing 
issue  is  heating  up— for 
politicians,  that  is.  On  Apr.  6, 
the  Washington  Alliance  of 
Technology  Workers,  an  ad- 
vocacy group  that  is  an  affil- 
iate of  the  Communications 
Workers  of  America,  plans  an 
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good  run,  attracting  100 
million  viewers  in  Japan 
alone  over  the  years.  A  grand 
finale— Toho's  28th  Godzilla 
film— will  hit  Japanese 
theaters  in  December.  The 
plot  will  include  battles  with 
familiar  foes  from  years  past. 
As  always,  there's  an 
environmental  message: 
Godzilla  is  fighting  to  save 
the  planet  from  the  ravages  of 


online  pitch  to  raise  cash  for 
an  ad  campaign  urging 
Congress  to  take  action.  The 
ad,  which  will  be  posted  on 
the  group's  Web  site,  shows 
techies  whose  jobs  have  gone 
overseas,  along  with  a 
warning:  "Congress— if  our 
jobs  are  at  risk... so  are  yours." 

One  option  pushed  by 
WashTech:  unemployment 
benefits  like  those  for 
dislocated  factory  workers. 
Inspired  by  Howard  Dean's 
Web  fund-raising  success, 
WashTech  wants  its 
17,000  members  to 
give  $10  or  more  to 
help  buy  an  ad  in  Roll 
Call,  the  Capitol  Hill 
paper,  or  The  New 
York  Times.  If  pols  can 
use  the  Net  to  raise 
money,  why  shouldn't 
tech  workers  use  it, 
too?    -Spencer  E.  Ante 


The  giant's 
next  rampage 
may  be  his  las 


industrialization,  says 
producer  Shogo  Tomiyama, 
He  swears  the  retirement 
is  for  real,  though  the 
monster  has  been  put  out  ti 
pasture  before,  only  to 
return.  So  the  next  time  th 
earth  is  in  trouble,  don't  be 
surprised  to  see  Godzilla 
come  to  the  rescue  again. 
-David  Rocks  ai 
Hiroko  Tashi 


THE  STAT 


The  cost, 

in  thousands  of 

dollars,  that 

an  air  bag  deployed 

during  an  accident 

adds  to  car  repairs 

-often  enough 

for  insurance 

companies  to 

declare  a  vehicle 

"totaled." 

Data:  Jarstef 
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THE  WORLD  IS 

jr OYSTER.  WE  HEL 
j  FIND  THE  PEARLS. 


More  than  half  of  the  world's 
investment  opportunities  can  be 
found  outside  the  borders  of  the 
United  States.  But  many 
investors  may  be  underweighted 
in  that  area.  As  a  pioneer  in 
global  investing,  Templeton 
searches  the  world  for  stocks 
priced  low  relative  to  their  true 
worth.  We  then  apply  research 
techniques  honed  over  50  years 
to  make  sure  these  stocks  are 
true  bargains. 


With  offices  in  29  countries, 

we  specialize  in  uncovering 

hidden  opportunities. 


The  result:  Templeton  funds 
have  generally  performed  well 
over  the  long  term.  For  example, 
as  of  2/29/04,  Morningstar8 
awarded  Templeton  Growth  Fund's 
Class  A  shares  a  4-star  overall 
Morningstar  Rating™  measuring 
risk-adjusted  returns  against  274, 
214  and  62  U.S. -domiciled 
World  Stock  funds  over  the  3-,  5- 
and  1 0-year  periods,  respectively.1 
Of  course,  past  performance 
does  not  guarantee  future  results. 


Templeton  Growth  Fund    I  Morningstar  Ratings  2/29/04' 


Overall 
**•* 


3  Year 
•  ••• 


5  Year 

*•** 


10  Year 
•  *** 


To  gain  further  perspective  on  what's  made  Templeton  a  leader  in  global  investing  for  over  50  years,  see  your 
financial  advisor,  call  1-800-FRANKLIN,  Ext.  T451  orvisitusatfranklintempleton.com. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN   FROM  OUR  PERSPECTIVE®  > 

Franklin  Templeton  Distributors,  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403  Call  for  a  free  prospectus  containing  more  complete  fund  information, 
including  sales  charges,  expenses  and  risks.  Please  read  it  carefully  before  you  invest  or  send  money.  Foreign  investing  involves  special  risks  includ- 
ing currency  fluctuations  and  political  uncertainty. 

tSource:  IDIIIBS10  2/29/04.  Past  performance  does  not  guarantee  future  results.  For  each  fund  with  at  least  a  3-year  history,  Morningstar  calculates  a 
risk-adjusted  return  measure  that  accounts  for  variation  in  a  fund's  monthly  performance  (including  ttie  effects  of  all  sales  charges),  placing  more  emphasis  on  downward 
variations  and  rewarding  consistent  performance.  The  top  10%  of  funds  in  each  category  receive  a  Morningstar  Rating'"  of  5  stars,  the  next  22.5%  receive  4  stars  the 
next  35%  receive  3  stars,  the  next  22.5%  receive  2  stars  and  the  bottom  10%  receive  1  star.  (Each  share  class  is  counted  as  a  fraction  of  one  fund  and  rated  sepa- 
rately.) A  fund's  overall  rating  is  derived  from  a  weighted  average  of  the  3-,  5-  and  1 0-year  (if  applicable)  rating  metrics.  Morningstar  Rating""  is  for  Class  A  shares  only; 
other  share  classes  may  have  different  performance  characteristics.  c2004  Morningstar,  Inc.  All  rights  reserved.  Morningstar  Ratings  measure  risk-adjusted  returns  The 
overall  Morningstar  Rating™  for  the  fund  is  derived  from  a  weighted  average  of  the  performance  figures  associated  with  3-,  5-  and  10-year  (if  applicable)  rating  met- 
rics as  of  2/29/04. The  information  contained  herein  is  proprietary  to  Morningstar  and/or  its  content  providers;  may  not  be  copied  or  distributed;  and  is  not  warranted  to 
be  accurate,  complete  or  timely.  Neither  Morningstar  nor  its  content  providers  are  responsible  for  any  damages  or  losses  arising  from  any  use  of  this  information.  For 
more  current  performance  information,  please  call  Franklin  Templeton  Investments  at  1  -800-342-5236.  bwk-mm 
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The  problem  is  not 
that  U.S.  products  are  not 
competitive  but  that  our 
overseas  sales  force  has 
been  decimated." 

-Roger  Conklin 
•  Palmetto  Bay,  Fla. 
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THE  CAUSES  AND  CONSEQUENCES 
OF  AMERICA'S  JOB  CRISIS 

THE  ACHILLES'  HEEL  of  the  job  crisis, 
totally  ignored  by  both  John  Kerry  and 
George  W.  Bush,  is  the  snowballing  U.S. 
trade  deficit,  which  hit  a  record  $489.4 
billion  in  2003  ("Where  are  the  jobs?" 
Cover  Story,  Mar.  22).  Every  developed 
country  in  the  world  is  cutting  costs  by 
outsourcing  jobs  abroad.  The  difference  is 
that  the  European  Union,  China,  Japan, 
Korea,  Canada,  Taiwan,  and  even  Russia 
have  trade  surpluses,  not  trade  deficits. 

The  Revenue  Act  of  1962  made  the  U.S. 
the  only  country— then  and  still  today— 
that  taxes  its  citizens  living  and  working 
abroad.  I  gave  up  my  business  selling  U.S. 
products  in  Brazil,  and  the  market  I 
opened  there  was  lost  forever.  I  could  not 
survive  paying,  in  my  case,  61.7%  more 
taxes  than  anyone  else  in  Brazil.  The 
problem  is  not  that  U.S.  products  are  not 
competitive  but  that  our  overseas  sales 
force  has  been  decimated.  Double  taxa- 
tion has  made  Americans  unemployable 
overseas,  so  they  came  home  and  were  re- 
placed by  non-Americans  selling  non- 
American  products. 

-Roger  Conklin 
Palmetto  Bay,  Fla. 


if  we  AS  A  nation  borrow  huge  sums  Ann 
money  from  foreign  nations  to  finance  oAcng 
consumption  from  abroad,  wouldn't  \\ 
expect  to  "export"  jobs— and  devalue  oin 
dollar  later  on?  Perhaps  a  solution  to  outj 
job-growth  problem  is  to  prevent  U.S.  repl 
resentatives  from  financing  their  defiriftoK 
with  foreign  money.  According  to  anothi  feat 
article  in  the  same  issue,  foreigners  hol<  'crsc 
25%  of  U.S.  Treasury  securities  ("Produc  be 
tivity:  Who  wins,  who  loses,"  Special  R 
port,  Mar.  22).  Otherwise  Americans  wiJ 
be  indentured  workers  to  the  rest  of  tht 
world  as  we  pay  off  our  "cheap"  foreignREft 
loans  with  seriously  weakened  dollars.     DDffl 

-Allen  Hya\&u 
Newland,N.C  it^c 
129] 
ONE  OF  THE  BIGGEST  causes  of  slow  jol  rk: 
creation,  and  one  that  is  continually  no  me  E- 
addressed,  is  that  corporate  dollars  an  jfleb 
being  siphoned  from  workers'  wages' fad! 
with  ever-increasing  disparity  to  pay  foi  apt 
exorbitant  upper  management  compem 
sation  packages. 

-John  Coughlir, 
Riverside.  IU 

US 

I  SUGGEST  THE  FOLLOWING  thought  MQ 
experiment:  Suppose  our  innovative  pro-  on 
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lers  were  to  come  up  with  a  "black 

capable  of  accepting  rudimentary 

sjram  instructions  and  spitting  out 

led  programs  ready  for  computer 

it  reduced  cost  and  with  a  substan- 

improvement  in  programming  pro- 

vity.  Would  we  use  it?  Probably  yes, 

use  the  improved  productivity  would 

rceived  as  a  long-term  benefit  to  us 

even  though  some  jobs  would  be  ini- 

ly  displaced. 

>Jow  suppose  that  one  day,  after  long 
successful  use,  somebody  opened  the 
k  box  and  found  that  it  was  really  a 
communications  link  with  a  group  of 
•grammers  in  India  who  were  actually 
kiucing  the  low- cost  work  of  the  black 
.  Would  we  stop  using  it? 

-L.G.  Norris 
Palm  Desert,  Calif. 
re 

k  RRORISM  MAY  BE  an  issue  in  the  next 

4  ction,  but  the  candidate  who  has  a  plan 

I  creating  new  jobs  will  be  the  one  who 

m  s  my  vote. 

-Don  Evans 
Canoga  Park,  Calif. 

RERSKINE  BOWLES, 
DEFENSE  WAS  NECESSARY 

M  CONCERNED  about  the  statement  in 
it,  science,  crapshoot"  (Legal  Affairs, 
ir.  29)  that  one  of  the  persons  I  have  de- 
Hied  is  former  Clinton  Chief  of  Staff  Er- 
i  ine  Bowles.  I  did  represent  Mr.  Bowles 
3i  tile  he  was  chief  of  staff.  But  I  did  not 
i  fend  him  because  he  was  not  under  in- 
fo stigation  and  thus  required  no  defense. 

-Earl  J.  Silbert 

Piper  Rudnick 

Washington 

EASED  AS  PUNCH 
3  WORK  WITH  DELL 

» 3UR  ARTICLE,  "SERVERS:  More  bells 
id  whistles,  please"  (Information  Tech- 
alogy,  Mar.  22)  has  caused  significant 
mcern  at  our  university  because  it  sug- 
;sts  that  our  relationship  with  Dell  Inc. 
is  been  less  than  successful.  Our  ongo- 
ig  relationship  with  Dell  has  been  pro- 
active and  positive.  Procuring  the  best 
:chnology  for  the  best  value  is  a  funda- 
lental  factor  in  choosing  our  business 
artners,  and  that  is  the  reason  we  intend 
>  continue  our  relationship  with  Dell. 
Robert  J.  Genco,  Interim  Provost 
State  University  of  New  York 
Buffalo 

WO  SUGGESTIONS  FOR 

HE  LIVID  BROKERAGE  CUSTOMER 

POINT  NOT  covered  by  Gary  Weiss  in 
Walled  off  from  justice?"   (Finance, 


RICHARD  FULD 


CORRECTIONS  &  CLARIFICATIONS 

A  photo  labeled  as 
Richard  Fuld,  CEO 
of  Lehman 
Brothers  Inc.,  in 
"The  gravy  train 
may  be  drying  up" 
(News:  Analysis  & 
Commentary. 
Apr.  5)  was  in  fact 
Lew  Frankfort,  CEO 
of  Coach  Inc. 

Frankfort  would  have  been  No.  6  on  our 

table  of  highest  paid  CEOs. 

In  the  2004  BW50  ranking  (BusinessWeek 
50,  Apr.  5),  the  name  of  International  Game 
Technology's  CEO  was  misspelled.  The 
correct  spelling  is  Thomas  J.  Matthews. 


Mar.  22)  is  that  many  customer-vs.-bro- 
kerage  cases  are  settled  before  the  hear- 
ing date.  This  suggests  to  me  that  cus- 
tomer grievances  were  satisfied  in  far 
less  time  and  expense  to  the  customer 
than  suing  in  court.  Additionally,  the 
NASD  always  suggests  mediation  as 
another  alternative  to  arbitration  to  all 
the  participants. 

-Marc  S.  Piven 
Wellington,  Fla. 
Editor's  note:  The  writer  is  an  NASD  in- 
dustry arbitrator. 

YOUR  ARTICLE  ON  arbitration  profiles 
an  investor  who  had  a  claim  based  upon 
unauthorized  trading  in  his  account.  We 
advise  investors  to  be  vigilant  in  inspect- 
ing trade  confirmations  and  statements 
from  brokerages.  If  a  transaction  appears 
in  a  customer  account  that  was  not  au- 
thorized, the  customer  should  immedi- 
ately object  and— this  cannot  be  stressed 
enough— the  objection  should  be  in  writ- 
ing. Virtually  all  confirmations  and 
monthly  statements  are  binding  absent 
written  objection.  Telephonic  objections 
leave  no  paper  trail. 

-Stephen  P.  Harbeck 

Securities  Investor  Protection  Corp. 

Washington 

How  to  reach  BusinessWeek 

LETTERS  FOR  READERS  REPORT 

We  prefer  to  receive  letters  via  e-mail,  without 
attachments.  Writers  should  disclose  any  connection  or 
relationship  with  the  subject  of  their  comments.  All  letters 
must  include  an  address  and  daytime  and  evening  phone 
numbers.  We  reserve  the  right  to  edit  letters  for  clarity  and 
space  and  to  use  them  in  all  electronic  and  print  editions. 
E-mail:  bwreader@businessweek.com 
Fax:(212)512-6458 

Mail:  BusinessWeek  Readers  Report,  1221  Avenue  of  the 
Americas,  43rd  floor,  New  York,  NY  10020 
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When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 

LIQUOR  BRAND/PRICE*     OUR  AWARD 


TOP  3  GINS 

^Hendrick's 

430/750ml 

Most^V 
FlavorfulJ 

Tanqueray  No. 

Ten  $26/750ml 

Smoothest 

Juniper  Green 
Organic 

$26.50/750ml 


Best 
Presentation 


CELEBRATING 


The  Great  Innovators 


As  part  of  its  anniversary  celebration,  BusinessWeek 
is  presenting  a  series  of  weekly  profiles  of  the  greatest 
innovators  of  the  past  75  years.  Some  made  their 
mark  in  science  or  technology;  others  in  management, 
finance,  marketing,  or  government.  In  late  September, 
2004,  BusinessWeek  will  publish  a  special 
commemorative  issue  on  Innovation. 


t 


Capitalism's 
Savior 


JOHN  MAYNARD  KEYNES  is  endlessly 
fascinating.  A  product  of  Eton,  Cam- 
bridge, and  the  British  Treasury,  he  was 
also  a  member  of  the  Bloomsbury  group, 
that  influential  collection  of  writers, 
artists,  and  intellectuals  in  London  that 
included  Virginia  Woolf  and  E.M. 
Forster.  A  top  academic  and  public  policy 

polemicist,  he  also  ran  an  insurance  company  and 
made  a  fortune  in  the  markets.  The  philosopher 
Bertrand  Russell  considered  Keynes's  mind  the 
"sharpest  and  clearest"  he  had  ever  encountered. 
"When  I  argued  with  him,"  Russell  said,  "I  felt  that 
I  took  my  life  in  my  hands,  and  I  seldom  emerged 
without  feeling  something  of  a  fool." 

But  it  is  as  an  economic  innovator  that  Keynes  is 
best  remembered.  Keynes  changed  how  economists 
study  business  cycles,  price  levels,  labor  markets, 
and  economic  growth.  His  insights  have  largely 
kept  downturns  in  the  business  cycle  over  the  past 
half  century  from  turning  into  depressions. 
"Keynes's  lasting  achievement  is  the  invention  of        ^^^" 
macroeconomics,"  says  Deidre  McCloskey,  an 
economic  historian  at  the  University  of  Illinois  at  Chicago. 

Indeed,  Keynes  can  lay  claim  to  playing  a  crucial  role  in 
saving  capitalism  and,  perhaps,  civilization  during  the  Great 
Depression.  Despite  millions  of  unemployed  workers  in  the 
industrial  nations,  economic  orthodoxy  demanded  that 
government  do  nothing  or,  worse  yet,  tighten  the  purse 
strings.  Little  wonder  that  the  totalitarian  solutions  of  fascism 
and  communism  exerted  such  pull.  U.S.  Treasury  Secretary 
Andrew  W.  Mellon  expressed  a  widespread  sentiment  among 
elites  when  he  said  in  1930  that  the  Depression  would  "purge 
the  rottenness  out  of  the  system.  High  costs  of  living  and  high 
living  will  come  down.  People  will  work  harder,  live  a  more 
moral  life.  Values  will  be  adjusted,  and  enterprising  people 
will  pick  up  the  wrecks  from  less  competent  people." 

Keynes  battled  against  such  harsh  counsel.  With  his 
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Keynesian 

fiscal  theories 

altered 

forever 

government's 

role  in  the 

economy 


landmark  1936  book,  The  General  Theory  oj 
Employment,  Interest,  and  Money,  he 
persuaded  a  generation  of  thinkers  and 
leaders  to  abandon  a  near-theological  belie 
in  balanced  budgets.  He  showed  how 
economies  could  get  trapped  in  recession  o 
depression— and  argued  that  government 
could  break  the  spiral  by  borrowing  to 
finance  public  spending  that  stimulated 
consumer  activity  and  restored  business 
confidence.  His  ideas  helped  create  the 
golden  era  of  postwar  growth,  and  two 
institutions  he  championed  in  the  1940s  sti 
^"  operate  on  a  global  scale,  the  International 

Monetary  Fund  and  the  World  Bank. 
Keynes  is  the  philosopher-king  of  the  modern  mixed 
economy.  It's  a  sign  of  his  influence  that  there  are  no  true 
believers  in  laissez-faire  left.  We  are  all  Keynesians  now. 
Governments  routinely  run  deficits  during  downturns  to 
increase  the  overall  level  of  demand  and,  hence,  employment 
And  many  economists  believe  Japan's  long  stagnation  in  the 
1990s  largely  reflected  timid  policymakers  unwilling  to  boldl 
use  the  levers  of  fiscal  and  monetary  policy. 

Like  Adam  Smith  and  Karl  Marx  before  him,  Keynes 
believed  economics  wasn't  merely  about  studying  the  efficien 
allocation  of  resources.  For  him,  the  good  life  meant  beauty, 
art,  love,  morality— the  passions  that  define  civilization— and 
the  value  of  economics  lay  in  its  pursuit  of  the  stability  and 
wealth  that  would  allow  our  passions  to  flower.  ■ 

-By  Christopher  Farrel 
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An  Insider  Blows  the  Lid  Off 


AGAINST  ALL  ENEMIES  Inside  America's  War  on  Terror 

By  Richard  A.  Clarke;  Free  Press;  304pp;  $27 


Vice-President  Dick  Cheney  apparently 
didn't  read  Richard  A.  Clarke's  new  book 
before  dismissing  the  former  White 
House  counterterrorism  aide  as  being 
"out  of  the  loop."  If  he  had,  Cheney 
might  have  attacked  Clarke  for 
something  else— anything  else.  But  for 
being  uninvolved?  No.  What/ s  clear  from 

the  fascinating  and  highly  detailed  Against  All  Enemies:  Inside 
America's  War  on  Terror  is  that  Clarke  has  been  a  presence  at 
all  the  anti-terrorism  battles  of  the  past  12  years.  In  fact,  on 
September  11, 2001,  with  President  George  W.  Bush  criss- 
crossing the  skies  in  Air  Force  One  and  Cheney  locked  down 
in  a  bombproof  bunker  watching  CNN,  it  was  Clarke  who  co- 
ordinated the  response  from  the  White  House  situation  room, 


ordering  4,400  commercial  aircraft  to  land,  evacuating  the 
White  House  and  all  other  federal  buildings,  and  diverting 
Force  One.  Clarke's  account  of  those  two  days  in  the  White 
House  operations  center  makes  up  the  gripping  first  chapte^  p*" 

pi  OK 


of  this  memoir  of  U.S.  counterterrorism  efforts 

News  accounts  of  the  dispute  between  the  Bushies  and 
Clarke  leave  the  impression  that  this  book  is  an  anti-Bush 
screed  focused  on  the  President's  decision  to  invade  Iraq. 
While  Bush  does  come  in  for  criticism— along  with  former 
Presidents  Ronald  Reagan,  Bill  Clinton,  and  George  H.W 
Bush— a  lot  more  of  Clarke's  ire  is  directed  at  the  CIA,  the  Fib 
and  the  Pentagon.  Here,  the  CIA  is  less  James  Bond  and  moi 
Caspar  Milquetoast.  Under  Director  George  Tenet,  the  agen<  as  ait 
is  too  squeamish  to  put  agents  in  such  hot  spots  as  Sudan, 
Iraq,  Somalia,  and  Afghanistan,  and  thus  unable  to  pull  off 
even  simple  covert  actions  where  they  are  needed  most. 
Hesitant  because  of  publicity  about  its  past  assassination 
efforts,  the  CIA  blocked  the  use  of  its  unmanned  surveillance  Jyi 
aircraft  to  drop  a  missile  on  Osama  bin  Laden,  says  Clarke. 
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T.Rowe  Price.  Proven  performance 

with  low 

expenses: 

1  year 

5  year 

10  year 

Expense 
Ratio 

Balanced  Fund 

Lipper  Balanced 
Funds  Average 

21.71% 

19.09% 

3.77% 

2.35% 

8.81% 

8.09% 

0.78% 

1.47% 

Blue  Chip  Growth  Fund 

Lipper  Large-Cap  Core 
Funds  Average 

29.75% 

25.59% 

-0.32% 

-1.75% 

11.13% 

8.78% 

0.96% 

1.61% 

Equity  Index  500  Fund 

Lipper  S&P  500 
Funds  Average 

28.31% 

27.78% 

-0.83% 

-1.12% 

10.76% 

10.64% 

0.35% 

0.82% 

Growth  Stock  Fund 

Lipper  Large-Cap  Core 
Funds  Average 

31.23% 

25.59% 

2.23% 
-1.75% 

11.22% 

8.78% 

0.76% 

1.61% 

Spectrum  Growth  Fund 

Lipper  Multi-Cap  Core 
Funds  Average 

34.09% 

29.89% 

3.75% 

2.49% 

9.80% 

9.79% 

0.89% 

1.57% 

Figures  as  of  12/31/03.  Current  performance  may  be  higher  or  lower  than  the 
quoted   past   performance,   which   cannot   guarantee  future   results.   Share 
price,  principal  value,  and  return  will  vary,  and  you  may  have  a  gain  or 
loss  when  you  sell  your  shares.  To  obtain  the  most  recent  month-end 
performance,  call  us  or  visit  our  Web  site. 

Request  a  prospectus,  which  contains  complete  information,  or  a  briefer 
profile;  each  includes  investment  objectives,  risks,  fees,  expenses,  and  other 
information  that  you  should  read  and  consider  carefully  before  investing. 
Mutual  funds  are  subject  to  market  risk. 

Average  annual  total  return  figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distributions. 
"All  lunds.  excluding  institutional  and  bank  institutional  funds  as  defined  by  Lipper,  more  than  six  months  old  as  of  I2/3I/03  are 
included.  (Source  for  lipper  data:  Lipper  Inc.)  T.  Rowe  Price  Investment  Services,  Inc..  Distributor.  MDEQ069202 


former  FBI  Director  Louis  J.  Freeh  fares  even 
•se.  He  appears  here  and  there  in  the  narrative 
i  grandstanding  dunderhead,  attended  by 
retive  and  uncooperative  FBI  agents.  Freeh 
;ers  the  wrong  culprit  for  the  1996  bombing  at 
Adanta  Olympics.  He's  easily  duped  by  the 
idis  in  their  feigned  investigation  into  the 
solved  1996  bombing  of  U.S.  soldiers  at 
obar  Towers  in  Saudi  Arabia.  And  as  for 
itagon  brass,  they  either  won't  take  risks  or, 
rse  still,  ignore  intelligence  that  doesn't 
cisely  fit  their  worldview.  Deputy  Defense 
retary  Paul  Wolfowitz  is  particularly  singled 
|:  for  his  stubborn  refusal  to  face  or  accept  the 
te  dence  that  Saddam  Hussein  and  bin  Laden 
[ed  one  another  and  weren't  working  together  against  the 
>.  Too  often,  laments  Clarke,  America's  protectors  worry 
put  protecting  their  own  agencies  or  advancing 
bngheaded  agendas  rather  than  fighting  the  terrorists. 
Clarke's  heroes  are  the  members  of  his  own  interagency 
interterrorism  group— a  handful  of  people  from  various 
ffoartments  united  by  their  growing  alarm.  They're  aided  by 
i  contacts  Clarke  made  during  his  30  years  in  government 
em  jsts  at  the  State  Dept.  and  the  National  Security  Council.  At 
:  center  of  the  web  is  Clarke  himself,  calling  friends,  calling 
IOUs,  and  improvising  in  a  contest  with  rules  that  aren't 
t  written,  against  opponents  who  remain  mostly  unknown, 
pen  the  military  said  it  couldn't  protect  the  skies  over  the 
a  ympics  in  Atlanta,  Clarke  put  Secret  Service  snipers  with 
)  caliber  rifles  in  Customs  Service  helicopters.  He  borrowed 
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Inside 
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on  Terror 


antisubmarine  planes  to  watch  for  aircraft  trying 
to  crash  into  the  site. 

Clarke's  persona  in  the  book  is  much  like  his 
demeanor  in  the  hearing  room  of  the  9-11 
Commission  on  Mar.  24— determined  and  a  touch 
self-righteous.  He  is  a  complex  character:  a 
Vietnam  War  protester  turned  antiterror  hawk. 
He  was  angry  that  the  first  Gulf  war  was  ended 
too  soon,  before  the  toppling  of  Saddam  or  at 
least  the  destruction  of  the  Republican  Guard. 
He's  angry,  too,  that  the  plot  to  assassinate  former 
President  Bush  during  a  1993  trip  to  Kuwait 
prompted  only  a  wimpy  U.S.  response— a  late- 
night  bombing  of  Iraqi  intelligence  agency 

headquarters.  And  he's  angrier  still  that 
the  current  war  in  Iraq  simply  detracts 
from  what  he  sees  as  the  greatest 
priority:  stopping  al  Qaeda. 

Enemies,  the  hearings,  and  the 
Presidential  campaign  have  put  Clarke 
in  the  spotlight,  where  he  doesn't 
always  seem  comfortable.  No  doubt  his 
foes  are  poring  over  the  text  for  the 
slightest  mistake— and  there  may  be  a 
few,  given  its  quantity  of  detail  and 
dialogue.  But  the  book  is  far  more  a 
road  map  of  an  ongoing  war  than  a  political  potboiler.  And 
it's  unlikely  we've  heard  the  last  from  Clarke,  which  should 
keep  top  Administration  officials  in  a  state  of  high  anxiety.  ■ 

-By  Paul  Magnusson 
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Isn't  it  time  to  switch  to  a  low-cost 
T.  Rowe  Price  fund? 

At  T.  Rowe  Price,  we  believe  that  you  shouldn't  have  to  choose 
between  low  expenses  and  strong  performance;  we  offer  funds 
with  both.  We  have  a  broad  selection  of  low-cost  funds  that 
have  outperformed  their  1-,  5-,  and  10-year  Lipper  averages  as 
of  12/31/03.  Our  active,  hands-on  approach  to  investing  is  just 
one  of  the  reasons  our  funds  have  performed  so  well  over  time. 
We  also  continue  to  keep  our  costs  low:  100%  of  our  funds 
for  individual  investors  have  expense  ratios  below  their  Lipper 
averages,  with  no  loads,  sales  charges,  or  commissions.* 

Our  Investment  Guidance  Specialists  can  help  you  choose  the 
low-cost  fund  that's  right  for  your  goals  and  tolerance  for  risk.  If  you 
want,  we  can  even  help  you  open  an  account  right  over  the  phone. 
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WHERE'S  THE   BElA 


'Here'  is  where  a  complete  email  management  and  security  system  operates  at  Internet  level.  Where  email 
scanned  and  threats  are  eliminated  before  they  get  anywhere  near  your  network. 

Here  is  where  viruses,  spam  and  pornography  can't  get  to  you.  Where  you  control  what  content  is  sent 
received.  Here  is  where  predictive  intelligence  anticipates  and  acts  on  every  sign  of  a  new  threat. 
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lEACE  ON  EARTH  TO  PROTECT  YOUR  E 

,        Where  a  global  infrastructure  across  4  continents  guarantees  service  never  fails.  Here  is  where  over  half  of  global 
'  jsinesses  looking  for  a  managed  service  turn  to  add  a  higher  level  of  protection.  Here  is  where  The  Bank  of  New  York, 
i  fir  Products  and  Chemicals  and  Conde  Nast  Publications  get  peace  of  mind.  ^  ^ 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 


Now  You  Can  Deliver 
Your  Own  Webcast 


Have  you  ever  given  such  a  great  presentation  that  you  wish  you  could 
show  it  to  people  who  weren't  there?  Unless  you  are  a  CEO  or  a  CFO— 
or  have  a  friend  in  your  company's  media  production  shop— probably 
the  best  you  could  do  was  make  the  PowerPoint  slides  available.  But  a 
new  program  makes  it  simple  for  just  about  anyone  to  immortalize 
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a  presentation,  using  the  Web. 

Apreso  from  Anystream  is  a  $199 
PowerPoint  add-on  that  makes  it  simple  to 
create  a  Web  show  that  synchronizes  your 
slides  with  a  video  or  audio  version  of  your 
presentation.  In  its  simplest  form,  you  plug 
a  digital  camcorder  or,  for  audio,  a 
microphone,  into  your  Windows  computer. 
Click  the  Apreso  "capture"  button  and  run 
through  your  PowerPoint  presentation. 

When  you  are  finished,  you  click  another 
button  and  Apreso  synchronizes  the  slides 
to  your  video  and  audio,  then  converts  the 
package  to  a  Windows  Media  file.  You  can 
stream  this  file  from  your  own  Web  server, 
upload  it  to  Apreso's  Web  hosting  service, 
or  burn  it  onto  a  CD.  You  can  even  send  it  out  by  e-mail  if  it  is 
small  enough,  which  usually  means  no  video. 

Apreso  does  impose  some  limitations  on  what  you  can  do 
in  your  PowerPoint.  It's  best  to  avoid  animations  or  fancy 
transitions  between  slides.  Don't  even  think  of  putting  audio 
or  video  into  your  slides,  and  keep  graphics  simple.  The  result 
won't  have  the  fancy  effects  of  a  Bill  Gates  Webcast,  but  it  can 
be  a  powerful  tool  for  communications  or  training. 

THERE  ARE  SEVERAL  THINGS  YOU  CAN  DO  to  make  an  Apreso 
presentation  look  more  professional.  If  s  possible  to  create 
the  video  sitting  at  your  desk,  talking  into  a  microphone  and 
an  inexpensive  camera  connected  to  your  computer.  You'll 
get  much  better  video,  however,  by  using  a  digital 
camcorder,  which  starts  at  about  $500.  Spending  another 
$75  or  so  for  a  clip-on  lavalier  microphone  instead  of  using 
the  camera's  built-in  mike  will  dramatically  improve  sound 
quality.  Some  attention  to  lighting  and  makeup— at  least 
some  powder  to  take  the  shine  off  your  nose  and  forehead- 
can  also  work  wonders. 

One  drawback  to  Apreso  is  that  when  you  create  a 
presentation  in  the  simplest  way,  there  is  no  opportunity  for  a 
retake  if  you  muff  your  lines  or  change  slides  at  the  wrong 
time.  While  you  can  pause  during  recording,  you  can't  back 
up,  so  the  only  way  to  cover  a  flub  is  to  start  over.  But  I 
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discovered  a  neat  trick  if  you  use  a 
camcorder  and  have  access  to  a  video 
editing  program  such  as  Adobe  Premiere 
Tape  the  presentation  without  running 
Apreso,  shooting  retakes  as  necessary.  Ei 
the  video,  then  record  it  back  to  tape  in 
your  camera.  Plug  the  camera  into  your  P 
run  Apreso,  and  advance  the  slides  as  the 
tape  plays.  The  result  can  be  a  much  mon 
polished  presentation.  Most  high-end 
corporate  Web  presentations  are  created 
using  another  PowerPoint  add-on,  the  fre 
and  powerful,  but  complex,  Microsoft 
Producer.  If  your  company  uses  Producer, 
you  also  can  export  an  Apreso  presentatic 
to  it  to  add  complex  transitions  o 
video  effects. 

You  can  stream  an  Apreso 
presentation  from  any  Web  serve 
running  Windows  Media  Server. 
Anystream  also  offers  a  hosting 
service  starting  at  $29.95  a  montl 
allowing  you  to  upload  the 
presentation  there  and  link  to  it 
from  your  own  Web  site. 

The  Web  has  revolutionized 
many  forms  of  communications 
bringing  presentations  at 
annual  meetings  and  analysts' 
conferences  to  the  public  for  the  first  time.  Apreso  brings  a 
version  of  the  technology  within  reach  of  a  much  wider 
range  of  users.  It  is  cheap  and  simple  enough  that  a  teacher 
could  record  a  lesson  and  make  it  available  online  for 
review  or  reinforcement,  or  a  marketing  manager  could 
share  a  sales  presentation  with  branch  offices.  It's  not 
just  for  CEOs  anymore.  ■ 

E-mail:  techandyou@businessweek.cor, 
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For  a  collection  of  past  columns  and  online- 
only  reviews  of  technology  products,  go  to  Technology  &  You  at 
www.businessweek.com/technology/ 
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■90  million  printers  sold.  7,000  patents. 
3  different  color  models.  2  initials  to  remember. 

rover  20  years,  HP  has  engineered  printers  with  business  in  mind.  From  affordable  Color  LaserJet 
inters  to  high-performance  inkjets,  HP  has  a  solution  to  meet  your  needs.  That's  because  HP  scientists 
jve  spent  years  refining  our  ink,  toner,  paper  and  printers  to  work  together  flawlessly.  The  result— 
e  kind  of  rock-solid  reliability  and  dedicated  excellence  that  can  add  brilliance  to  any  document, 
ing  outsourced  materials  in-house  and  help  any  size  business  succeed.  Which  may  be  why  HP  has 
scome  the  most  preferred  printer  manufacturer  in  the  world.  And  the  easiest  to  remember. 
+  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  + 
)r  more  information  on  products  and  current  offers,  contact  your  reseller,  go  to 
D.com/go/printcolor  or  call  1-866-625-1174. 
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Now  You  Can  Deliver 
Your  Own  Webcast 


Have  you  ever  given  such  a  great  presentation  that  you  wish  you  could 
show  it  to  people  who  weren't  there?  Unless  you  are  a  CEO  or  a  CFO— 
or  have  a  friend  in  your  company's  media  production  shop— probably 
the  best  you  could  do  was  make  the  PowerPoint  slides  available.  But  a 
new  program  makes  it  simple  for  just  about  anyone  to  immortalize 
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a  presentation,  using  the  Web. 

Apreso  from  Anystream  is  a  $199 
PowerPoint  add-on  that  makes  it  simple  to 
create  a  Web  show  that  synchronizes  your 
slides  with  a  video  or  audio  version  of  your 
presentation.  In  its  simplest  form,  you  plug 
a  digital  camcorder  or,  for  audio,  a 
microphone,  into  your  Wmdows  computer. 
Click  the  Apreso  "capture"  button  and  run 
through  your  PowerPoint  presentation. 

When  you  are  finished,  you  click  another 
button  and  Apreso  synchronizes  the  slides 
to  your  video  and  audio,  then  converts  the 
package  to  a  Windows  Media  file.  You  can 
stream  this  file  from  your  own  Web  server, 
upload  it  to  Apreso's  Web  hosting  service, 
or  burn  it  onto  a  CD.  You  can  even  send  it  out  by  e-mail  if  it  is 
small  enough,  which  usually  means  no  video. 

Apreso  does  impose  some  limitations  on  what  you  can  do 
in  your  PowerPoint.  If  s  best  to  avoid  animations  or  fancy 
transitions  between  slides.  Don't  even  think  of  putting  audio 
or  video  into  your  slides,  and  keep  graphics  simple.  The  result 
won't  have  the  fancy  effects  of  a  Bill  Gates  Webcast,  but  it  can 
be  a  powerful  tool  for  communications  or  training. 

THERE  ARE  SEVERAL  THINGS  YOU  CAN  DO  to  make  an  Apreso 
presentation  look  more  professional.  It's  possible  to  create 
the  video  sitting  at  your  desk,  talking  into  a  microphone  and 
an  inexpensive  camera  connected  to  your  computer.  You'll 
get  much  better  video,  however,  by  using  a  digital 
camcorder,  which  starts  at  about  $500.  Spending  another 
$75  or  so  for  a  clip-on  lavalier  microphone  instead  of  using 
the  camera's  built-in  mike  will  dramatically  improve  sound 
quality.  Some  attention  to  lighting  and  makeup— at  least 
some  powder  to  take  the  shine  off  your  nose  and  forehead- 
can  also  work  wonders. 

One  drawback  to  Apreso  is  that  when  you  create  a 
presentation  in  the  simplest  way,  there  is  no  opportunity  for  a 
retake  if  you  muff  your  lines  or  change  slides  at  the  wrong 
time.  While  you  can  pause  during  recording,  you  can't  back 
up,  so  the  only  way  to  cover  a  flub  is  to  start  over.  But  I 
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discovered  a  neat  trick  if  you  use  a 
camcorder  and  have  access  to  a  video 
editing  program  such  as  Adobe  Premiere 
Tape  the  presentation  without  running 
Apreso,  shooting  retakes  as  necessary.  E 
the  video,  then  record  it  back  to  tape  in 
your  camera.  Plug  the  camera  into  your 
run  Apreso,  and  advance  the  slides  as  the 
tape  plays.  The  result  can  be  a  much  mon 
polished  presentation.  Most  high-end 
corporate  Web  presentations  are  created 
using  another  PowerPoint  add-on,  the  fre 
and  powerful,  but  complex,  Microsoft 
Producer.  If  your  company  uses  Producer, 
you  also  can  export  an  Apreso  presentatic 
to  it  to  add  complex  transitions  o 
video  effects. 

You  can  stream  an  Apreso 
presentation  from  any  Web  serve 
running  Windows  Media  Server. 
Anystream  also  offers  a  hosting 
service  starting  at  $29.95  a  monti 
allowing  you  to  upload  the 
presentation  there  and  link  to  it 
from  your  own  Web  site. 

The  Web  has  revolutionized 
many  forms  of  communications, 
bringing  presentations  at 
annual  meetings  and  analysts' 
conferences  to  the  public  for  the  first  time.  Apreso  brings  a 
version  of  the  technology  within  reach  of  a  much  wider 
range  of  users.  It  is  cheap  and  simple  enough  that  a  teacher 
could  record  a  lesson  and  make  it  available  online  for 
review  or  reinforcement,  or  a  marketing  manager  could 
share  a  sales  presentation  with  branch  offices.  It's  not 
just  for  CEOs  anymore.  ■ 

E-mail:  techandyou@businessweek.coT. 
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For  a  collection  of  past  columns  and  online- 
only  reviews  of  technology  products,  go  to  Technology  &  You  at 
www.businessweek.com/technology/ 
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or  over  20  years,  HP  has  engineered  printers  with  business  in  mind.  From  affordable  Color  LaserJet 
■rinters  to  high-performance  inkjets,  HP  has  a  solution  to  meet  your  needs.  That's  because  HP  scientists 
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Economic  Viewpoint 


BY  JEFFREY  E.  GARTEN 


The  Right  Remedy 
For  Pricey  Drugs 


Few  questions  better  reveal  the  link  between  trade  policy  and  the  lives  of 
millions  of  Americans  than  whether  Washington  should  permit  imports  ol 
prescription  drugs  from  Canada.  Right  now  it  is  illegal  for  U.S.  residents  t< 
buy  pharmaceuticals  north  of  the  border  or  from  anywhere  else  abroad 
without  a  federal  waiver.  Yet  for  lots  of  Americans,  the  lure  of  such 


purchases  is  intense  because  many  of  the  same  products 
available  in  the  U.S.  can  be  had  in  Canada  at  prices  30%  to 
50%  lower.  The  reason  is  that  Ottawa,  like  virtually  all  other 
governments  except  Washington,  heavily  regulates  the  price 
of  medicines. 

The  Bush  Administration  has  been  resisting  legalizing 
imports  on  grounds  of  safety.  It  has  good  reason,  given  the 
growing  volume  of  counterfeit  drugs,  with  potentially 
disastrous  human  consequences,  that  the  Food  &  Drug 
Administration  says  are  penetrating  our  porous  borders.  Were 
free  trade  allowed,  it  wouldn't  be  just  American-made  drugs 
flowing  south  but  lookalike  pharmaceuticals  that  enter 
Canada  from  Asia. 

To  figure  out  how  to  protect  Americans,  however,  does  not 
require  a  yearlong  study— such  as  the  Administration  says  it 
needs.  As  Senator  John  McCain  (R-Ariz.)  said  in  recent 
congressional  hearings:  "We  are  talking  about  seniors  who 
are  going  to  bed  tonight  making  a  decision  about  whether  to 
pay  for  a  prescription  drug  or  to  eat." 

SENATOR  JOHN  KERRY  IS  ASSAILING  President  George  Bush's 
inaction.  So  are  at  least  19  state  governments  that  want  their 
citizens  to  have  access  to  Canadian  drugs.  With  43  million 
Americans  lacking  any  insurance  for  drug  coverage  and  with 
the  price  of  prescription  drugs  skyrocketing,  Kerry  and  the 
states  have  a  point.  But  in  their  zeal  to  move  quickly,  they  are 
underemphasizing  safety  considerations. 

Companies  such  as  Pfizer,  Wyeth,  and  Eli  Lilly  say  that 
imports  from  Canada  will  undercut  their  profits  in  the  U.S. 
and  hurt  research  and  development.  They  want  Ottawa  either 
to  raise  its  prices  for  patented  drugs  or  to  embargo  drug 
exports,  and  they  may  be  pressuring  Canada  by  reducing 
shipments  north.  While  Big  Pharma  is  certainly  profitable 
and  its  arguments  self-serving,  America's  well-funded 
scientists  have  produced  the  overwhelming  share  of 
breakthroughs.  That's  why  the  research  operations  of  non- 
American  companies  such  as  Switzerland's  Novartis  are 
migrating  to  the  U.S.  And  as  Merck  &  Co.  Chairman  and  CEO 
Raymond  V.  Gilmartin  told  me,  U.S.  competitiveness  hinges 
on  industries  such  as  pharmaceuticals  that  are  at  the 
forefront  of  innovation. 
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The  U.S. 
should  let  in 
Canadian 
imports— 
but  build  in 
safeguards 


I  believe  Congress  should  act  quickly  to  allow  imports.  Bu 
it  must  move  just  as  fast  to  give  the  FDA  what  it  needs  to 
ensure  the  safety  of  America's  drug  supplies.  The  agency  is 
already  overburdened  with  new  priorities  such  as  protecting 
the  nation  against  bioterrorism  and  helping  to  ensure  food 
safety.  It  could  need  up  to  $1  billion  to  do  the  job. 

Ultimately,  however,  Americans  would  be  able  to  satisfy 
only  a  fraction  of  their  needs  from  the  Canadian  market.  Far 
more  important  is  making  sure  that  the  new  Medicare  law— 
which  comes  into  effect  in  2006— brings  down  prices  as 
advertised.  Given  the  millions  of  people  desperate  for  lower- 
priced  pills,  why  not  move  up  the  effective  date  by  one  year? 
And  why  not  mount  a  government-industry  examination  of 

ways  for  the  pharmaceutical 
business  and  regulators  to  bring 
new  drugs  to  market  more  cheap! 
than  the  current  $800  million  to 
$1  billion-per-drug  cost? 

Another  initiative  would  be  to 
use  trade  policy  to  encourage 
changes  in  countries  getting  a  free 
ride  on  drug  development  costs.  A 
Harvard  University  health- care 
economist  Joseph  Newhouse  told 
me,  U.S.  consumers  are  subsidizinj 
other  wealthy  nations  that  are  not 
paying  their  fair  share  of  R&D.  It's 
not  just  Canada  that  is  regulating  prices  but  also  the 
European  Union  and  Japan.  Perhaps  global  research 
consortiums  could  be  set  up  to  share  research  costs,  too. 

U.S.  borders  are  evaporating  just  when  they  seem 
increasingly  important— whether  America  seeks  to  thwart 
illegal  immigrants,  mad  cow  disease,  SARS,  or  tainted  money. 
There  are  no  easy  ways  to  balance  the  openness  Americans 
want  with  the  physical  and  emotional  security  they  crave. 
These  difficulties  notwithstanding,  when  it  comes  to  prescrip- 
tion drugs,  there  is  an  urgent  need  to  do  better— now.  ■ 

Jeffrey  E.  Garten  is  dean  of  the  Yale  School  of  Management 
and  author  of  The  Politics  of  Fortune:  A  New  Agenda  for 
Business  Leaders  (jejfrey.garten@yale.edu) 
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roductivity  is  lifting  incomes  and  that,  eventually,  will  boost  hiring 


U.S.  ECONOMY 


Job  scarcity  always  worsens  the  great  divide 
etween  the  well-off  and  the  strugglers.  But  in  the  high-productivity 
conomy  of  recent  years,  the  chasm  is  even  wider.  In  2004— the  third 
ear  of  recovery— many  willing  workers  without  jobs  face  another 
)ng  slog  of  searching  as  companies  strive  to  boost  efficiency  and  cut 


»sts.  In  contrast,  if  you  have  a  job  and  belong  to  the 
owing  investor  class,  the  rewards  are  great:  Rapid 
oductivity  growth  means  low  inflation  and  interest 
tes,  rising  real  incomes,  and  surging  profits. 
And  therein  lies  the  hope  for  a  brighter  job  outlook, 
•oductivity  creates  more  demand  by  generating  new 
come  and  wealth,  and  strong  demand  creates  jobs, 
hose  forces  have  been  at  work  during  the  past  three 
;ars  of  economic  disappointment,  but  they  are  finally 
arting  to  assert  themselves  much  more  vigorously. 
Consider  the  rate  of  growth  in  national  income,  which 
tcludes  labor  compensation,  corporate  profits, 
roprietors'  income,  rents,  and  interest.  Over  the  past 
ar,  real  national  income  has  grown  4.9%,  a  sharp 
celeration  from  0.9%  in  the  previous  year.  Today's  clip 
.  the  same  heady  pace  consistently  achieved  during  the 
oom  years  of  the  late  1990s. 

If  s  an  economic  fact  that  income— in  the  form  of 
ither  profits  or  wages— eventually  ends  up  in  people's 
ockets.  And  whether  paychecks,  proprietor's  income, 
apital  gains,  dividends,  or  interest,  the  money  that  isn't 
aved  gets  spent.  Spending  generates  profits  that  fuel 
usiness  expansion  and  hiring,  creating  more  income  for 
vorkers,  which  triggers  another  increase  in  demand. 

Although  the  jobs  issue  remains  the  overarching  force 
nfluencing  current  perceptions  of  the  economy's 
performance,  measuring  the  country's  economic  health 
;ntails  more  than  just  taking  the  temperature  of  the  labor 
narkets.  And  the  latest  data  on  incomes  are  telling  us 
fiat  working  households  are  finally  starting  to  enjoy 
some  of  the  rewards  of  increased  productivity.  Through 
"ebruary,  real  income  generated  by  wages  and  salaries 
ncreased  2.1%  from  the  year  before,  the  fastest  pace  in 
more  than  three  years. 

50  FAR,  THOUGH,  the  benefits  of  productivity  gains 
tiave  shown  up  primarily  in  profits.  The  Commerce 
Dept.'s  economywide  tally  of  adjusted  corporate  earnings 
in  the  fourth  quarter  surged  29%  from  the  previous  year, 
the  largest  such  advance  in  20  years  (chart).  Corporate 
earnings,  which  are  only  about  12%  of  national  income, 
have  contributed  44%  of  the  growth  over  the  past  year. 
Workers'  wages,  salaries,  and  benefits,  some  63%  of 


income,  have  accounted  for  only  36%  of  the  gains. 
Indeed,  the  share  of  profits  in  national  income  has  risen 
to  its  highest  level  since  1997,  while  the  share  of  labor 
income  has  fallen  to  a  37-year  low. 

As  the  first-quarter  earnings  season  begins,  analysts 
expect  profits  of  companies  in  the  Standard  &  Poor's 
500-stock  index  to  increase  16.7%  from  the  previous 

year,  according  to 
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ARE  SURGING 
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Thomson  First  Call.  The 
result  could  be  even 
higher,  given  the  pattern 
of  steadily  upward 
revisions  to  expectations. 
Plus,  the  ratio  of 
companies  warning  of 
lower-than-expected 
results  to  those  that  are 
raising  their  projections 
is  very  low. 

One  recent  plus  for 
profits  is  the  dollar's 

decline,  but  that's  far  from  the  most  important  factor. 

Fourth-quarter  net  receipts  from  the  rest  of  the  world 

were  up  23%  from  the  year  before,  but  earnings  from  U.S. 

domestic  operations  alone  rose  by  a  larger  30%. 

PROFITS  ARE  FLOWING,  mainly  because  demand  is 
accelerating  at  the  same  time  businesses  are  cutting 
costs.  During  the  past  year,  overall  demand  has  grown 
4.4%,  more  than  double  the  1.8%  pace  the  year  before.  At 
the  same  time,  productivity  growth  has  reduced  unit 
labor  costs.  As  a  result,  more  of  each  sales  dollar  is  falling 
straight  to  the  bottom  line.  In  the  fourth  quarter,  profits  of 
nonfinancial  corporations  jumped  to  12.2%  for  each  unit 
of  product.  That  profit  margin  is  up  from  a  low  of  7.2%  in 
the  third  quarter  of  2001  and  approaching  the  13.1%  peak 
hit  in  1997. 

Productivity  is  also  playing  a  role  in  the  distribution  of 
earnings,  since  the  most  productive  companies  are 
generating  the  most  profits.  Take  the  makers  of  high-tech 
equipment  such  as  computers,  peripherals,  telecom  gear, 
and  semiconductors.  Over  the  past  two  years,  output  per 
worker  in  tech-equipment  manufacturing  has  soared  at  a 
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33%  annual  rate,  while  output  per  worker  elsewhere  in 
manufacturing  rose  at  a  decent  but  much  slower  5%  rate. 
The  payoff  from  the  productivity  push  is  striking.  High- 
tech  industries— only  6.5%  of  factory  output— have 
generated  64%  of  the  growth  in  manufacturing  profits 
over  the  past  two  years  and  35%  of  earnings  growth  for 
all  nonfinancial  corporations. 

Other  sectors  where  earnings  look  good:  Information— 
a  big  chunk  of  which  is  telecommunications  and 
publishing— has  accounted  for  another  15%  of  the  two- 
year  growth  in  nonfinancial  earnings.  And  a  sector 
Commerce  calls  "other  nonfinancial"  businesses, 
including  professional  and  technical  services  and  health 
care,  contributed  21%  of  the  advance. 

THE  BROAD  BENEFITS  from  productivity  are  also  finally 
starting  to  accrue  to  working  households,  mainly  through 
rising  real  incomes.  Although  payrolls  have  not  grown 
during  the  past  year,  working  consumers  have  been 
enjoying  a  steady  rebound  in  buying  power,  which  partly 
explains  why  spending  has  remained  robust. 

In  February,  wages  and  salaries  were  up  3.6%  from 
their  previous-year  levels,  while  annual  inflation,  as 
measured  by  the  price  deflator  for  personal-consumption 
expenditures,  was  running  at  only  1.5%.  That  means  real 
income  from  wages  and  salaries  has  risen  2.1%  over  the 
past  year,  the  best  showing  since  2000  (chart). 

Once  again,  credit  productivity:  Better  efficiency  is 
lowering  the  costs  of  producing  most  products,  so 
inflation  stays  low.  Meanwhile,  businesses  are  making 


enough  money  to  give  pay  raises.  True,  this  is  another 
example  of  how  joblessness  contributes  to  the  great 
divide  between  the  haves  and  the  have-nots.  But 
eventually,  productivity's  lift  to  incomes  will  lead  to 
more  hiring. 

In  addition,  consumers  who  own  stock,  about  half  of 

all  households,  are 
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benefiting  from 
productivity's  boost  to 
corporate  profits.  Despii 
the  sell-off  on  Wall  Stre 
in  March,  the  Wilshire 
index  of  5,000  stocks  is 
still  up  2.2%  since  the 
start  of  the  year, 
following  its  26%  gain  ii 
2003.  Households  have 
regained  all  of  their 
wealth  lost  during  the 
stock  market  meltdown. 
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As  consumers  spend  some  of  this  windfall,  the  increase  i 
demand  will  prompt  businesses  to  hire. 

Job  growth  is  already  picking  up,  but  its  pace  remains 
too  weak  for  many  consumers.  To  blame  productivity, 
though,  misses  a  key  fact:  Productivity  is  both  a  toxin 
tonic  in  this  recovery.  Greater  efficiency  has  been  the 
biggest  factor  holding  down  hiring.  But  over  time, 
productivity  will  lift  living  standards  by  generating  more 
income  and  demand.  That  makes  productivity  the  best 
hope  for  getting  U.S.  job  growth  back  on  track.  ■ 


Consumer  Jitters  Are  Stalling  the  Recovery 


GERMANY'S  ECONOMIC  recovery 
has  hit  a  snag.  Businesses  are  losing 
confidence  because  domestic  demand 
hasn't  picked  up.  But  German 
consumers  are  hesitant  to  spend, 
largely  because  the  labor  market 
remains  soft. 

The  March  IFO  Business  Climate 
index  declined  for  a  second  straight 
month,  to  95.4  (chart).  The  March 
results  weren't  skewed  by  the  Madrid 
bombings,  says  IFO,  a 
research  organization. 
It  reviewed  responses 
from  manufacturers 
and  found  little 
difference  in  replies 
that  came  after  the 
attacks.  That  makes 
the  decline  in  the 
current  business- 
situation  index,  the 
first  fall  in  six  months, 
particularly  troubling. 
It  implies  a  more 
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fundamental  issue  is  weighing  on 
businesses. 

The  major  culprit  appears  to  be 
domestic  demand.  The  IFO  retailing 
index  fell  to  -31.8,  from  -24.3  in 
February.  And  the  March  consumer 
confidence  figures  from  GfK  Gruppe, 
a  market-research  company,  show 
little  improvement  is  likely.  The  latest 
reading  stalled  at  5.1. 

Part  of  the  problem  is  that 

businesses  seem 
reluctant  to  add 
workers.  The  jobless 
rate  remains 
stubbornly  high  at 
10.3%.  And  the  latest 
employment  survey 
from  Manpower  Inc., 
a  U.S.  staffing 
company,  shows 
German  businesses 
plan  on  trimming 
payrolls  during  the 
second  quarter. 
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Nor  are  consumers  getting  much 
help  elsewhere.  Some  $18.5  billion  in 
tax  cuts  are  being  offset  in  part  by  a 
freeze  in  pension  payments  and 
increases  in  health-care  costs.  That's 
one  reason  the  GfK  survey  showed 
that  income  expectations  fell  in 
March.  Plus,  real  interest  rates  in 
Germany  are  among  the  highest  in 
the  euro  zone. 

That  leaves  the  German  economy 
dependent  on  foreign  demand  to  fuel 
the  current  recovery.  So  far,  the 
higher  euro  doesn't  seem  to  be 
crimping  foreign  demand.  In  fact,  the 
March  IFO  survey  reported  rising 
expectations  regarding  exports.  Even 
so,  the  German  economy  won't  show 
much  improvement  until  domestic 
demand  turns  around.  With  the 
possibility  of  that  rebound  becoming 
increasingly  remote,  economists  are 
already  lowering  growth  expectations 
for  2004.  ■ 

-By  James  Mehring  in  New  York 
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THE NEW 


Meet  the  fund-raisers  who  are 
finessing  the  campaign-finance  law- 
and  raising  more  dough  than  ever 


LAURIE  DAVID  DOESN'T  CON- 
sider  herself  part  of  a  special- 
interest  lobby  seeking  political 
favors.  She's  just  a  determined 
environmentalist  who's  rais- 
ing gobs  of  money  to  defeat 
President  George  W.  Bush. 
What  does  she  want  in  return?  For 
starters,  stronger  pollution- control  laws 
for  utilities  and  tougher  fuel-economy 
standards  for  Detroit.  Oh,  and  she  would 
also  like  the  next  President  to  sign  the 
Kyoto  treaty  comnutting  the  U.S.  to  signif- 
icant cuts  in  greenhouse  gases. 

For  years,  David,  45,  has  raised  money 
for  environmental  causes,  but  her  new  gig 
is  political  fund-raising.  Operating  out- 
side, the  campaign-finance  laws,  she  is 
drumming  up  heaps  of  soft  money— the 
unlimited  contributions  that  political 
parties  once  thrived  on  but  are  now 
barred  from  accepting— by  bringing  hun- 
dreds of  prominent  people  from  the  en- 
tertainment, media,  and  fashion  worlds 
into  her  Beverly  Hills  home.  There,  they 
listen  to  Democratic  activists  lay  out  their 
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strategy  for  defeating  Bush.  There  is  no 
fancy  meal  and  no  admission  charge.  But 
afterward,  David,  a  former  talent  coordi- 
nator for  The  Late  Show  with  David  Let- 
terman  and  wife  of  comedian  Larry 
David,  discreetly  mentions  that  she  has 
given  $100,000— and  could  her  guests 
please  do  the  same?  "My  job  is  to  do 
everything  I  can  to  take  the  country  back 
from  the  right  wing,"  she  vows. 

And  how.  David  has  raised  some  $2 
million  for  liberal  527  committees— non- 
profit groups  named  for  a  section  of  the 
tax  code— whose  purpose  is  to  bypass  the 
2002  McCain-Feingolc1.  campaign- 
finance  reforms.  That  makes  her  part  of  a 
new  breed  of  fund-raiser  taking  advan- 
tage of  chinks  in  the  law  to  keep  the  cash 
coming.  Call  them  the  New  Fat  Cats.  The 
reform  measure  has  also  given  rise  to  a 
handful  of  even  more  effective  fund-rais- 
ers: "super  fat  cats"  such  as  billionaire 
George  Soros,  who  support  the  527s  with 
huge  gifts.  Soros  alone  has  given  some 
$15  million  to  liberal  causes. 

Equally     important,     the     act     has 


spawned  mega-bundlers:  high-power 
executives  and  lobbyists  who  mine  the 
money  veins  within  their  industries  on  1 
half  of  a  candidate.  By  corralling  thou- 
sands of  employees,  partners,  and  friends,! 
each  of  whom  can  give  up  to  $2,000,  suchf 
GOP  bundlers  as  Merrill  Lynch  &  Coj 
Chairman  E.  Stanley  O'Neal,  and  Kerryl 
bundlers  such  as  Ivan  A.  Schlager,  partner  I 
at  law  firm  Skadden,  Arps,  Slate,  Meagher] 
&  Flom  LLP,  have  raised  huge  sums. 

THE  ART  OF  BUNDLING 

TALLY  IT  ALL  UP,  and  the  2004  Presiden- 1 
tial  election  is  taking  place  against  a  back- 
drop  of  record  fund-raising  and  record- 
shattering  influence  by  the  same  special  I 
interests  that  the  reforms  sought  to  stifle. 
By  Mar.  1,  Bush  and  the  10  Democrats  who 
sought  his  job  had  garnered  $316  million, 
or  72%  more  than  the  $184  million  raised 
at  the  same  point  in  2000.  Both  Bush  and 
Democratic  nominee-in-waiting  John  F. 
Kerry  raised  so  much  in  March  that 
they've  almost  met  their  fund-raising 
goals  for  the  year— $170  million  for  the 
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»They're  the  high-powered 
execs  and  lobbyists  who  gather 
like-minded  givers,  all  of  whom 
can  give  up  to  $2,000  apiece 


»These  political  entrepreneurs, 
who  mainly  back  liberal  causes, 
raise  the  soft  dollars  parties  can  no 
longer  take  for  the  527  committees 


»The  rise  of  the  527s  has 
created  a  new  class  of  donor: 
Those  who  write  megamilfion 
dollar  checks 


Prez  and  $80  million  for  Kerry.  After  a 
slow  start,  Kerry  is  catching  up:  He  was  ex- 
pected to  announce  on  Apr.  1  that  he 
pulled  in  more  than  $40  million  between 
January  and  March,  bringing  his  total 
close  to  his  target  and  beating  even  Bush's 
single-quarter  record  of  $29  million. 

BUSH'S  CORPORATE  BUNDLERS 

FOR  THE  GOP,  CORPORATE  bundlers 
reign  supreme.  Bush's  bundlers  have 
raised  the  practice  to  a  fine  art  by  opening 
the  taps  at  Wall  Street  firms,  health-care 
companies,  manufacturers,  and  oil-and- 
gas  outfits.  The  President  has  188 
"Rangers,"  who  have  brought  in  upwards 
of  $200,000  each,  followed  by  270  "Pio- 
neers" who  have  raised  at  least  $100,000. 
Health-care  interests  have  raised  $7  mil- 
lion, while  high-tech  companies  have 
kicked  in  $4  million.  But  it  is  Wall  Street 
that  has  dug  deepest  for  Bush:  Employ- 
ees of  securities,  banking,  and  insurance 
firms  together  have  produced  $15  million. 

Indeed,  seven  out  of  Bush's  top  10 
donor  sources  are  from  financial  services 
firms,  led  by  Merrill  Lynch's  $458,000. 
O'Neal,  a  Bush  Ranger,  last  year  co-host- 
ed a  party  that  netted  $4  million.  He  sent 
a  letter  to  top  Merrill  execs'  homes,  urg- 
ing them  to  support  Bush. 

Financial  firms  have  produced  more 
Pioneers  and  Rangers  than  any  other  in- 
dustry—73  in  all,  15  of  whom  are  heads  of 
firms,  says  the  Center  for  Public  Integrity, 
a  watchdog  group.  Besides  O'Neal,  the 
Rangers  include  Joseph  J.  Grano  Jr.,  CEO 
of  UBS  Wealth  Management  USA;  Amer- 
ican International  Group  Chairman 
Maurice  R.  Greenberg;  and  Credit  Suisse 
First  Boston  Corp.  CEO  John  J.  Mack. 

Why  the  generosity?  O'Neal's  support 
"reflects  his  personal  belief  in  President 
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Bush,"  says  a  Merrill  spokesman.  More- 
over, the  company  says  Merrill  employees 
are  encouraged  to  give  to  the  candidate  of 
their  choice.  Critics  aren't  buying  that: 
Eighty  percent  of  Merrill's  largesse  is 
flowing  to  Bush,  and  donations  from  oth- 
er Wall  Street  firms  are  running  heavily  in 
his  favor.  "It's  pure  self-interest,"  asserts 
William  B.  Patterson,  director  of  the  AFL- 
CIO's  Office  of  Investment,  which  over- 
sees $400  billion  in  union  pension  funds. 
Business  bundlers  find  less  to  like  in 
Kerry.  Instead,  Washington  law  firms,  lob- 
byists, and  the  entertainment  industry  pro- 
vide his  bedrock  support.  Kerry's  top 
fund-raisers  are  less  numerous,  and  their 
monikers  less  colorful:  His  59  vice-chairs 
have  raised  $100,000  or  more,  while  123 
co-chairs  have  brought  in  at  least  $50,000 
each.  The  Democrat's  richest  treasure 
trove  has  been  Washington  lawyers  and 
lobbyists,  which  account  for  4  of  his  top  10 
donors.  His  single-biggest  cash  source: 
Skadden  Arps,  whose  lawyers  have  given 
a  total  of  $106,000.  The  Beltway  buck-rak- 
ers tap  a  vast  network  of  colleagues,  trade 
groups,  and  government  workers.  Capitol 
Hill  connections  are  key.  Schlager,  the 
Skadden  Arps  partner,  served  as  chief 


counsel  to  a  Senate 
merce   subcommittee 
foreign  trade,  which  Ke 
chaired  in  the  early  '90s 

The  entertainment 
dustry  has  also  been  ge 
ous.  On  Mar.  30,  fo: 
grocery-chain      magn 
Ron  Burkle  raised  $1 
lion  at  a  lunch  at  his  La  J 
la  home  and  another 
million  at  a  dinner 
evening.  Among  the 
actors   Jennifer   Anistcf 
Leonardo   DiCaprio,  ai  *f ' 
Dustin  Hoffman,  and 
rector  Oliver  Stone.  "Tl  ' 
right  wing  is  getting  \  l 
way  in  a  manner  that  ^ 
have  never  seen  before,  li  ^ 
picking    judges,"    fum  r^ 
movie  producer  and  ex-Universal  Studit  *  v 
Chairman  Tom  Pollock.  And  although 
some  on  Wall  Street  also  support  Kerry,  tl  £  w 
$2  million  he  has  gotten  is  far  less  tha  Beto; 
Bush's  haul,  largely  because  of  Street  woi  .. * 
ties  that  Kerry  will  raise  taxes. 

Kerry's  bundlers  have  helped  him  sta  "^ 
competitive  in  the  money  race,  after  earl  sProf 
fears  that  he  might  lack  the  funds  to  rt  w'1 
spond  to  withering  Bush  attacks.  Kerr  ^ ™ 
has  raised  $80  million  himself,  the  De  "^ 
mocratic  National  Committee  expects  ti  ^ 
raise  another  $75  million,  and  at  lea*  j*"* 
$100  million  will  go  to  527  funds.  So  al  ^ 
together,  the  Kerry  campaign  figures  i  m^ 
can  count  on  a  rninimum  of  $255  million  ^ttl 
"This  is  an  even-steven  campaign  in  vote  ™e 
and  money,"  says  University  of  Virginis  ™ 
political  scientist  Larry  J.  Sabato. 

Still,  it's  not  as  easy  as  it  once  was  te  fBC 
shake  the  money  tree.  Consider  high  tech  ^ 
The  industry,  which  had  been  a  strong  K ' 
backer  of  Bill  Clinton  and  Al  Gore,  is  or  m 
the  mend  after  a  three-year  meltdown,  and  ^ 
hasn't  been  as  generous  as  the  Kerry  camp  tt 
expected.  As  of  Mar.  1,  he  had  raised^ 
$301,000  from  computer  and  Internet^ 
companies,  vs.  Gore's  $587,000  in  2000,  p< 
according  to  the  Center  for  Responsive  m 
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Bush's  Top  10 

The  President  has  raised  a  record 
$158  million;  the  financial-services 
industry  is  his  biggest  backer* 
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Kerry's  Top  10 

The  Democratic  contender  has  gathers 
$41  million;  lawyers  and  lobbyists  are 
his  largest  contributors* 


3  tics,  a  nonpartisan,  pro-re- 

n  group. 

„!ome   tech   leaders   arent 
s  lied  with  Kerry,  especially 

•r  his  populist  primary  cam- 
I  En  and  the  current  fulmina- 
about  outsourcing.  Such 
„  c  rankles  Netscape  Commu- 
,  prions    Corp.    co-founder 
L.    Andreessen,    now 
iiirman    of   software    firm 
jjsware  Inc.  Kerry  "is  just 
„  ming  in  the  wrong  direc- 
tojn."    on    trade,    says    An- 
,  eessen,  who  gave  Democratic 
I  ^didates  $300,000  in  1996 
Ijjl  2000  but  hasn't  given 
i  ;m  a  dime  this  time.  Despite 
,  ch  misgivings,  Kerry  may  be 
q  Irring  favor  among  teenies.  At 
nfvlar.  29  San  Francisco  fund- 
j  ser,  Kerry  pulled  in  $3  mil- 
j-in  alone,  though  his  cam- 
l  ign  won't  reveal  how  much 
in  me  from  tech  interests. 

%s  of  little  guys 

-  NOT  JUST  $2,000  contribu- 
i  rs  propelling  the  election-year 
n  oney  machine.  Small  contrib- 
j  ors  also  played  a  huge  role. 
i  oward  Dean  led  the  way,  but 
si[  Mar.  1,  all  the  Presidential 
jididates      combined     had 
ised  $78  million  in  under-$200  chunks, 
ore  than  double  the  take  in  2000. 
m  Yet  it's  still  the  big  bucks  and  influence 
J  iddlers  that  count  most.  Bush  and  Kerry 
3  ich  have  gotten  more  than  65%  of  their 
loney  from  $l,000-plus  donors.  But  Ker- 
r  is  catching  up  fast  to  Bush  by  holding 
>ean-like  meetups  and  challenging  on- 
1Mne  contributors  to  meet  daily  fund- 
'2  using  goals.  It  seems  to  be  working:  On 
I  lar.  26,  Kerry  said  he  had  raised  $20  mil- 
n.on  in  20  days  online,  beating  even 
J  )ean's  record  and  far  outstripping  Bush's 
3  4  million  in  Net  donations. 
fln    Perhaps  reform's  most  controversial 
^  utcome  has  been  the  liberal  527  groups, 


SCHMOOZING 
FOR  KERRY 

Democratic 
bundlersare 
doing  well,  too 
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and  the  political  entrepreneurs  behind 
them.  The  most  prominent  527s  are  the 
ones  that  Laurie  David  is  supporting:  the 
Media  Fund,  run  by  ex-Clinton  aide 
Harold  M.  Ickes,  and  America  Coming  To- 
gether, run  by  ex-AFL-CIO  political  director 
Steve  Rosenthal.  Big  Labor  has  also 
steered  millions  to  527s,  such  as  Partner- 
ship for  America's  Families,  which  gets 
money  from  10  unions. 

The  liberal  527s  supporters  have  no 
common  theme  other  than  a  burning  de- 
sire to  unseat  Bush.  So  when  EMILY's  List 
founder  Ellen  R.  Malcolm  asked  David  to 
raise  money  for  ACT  and  the  Media  Fund, 
she  signed  on.  She  views  her  work  as  a  no- 


ble calling,  but  others  think  she 
is  undermining  the  intent  of  the 
McCain-Feingold  law.  "The 
only  objective  is  to  influence  the 
outcome  of  a  federal  election," 
says  Thomas  E.  Mann,  a  senior 
fellow  at  the  Brookings  Institu- 
tion. "The  527s  should  register 
with  the  Federal  Election  Com- 
mission like  other  political  ac- 
tion committees." 

Just  as  troublesome,  the  527s 
have  led  to  the  rise  of  the  super 
fat  cat,  or  donors  who  write 
megamillion-dollar       checks. 
Among  them  are  such  ACT  and 
Media    Fund    supporters    as 
RealNetworks  Inc.  CEO  Robert 
Glaser  ($745,000),  Progressive 
Corp.  CEO  Peter  B.  Lewis  ($3 
million),  and  hedge-fund  im- 
presario George  Soros,  who  do- 
nated a  record  $10  million  and 
gave  an  additional  $5  million  to 
MoveOn.org,   which    is    also 
sponsoring  anti-Bush  ads. 

So  far,  there  is  no  evidence 
that  corporate  dough  is  rushing 
to  the  527s  or  that  candidates 
are  shaking  down  execs  for 
money,  says  Charles  E.M.  Kolb, 
president  of  the  Committee  for 
Economic  Development,  a  pro- 
reform  business  group.  He  be- 
lieves that  this  election  season's  river  of 
cash  reflects  strong  voter  sentiment  and 
the  high  stakes  involved— not  campaign 
reform  thwarted.  The  money  may  be  flow- 
ing, but  the  corrosive  effect  may  turn  out  to 
be  far  less  in  2004,  Kolb  insists. 

But  that  assumes  Laurie  David  won't 
seek  tougher  anti-pollution  laws  if  Kerry 
wins  in  November  or  that  Wall  Street 
won't  lobby  for  new  retirement  savings 
plans  if  Bush  triumphs.  In  any  case,  the 
special  interests  can  be  expected  to  call  m 
their  chits  one  way  or  the  other.  II 

-By  Paula  Dwyer  in  Washington,  with 

Robert  D.  Hofandjim  Kerstetter  in  San 

Mateo  and  Ronald  Grover  in  Los  Angeles 
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IS  KERRY'S  JOBS 
PROPOSAL  JINXED? 

Rejiggering  foreign  taxes  is  politically  sawy5 
but  it  won't  help  unemployment  much 


ENATOR  JOHN  F.  KERRY 
may  deserve  a  political 
Bronze  Star  for  walking 
into  the  minefield  of  inter- 
national taxes.  In  his  quest 
to  create  10  million  new 
jobs  in  five  years,  the 
Massachusetts  senator  has  zeroed  in  on, 
of  all  things,  the  way  U.S.-based  multina- 
tional corporations  pay  taxes  on  the  prof- 
its they  earn  overseas. 

On  Mar.  26,  the  Democratic  standard- 
bearer  unveiled  several  carrots  and  one 
large  stick  to  encourage  U.S.  business  to 
create  jobs  at  home.  The  carrots:  a  cut  in 
the  corporate  tax  rate  to  33.25%,  from 
35%,  and  an  income  tax  credit  to  offset 
payroll  taxes  that  companies  pay  on  new- 
ly hired  workers.  The  stick:  a  big  tax  hike 
for  U.S.  multinationals  that  park  overseas 
profits  in  foreign  subsidiaries.  Today, 
such  companies  can  delay  indefinitely 
paying  taxes  on  those  profits.  Under  Ker- 
ry's plan,  the  earnings  would  be  taxed 
whether  companies  return  the  dough  to 
the  U.S.  or  not.  Kerry  argues  that  current 
tax  law  encourages  companies  to  keep 
money  abroad,  spurring  them  to  invest 
and  hire  overseas.  His  goal  is  to  end  those 
subsidies— which  one  study  puts  at  $8 
billion  a  year— and  thus  encourage  U.S. 
multinationals  to  keep  jobs  at  home. 


Kerry's  strategy  is  ambitious— and 
politically  savvy.  It  plays  to  his  theme  of 
"Benedict  Arnold  CEOs"  and  allows 
voters  to  compare  his  targeted  attack  on 
offshore  outsourcing  of  U.S.  jobs  with 
President  George  W.  Bush's  tax- cuts  - 
for-all  approach.  And,  of  course,  it  nev- 
er hurts  for  a  Democrat  to  play  against 
type  by  proposing  a  corporate  tax 
cut,  particularly  one  that  could  help 
small  business. 

None  of  that,  however,  is  likely  to 
bring  Corporate  America  into  Kerry's 


column.  For  business,  the  Kerry  plan  j 
mixed  bag.  Many  small  and  midsize  i 
porations  that  do  the  lion's  share  oft 
business  within  the  U.S.  will  reap 
ings  from  his  rate  cut.  They'll  also  ber 
fit  from  his  proposal  to  effectively 
payroll  taxes  for  companies  that 
more  U.S.  workers.  While  most 
companies'  total  tax  tab  is  far  less 
35%  of  profits— thanks  to  both  the 
duction  of  legitimate  expenses  and  fa 
accounting— Kerry's  cut  in  the  top 
would  lower  effective  rates  for  many  i 
mestic  companies. 

OTHER  OVERSEAS  INCENTIVES 

KERRY'S  INITIATIVE  also  signals  an 
gressive  push  ags 
multinationals  tbj 
have  avoided  paj 
U.S.  taxes  on  mo| 
than  $600  billion 
offshore  profits.  He| 
trying  to  clean  up 
numbingly  compk 
international  tax  cod^ 
which  gives  multira 
tionals  a  better  dei 
than  businesses  opeil 
ating  solely  at  hom« 
But  he  would  still 
low  some  outfits  1 1 
dodge  tax  on  foreig 
income  while  punish! 
ing  others  that  arl 
scrambling  to  competj 
overseas. 

Will  the  plan  create  jobs— or  at  leas! 
keep  them  in  the  U.S.?  There's  scant  evij 
dence  that  Kerry's  package,  taken  as 
whole,  will  boost  employment.  "It  woulcl 
be  very  tough  to  put  this  into  a  macroecof 
nomic  model  and  find  any  kind  of  jorl 
change,"  says  Chris  Edwards,  director  ol[ 
fiscal-policy  studies  at  the  libertaris 
Cato  Institute.  U.S.-based  multinationals 
insist  that  access  to  local  markets,  cheap- 
er labor,  and  other  factors  are  more  im- 
portant than  taxes  in  deciding  where  tc 
locate  operations.  "It  is  not  clear  that  U.SJ 


Kerry's 
Corporate 
TaxPlan: 
A  Mixed 
Bag 


LIMIT  OVERSEAS 
TAX  BREAKS 

U.S.  multinationals  don't  pay 
taxes  on  foreign  earnings  until 
they  bring  the  funds  home.  Kerry 
would  tax  most  of  that  income 
immediately.  Bottom  line:  Some 
loopholes  would  remain,  and 
companies  complain  that  the 
new  tax  would  hurt  their 
competitiveness  abroad. 


OFFER  A  TAX 
HOLIDAY 

For  one  year,  companies  that 
return  foreign-earned  income 
to  the  U.S.  would  pay  a  tax  rate 
of  just  10%.  Bottom  line:  Many 
won't  bring  those  earnings 
home,  since  paying  even  10% 
would  be  too  costly  given  the 
advantages  of  leaving  the 
money  overseas. 


CUT  THE  CORPORATE 
TAX  RATE 

Kerry  would  trim  the  rate  for 
all  U.S.  corporations  from 
35%  to  33.25%.  Bottom  line: 
Small  businesses  or  those 
that  operate  primarily  in  the 
U.S.  would  benefit  most. 
Multinationals  argue  it  wouldn't 
offset  the  cost  paying  new  taxes 
on  foreign  income. 
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tax  law  by  itself  has  that  much  to  do 
with  why  companies  move  overseas," 
says  a  lobbyist  for  a  major  financial- 
services  company. 

Even  so,  any  increased  taxes  abroad 
would  hit  the  bottom  line.  And  multi- 
nationals worry  that  the  plan  would 
curb  the  ability  of  their  foreign  subs  to 
sell  in  regional  markets.  They  insist 
that  U.S.  companies  will  suffer  a  huge 
disadvantage  if  they're  forced  to  pay 
higher  taxes  on  those  overseas  earn- 
ings than  their  foreign  rivals.  Kerry's 
strategy  "raises  the  cost  of  producing 
goods  and  services  in  foreign  markets 
and  could  make  U.S.  companies  signif- 
icantly less  competitive,"  says  Karen 
M.  Myers,  tax  policy  director  at  Elec- 
tronic Data  Systems. 

A  TAX  HOLIDAY 

TODAY,  COMPANIES  owe  U.S.  tax  on 
their  global  income  no  matter  where  it 
is  earned.  To  avoid  double  taxation,  U.S. 
outfits  get  a  U.S.  credit  for  taxes  they  pay 
to  foreign  governments.  But  the  system 
is  crumbling  as  U.S.  multinationals 
shift  foreign  income  to  countries  that 
impose  little  or  no  tax.  Martin  A.  Sulli- 
van, an  economist  with  Tax  Notes,  a 
nonpartisan  publication,  figures  that  in 
2001,  more  than  $107  billion— or  46% 
of  the  foreign  profits  of  U.S.  multina- 
tionals—ended up  in  11  countries  with 
an  average  tax  rate  of  just  8.1%. 

This  tax- code  arbitrage  works  be- 
cause U.S.  multinationals  can  defer 
paying  their  U.S.  tax  until  they  return 
profits  home.  But  many  companies  nev- 
er repatriate  those  earnings,  so  that  day 
never  comes.  Kerry  would  end  the  game 
by  requiring  companies  to  pay  U.S.  tax- 
es right  away,  whether  overseas  earn- 
ings are  returned  to  the  U.S.  or  not.  In 
addition,  to  encourage  business  to 
bring  back  some  of  their  retained  for- 
eign earnings,  Kerry  would  create  a  one- 
year  tax  holiday  wherein  companies 
would  pay  just  a  10%  tax  instead  of  the 
ordinary  corporate  rate,  which  would  be 
cut  to  33.25%. 

Trimming  corporate  rates  is  a  good 
idea,  say  most  economists.  And  by 
promising  to  create  10  million  new  jobs, 
Kerry  is  clearly  aiming  to  throw  Bush  on 
the  defensive  amid  a  jobless  recovery. 
But  the  U.S.  levy  would  still  exceed  the 
average  for  major  industrialized  na- 
tions—about 31.4%.  As  for  the  jobs  de- 
bate, it's  far  from  clear  whether  Kerry's 
corporate  tax  gambit  will  add  new  hires 
or  even  slow  American  companies' 
headlong  rush  overseas.  ■ 

-By  Howard  Gleckman  in  Washington 
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The  Firepower 

In  Consumers'  Pockets 

Why  they'll  keep  spending  despite  the  job  market 
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AS  THE  U.S.  HAS  struggled  to  right  itself  fron 
the  recession  of  01,  consumer  spending  haii 
stood  out  as  the  one  bright  spot  for  the  econ  [ 
omy.   While  America's   dogged   shoppen 
pulled  back  in  the  wake  of  September  11  anc  f 
in  the  runup  to  last  year's  Iraq  war,  overall  spending  nev-  J ; 
er  actually  fell.  That  gave  much-needed  support  to  theTO 
rest  of  the  economy.  Now,  consumers  once  again  face  ob 
stacks  to  their  free-spending  ways— specifically  the  pain 


m 


fully  slow  improvement  in  the  job  mar- 
ket, high  levels  of  personal  debt,  and  the 
pinch  consumers  would  feel  if  inflation 
and  interest  rates  were  to  shoot  up. 
"Households  are  pretty  stretched,"  says 
Paul  Kasriel,  chief  economist  at  Northern 
Trust  Co.  in  Chicago.  "That's  a  risk  to 


consumer  spending."  Fueling  such  con 
cerns:  a  Mar.  26  Commerce  Dept.  repon 
that  consumer  oudays  from  January  tc 
February  were  essentially  flat  after  strip- 
ping out  the  effects  of  inflation. 

But  it  is  premature  to  count  the  con 
sumer  out  just  yet.  In  the  short  run 


b 


BONANZA  Fresh 
refunds  should 
boost  short-run 
spending 


spending  will 
be  shored  up 
by    new    tax 
refunds    and 
yet     another 
round  of  mortgage  refinancings. 
More  significantly,  the  longer- 
term     oudook     is     improving. 
Thanks  to  rising  stock  and  hous- 
ing prices,  household  net  worth 
climbed  $4.6  trillion  last  year,  to 
$44.4  trillion,  more  than  recoup- 
ing the  losses  from  the  bursting 
of  the  Wall  Street  bubble. 

What's  more,  Mar.  26  Com- 
merce Dept.  figures  also  showed 
that  wages  and  salaries  are 
stronger  than  first  thought.  The 
combined  financial  firepower 
should  give  consumers  the 
wherewithal  to  keep  spending 
even  in  the  face  of  a  lackluster 
job  market  and  the  threat  of 
higher  inflation. 

There's   no   doubt   that   the 

weak   jobs    picture    of   recent 

bnths  has  taken  a  toll  on  consumers' 

irits.  The  Conference  Board  reported  on 

ar.  30  that  consumer  confidence  fell  to 

t  lowest  level  in  five  months,  in  part  be- 

use  of  the  employment  picture. 

The  flip  side  of  the  faltering  jobs  mar- 

t,  however,  is  superstrong  productivity 

owth,  which  has  averaged  more  than 

2%  annually  over  the  past  two  years. 

hat's  yielding  benefits  for  consumers  in 

e  form  of  increased  wealth.  And  econ- 

nists  reckon  that  3<t  to  5<t  of  every  dol- 

r  increase  in  wealth  gets  spent.  Despite 

le  recent  hiccup,  stock  prices  are  up 

tore  than  35%   from   their  lows   of 

larch,  2003,  thanks  in  no  small  part  to 

productivity-powered  surge  in  corpo- 

ite  profit.  Earnings  rose  nearly  30%  in 

ie  fourth  quarter,  according  to  Com- 

lerce  Dept.  figures.  Once  again,  Ameri- 

a's  more  than  90  million  investors  are 

pening    their    brokerage    statements 

nd  smiling. 

Productivity  isn't  just  padding  con- 
umers'  stock  portfolios.  Ifs 
lso  helping  to  boost  housing 
wealth.  The  productivity  bo- 
ianza  holds  down  corporate 
osts,  and  therefore  inflation. 
That,  in  turn,  lets  the  Federal 
leserve  keep  interest  rates  at 
ock-bottom  levels.  The  lower 
ates  have  made  housing  more 
iffordable,  hiking  demand. 
\nd  prices  are  responding.  The 
Office  of  Federal  Housing  En- 
erprise  Oversight  reports  that 
lome  prices  spurted  8%  in  the 


fourth  quarter.  As  homeowners  refinance 
their  mortgages,  they're  taking  some  of 
that  money  out  and  spending  it. 

Higher  Dividends 

MORE  IMPORTANT,  there  are  signs  that 
stronger  productivity  is  starting  to  bring 
some  payoff  to  workers'  pocketbooks. 
Using  recently  available  company  data 
collected  by  the  states,  the  Commerce 
Dept.'s  Bureau  of  Economic  Analysis  on 
Mar.  26  sharply  revised  upward  its  esti- 
mates of  wages,  salaries,  and  personal 
income  dating  back  to  July  of  last  year. 
The  revised  figures  show  that  personal 
income  in  January  alone  was  $50  billion 
higher  on  an  annual  basis  than 
first  reported.  The  story  behind  the 
numbers:  With  productivity  soaring, 
companies  are  finding  they 
can  pay  their  workers  more 
without  materially  eating 
into  their  profits. 

With  household  wealth 
rising  and  wages  starting 
to  pick  up,  the  outlook  for 
consumer  spending  is 
brightening.  While  the 
February  data  were  un- 
doubtedly disappointing, 
they  followed  robust  con- 
sumer spending  over  the 
previous  three  months. 
What's  more,  compared  with  last  year, 
spending  in  February  rose  a  respectable 
5.8%— and  strong  growth  is  expected  to 
continue.  Wal-Mart  Stores  Inc.,  the  na- 
tion's largest  retailer,  said  on  Mar.  29 
that  sales  for  the  month  should  hit  the 
high  end  of  the  4%  to  6%  growth  it  ex- 
pects. And  Best  Buy  Co.,  the  nation's 
largest  consumer  electronics  chain,  fore- 
cast on  Mar.  31  rosy  earnings  ahead  after 
reporting  a  50%  increase  in  profits  in  its 
fiscal  fourth  quarter.  In  fact,  consultant 
Macroeconomic  Advisers  LLC  believe 
that  consumer  spending  will  grow  at 
about  a  4%  annual  clip  in  the  first  half 
of  2004. 


GATHERING  STRENGTH 


Rebounding  personal  wealth revs  up  shoppers  again 


Low  interest 
rates  have 
spurred  a 
new  round 
of  mortgage 
refinancings 
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Of  course,  consumers  could  take  a 
knock  if  inflation  suddenly  spiked.  Al- 
ready, they're  feeling  the  pinch  from  ris- 
ing gasoline  prices,  which  are  up  more 
than  15%  since  the  end  of  last  year.  For- 
tunately, though,  tax  refunds  are  up  as 
well,  courtesy  of  last  year's  tax-cut  legis- 
lation, and  that/ s  offsetting  the  impact  of 
higher  energy  costs  on  consumers. 

If  inflation  became  more  widespread 
and  the  Fed  felt  compelled  to  jack  up  in- 
terest rates  in  response,  that  would  be 
more  worrisome.  Indeed,  even  at  today's 
low  rates,  some  borrowers  are  having 
trouble  keeping  up.  A  March  survey  by  re- 
search firm  Cambridge  Consumer  Credit 
Index  found  that  13%  of  Americans  are 
making  minimum  or  no  payments  on 
their  credit-card  balances. 

The  explosion  of  consumer  debt  in  re- 
cent   years     means     that 
Americans  are  having  to  de- 
vote more  and  more  of  their 
income  to  servicing  it.  As  in- 
terest rates  rise,  that  prob- 
lem could  get  worse.  Ac- 
cording to  the  latest  figures 
from  the   Fed,  household 
debt      payments      totaled 
13.14%   of  disposable   in- 
come in  the  third  quarter  of 
2003,  down  only  slightly 
from  the  record  13.32%  hit 
at  the  end  of  2002. 
Still,  many  consumers  have  taken  ad- 
vantage of  the  low  interest  rates  of  recent 
years  to  lock  in  their  borrowing  costs,  in- 
sulating themselves  against  the  time 
when  interest  rates  start  to  rise.  "People 
have  strengthened  their  balance  sheets," 
says  Anthony  Chan,  chief  economist  at 
Banc  One  Investment  Advisers. 

Household  liabilities  rose  10%  last 
year,  but  the  bulk  of  that  was  in  fixed- 
rate  home  mortgages.  While  there  has 
recently  been  a  spate  of  new,  riskier 
mortgage  products  for  homeowners 
(page  82),  fixed  rates  are  still  by  far  the 
borrowing  instrument  of  choice.  Econo- 
mist Richard  Berner  of  Morgan  Stanley 
says  more  than  90%  of  mort- 
gages in  the  past  six  years  have 
been  either  fixed-rate  loans  or 
hybrid  adjustable-rate  mort- 
gages that  carry  three  to  seven 
years  of  interest  protection. 

Taking  it  all  together,  the 
outlook  for  consumers  is 
brightening.  With  wealth  and 
wages  rising,  shoppers  once 
again  look  set  to  confound  the 
critics  who  fear  the  Great 
American  Spending  Marathon 
is  over.  ■ 
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Gene-BasedTherapy:  BacktotheCoucl 

Recent  setbacks  show  (again)  that  biotech  needs  more  patience  and  less  ballyhoc 
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IF  THE  DRAMATIC  biological  ad- 
vances of  the  past  two  decades  had 
lived  up  to  their  original  hopes,  me- 
dicine would  have  moved  beyond 
the  marvels  we  see  today.  Diseases 
would  be  cured  by  slipping  new  genes  or 
cells  into  people.  Knowledge  of  genes 
would  have  made  many  novel  drugs  pos- 
sible. And  the  scientific  descendants  of 

Dolly  the  sheep— cloned  animals— would  offer  nutritionally  en- 
hanced foods,  new  drugs,  and  organs  for  human  transplant. 

That  hasn't  come  to  pass.  Instead,  recent  developments  are 
sobering  and  valuable  reminders  not  to  be  swept  away  by  the 
breathless  excitement  of  new  discoveries.  On  Mar.  25,  gene- 
mining  pioneer  Human  Genome  Sciences  Inc.  announced  ma- 
jor layoffs  and  the  retirement  of  its  colorful  CEO,  William  A. 
Haseltine,  in  the  wake  of  the  failure  of  several  of  its  drugs. 
Across  the  Atlantic,  Scotland's  PPL  Therapeutics  PLC,  the  com- 
pany that  helped  create  Dolly  and  other  biotech  creatures,  is  liq- 
uidating its  last  assets.  Gene  therapy,  a  great  buzzword  of  the 
past  decade,  seems  little  closer  to  useful  treatments  than  it  did 
when  the  landmark  first  human  experiment  was  done  in  1990. 
New  drugs  are  emerging  from  the  biotech  industry.  But  the 
quest  for  cures  to  cancer  and  other  diseases  has  hit  roadblocks. 
Says  Professor  John  Clark,  director  of  Roslin  Institute,  where 
Dolly  was  born:  "The  days  of  the  great  dream  are  over." 

Why  the  stumbles?  "Medicine  is  complicated,  and  we  un- 
derstand only  a  small  fraction  of  human  biology,"  says  Hasel- 
tine. Human  Genome  Sciences  was  founded  in  1992  on  an  ex- 
citing premise:  By  using  a  new  ability  to  find  thousands  of 
previously  unknown  genes,  researchers  could  discover  scores  of 
natural  substances  that  the  body  uses  to  repair  damage  and 
tackle  diseases.  Indeed,  HGS  scientists  thought  they'd  hit  pay 
dirt  early  on  with  a  wound-healing  chemical.  But  it  failed  in 
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clinical  trials  for  skin  ulcers.  "Curing  ve-    LABDOG  HGS' 
nous  ulcers  is  difficult,  and  we  did  not  sue-    Haseltine,  soor 
ceed,"  says  Haseltine.  to  retire,  still 

Haseltine   firmly  believes   that   other    faith  its  pipeline 
drugs  HGS  is  developing  have  a  good    will  pay  off 
chance  of  working.  But  biotech  watchers    ^^^^^™ 
say  that  the  company  rushed  to  create  drugs  before  fully 
derstanding  the  underlying  biology.  That  has  left  its  pipelin 
suspect— and  explains  why  HGS'  stock,  now  hovering  at  $12,  i 
worth  just  a  fraction  of  the  March,  2000,  high  of  $112%.  In  oth 
er  areas  of  biotech,  the  science  is  moving  even  more  slowly.  Sev 
en  years  after  Dolly's  birth  (and  a  year  after  her  death),  re 
searchers  haven't  figured  out  how  to  consistently  make  health} 
cloned  animals— or  define  what  benefit  they  bring.  PPL's  de 
mise  began  last  summer  when  partner  Bayer  pulled  out  of 
project  to  make  a  protein  drug  in  gene-altered  animals.  Why: 
The  effort  no  longer  looked  economically  viable. 

Even  in  the  current  hot  area  of  stem  cells,  businesses  are  run 
ning  into  scientific  and  regulatory  hurdles.  Researchers  hac 
hoped  that  such  cells,  which  have  the  potential  to  become  an) 
cell  in  the  body,  could  be  used  to  repair  or  replace  organs.  But 
new  experiments  show  that  getting  stem  cells  to  transform 
themselves  into,  say,  new  heart  cells,  is  harder  than  first  ex- 
pected—and injecting  such  cells  into  humans  might  be  harm 
ful.  Even  if  the  science  works,  no  one  yet  has  a  good  idea  how 
such  cells  could  be  turned  into  viable  products.  "There  are  sig 
nificant  challenges  to  bringing  cell  therapy  to  the  market,"  says 
T.  Rowe  Price  Group  Inc.  analyst  Dr.  Jay  S.  Markowitz. 

The  stumbles  don't  mean  we  should  give  up  on  the  new  ge- 
netic approaches.  "The  history  of  biotech  is  that  often  the  first 
time  around  things  don't  work,  then  the  problems  are  sorted 
out,"  says  venture  capitalist  Alan  G.  Walton  at  Oxford  Bioscience 
Partners.  Nearly  30  years  after  scientists  first  learned  how  to  cre- 
ate designer  proteins  called  monoclonal  antibodies— man-made 
versions  of  the  chemicals  the  immune  system  uses  to  fight  in- 
vaders—it is  finally  leading  to  important  treatments  for  cancer 
and  other  diseases.  Gene-based  medicine  is  indeed  on  the  hori- 
zon—but the  distance  may  be  greater  than  it  seems.  ■ 
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BASEBALL 


TAKE  ME  OUT 
TO  THE  WEBCAST? 

Major  League  Baseball  is  betting  that  fans 
will  pay  to  see  games  on  their  PCs 


THE  FIRST  GAME  OF  THE 
2004  Major  League  Base- 
ball season  on  Mar.  30  will 
go  down  in  history  as 
"Opening  Dawn,"  an 
early-morning  broadcast 
of  the  New  York  Yankees 
and  Tampa  Bay  Devil  Rays  in  Tokyo.  If 
fans  couldn't  drag  themselves  out  of  bed 
to  watch,  they  had  an  option:  Flick  on 
their  computers  later  to  see  an  archived 
Webcast  on  MLB's  Web  site,  MLB.com. 

Watching  your  favorite  baseball  team  go 
nine  innings  on  your  laptop  may  not  be 
quite  as  satisfying  as  tuning  in  on  a  big- 
screen  TV,  but  the  MLB  and  media  compa- 
nies are  betting  that  scads  of  fans  will  soon 
be  logging  on  to  the  games.  Just  look  at  the 
spring  MLB.com  has  been  having.  First, 
distribution  deals  worth  a  combined  $49 
million  were  announced  in  March  with  In- 
ternet service  providers  AOL  and  MSN  to 
stream  live  games  and  highlights  over  the 
Web.  Then,  on  Apr.  1,  the  league  was  set  to 
announce  deals  with  three  cable  opera- 
tors—Comcast, Charter  Communications, 
and  Cablevision— to  provide  new  high- 
speed data  customers  live  Webcasts  of 
more  than  240  games  a  month.  Fans  can 
also  access  archived  games  for  later  replay. 


The  cable  companies  are  initially  offer- 
ing the  baseball  package  as  a  season  free- 
bie  to  entice  fans  to  sign  up  for  broad- 
band. MLB.com  will  get  an  undisclosed 
fee  for  each  new  subscriber.  For  existing 
broadband  subscribers,  the  baseball 
package  will  cost  $80  for  the  season.  Ei- 
ther way,  that  amounts  to  a  lot  of  baseball. 
The  only  offer  that  comes  close  on  TV  is 
DirecTV  Group  Inc.'s  MLB  Extra  Innings 
package— also  240  games  a  month  on 
satellite  TV,  for  a  steeper  $149. 

But  will  fans  pay  to  watch  less-than- 
crystal-clear  images  on  their  PCs  when  they 
can  view  higher-quality  action  on  TV?  Ab- 


solutely, say  cable  operators  and  Web-s 
ice  providers.  For  one  thing,  a  rising  ge 
ation  of  tech-sawy  sports  fans  prefer 
watch  a  computer  screen,  multitasking 
various  windows,  than  be  stuck  to  the  1 
Media  execs  also  figure  they'll  snag  pie 
of  viewers  at  the  workplace.  What's  mi 
the  long  season  makes  baseball  esj 
well  suited  for  broadband,  partic 
among  fans  not  living  in  the  same  citie 
their  favorite  teams  who  can't  see  them  | 
local  TV,  says  MLB  Advanced  Media 
Chief  Executive  Robert  A.  Bowman, 
ing  the  2003  season,  MLB.com's  third  yd 
in  business,  the  site  attracted  500,000  si| 
scribers.  Those  services  contributed 
MLB.com's  $92  million  in  revenues 
year,  up  77%  from  2002. 

CHANGING  WORLD 

THERE'S  A  BIG  potential  market.  Bro; 
band  subscribers  in  the  U.S.  will  gr< 
from  27  million  this  year  to  46  million 
2008,  says  Jupiter  Research.  And  the  ;' 
muscle  of  Comcast  and  Microsoft  Co: 
will  no  doubt  help  sell  the  offerings 
a  wide  audience.  Plus,  the  recent  succ 
of  streamed  college  basketball  garm 
on  AOL  suggest  that  people  might  fin 
be  ready  to  log  on  rather  than  tune  i 
to  sports. 

That  has  TV  execs  worried.  "This  cou 
set  a  dangerous  precedent,"  says  Ban 
Frank,  a  former  CBS  Sports  president  an 
top  TV  exec  at  sports-marketing  firm  IM< 
For  now  at  least,  all  local-game  rights  ai. 
protected:  Anyone  receiving  MLB.coi 
five  video  feeds  won't  be  able  to  see  thei 
local  teams.  But  those  limits  could  erod 
if  Webcasting  proves  hugely  popular. 

For  Bowman,  it's  just  a  matter  of  timt 
"Broadband  and  live-action  baseball  ar 
perfectly  suited,"  he  says.  "They're  lik 
mustard  and  hot  dogs."  That  may  be 
stretch.  But  hey,  the  world  is  changing.  I 
the  Yanks  can  play  their  season  opener  ii 
Tokyo  at  five  in  the  morning,  why  no 
watch  it  on  a  laptop  instead  of  on  TV? 

-By  Tom  Lowry  in  New  Yoii 


Ti 


Broadband  Joins  the  Big  Leagues 


Baseball's  Internet 
operation  is 
signing  megabucks 
contracts  this 
season  to  show 
games  online 


AMERICA  ONLINE  Paying  $9  million  over  two  years  to  stream 
limited  game  highlights  to  its  3  million  broadband  subscribers. 


MICROSOFT'S  MSN  Paying  $40  million  over  two  years  to  offer 
live  coverage  of  more  than  240  complete  games,  plus 
highlights,  to  its  1.6  million  broadband  customers. 

CHARTER,  CABLEVISION,  AND  COMCAST  Paying  an  undis- 
closed fee  for  each  new  broadband  subscriber  who  signs  up 
for  baseball.  The  new  subscribers  get  240  games  a  month  free 
for  the  season;  existing  subscribers  can  pay  $80  per  season. 
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I  There's  no  other 
J  tablet  proven 

to  work 

I I  better  or  faster 
II    to  treat  ED. 


There's  no  other 
VIAGRA. 


You  can  count  on  VIAGRA.  Why?  Because  it  works. 


•  In  a  recent  study,  the  majority  of  men  had  an 
erection  in  20  minutes.  And  one  third  of  men 
had  success  in  just  14  minutes* 

•  96%  of  men  were  satisfied  with  how  well  it 
improved  their  erections  in  a  4-year, 
open-label  studyt 

•  The  cardiovascular  safety  of  VIAGRA  has  been 
proven  in  tests  with  thousands  of  patients 

•  VIAGRA  is  covered  by  most  health  care  plans 

Don't  wait.  loin  the  23  million  men  worldwide  who 
have  turned  to  VIAGRA.  Ask  your  doctor  if  a  free 
sample  is  right  for  you. 


Go  to  www.viagra.com  right  now.  Or  call  1-888-4VIAGRA  to  learn  more.      (SlluCUCljll  CltT&tC)  tablets 

VIAGRA  is  indicated  for  the  treatment  of  erectile  dysfunction  (ED).  Remember  that  no  medicine  is  for 
everyone.  If  you  use  nitrate  drugs,  often  used  to  control  chest  pain  (also  known  as  angina),  don't  take  VIAGRA. 
This  combination  could  cause  your  blood  pressure  to  drop  to  an  unsafe  or  life-threatening  level. 

Discuss  your  general  health  status  with  your  doctor  to  ensure  that  you  are  healthy  enough  to  engage  in 
sexual  activity.  If  you  experience  chest  pain,  nausea,  or  any  other  discomforts  during  sex  or  an  erection  that  lasts 
longer  than  4  hours,  seek  immediate  medical  help.  The  most  common  side  effects  of  VIAGRA  are  headache,  facial 
flushing,  and  upset  stomach.  Less  commonly,  bluish  vision,  blurred  vision,  or  sensitivity  to  light  may  briefly  occur. 

•The  men  in  the  study,  who  had  already  had  success  with  VIAGRA,  took  100  mg  at  least  2  hours  after  eating  and  then  used  a  stopwatch  to  see  how  fast  they  got  an  erection  that  allowed  them  to  have  sex.  'Flexible-dose  studies 

Please  see  patient  summary  of  information  for  VIAGRA  (25 -mg,  50-mg,  \00-mg)  tablets  on  the  following  page. 


PATIENT  SUMMARY  OF  INFORMATION  ABOUT 


(sildenafil  citrate) mbUn 


This  summary  contains  important  information  about  VIAGRA'  It  is 
not  meant  to  take  the  place  ol  your  doctor's  instructions.  Read  this  information 
carefully  before  you  start  taking  VIAGRA.  Ask  your  doctor  or  pharmacist  il  you 
do  not  understand  any  of  this  information  or  il  you  want  to  know  more  about 
VIAGRA. 

This  medicine  can  help  many  men  when  it  is  used  as  prescribed  by  their 
doctors.  However,  VIAGRA  is  not  lor  everyone.  It  is  intended  for  use  only  by 
men  who  have  a  condition  called  erectile  dysfunction  VIAGRA  must  never 
be  used  by  men  who  are  taking  medicines  that  contain  nitrates  of 
any  kind,  at  any  time.  This  includes  nitroglycerin.  If  you  take 
VIAGRA  with  any  nitrate  medicine  your  blood  pressure  could 
suddenly  drop  to  an  unsafe  or  life  threatening  level. 

What  Is  VIAGRA? 

VIAGRA  is  a  pill  used  to  treat  erectile  dysfunction  (impotence)  in  men.  It  can 
help  many  men  who  have  erectile  dysfunction  get  and  keep  an  erection  when 
they  become  sexually  excited  (stimulated) 

You  will  not  get  an  erection  just  by  taking  this  medicine.  VIAGRA  helps  a  man 
with  erectile  dysfunction  get  an  erection  only  when  he  is  sexually  excited. 

How  Sex  Affects  the  Body 

When  a  man  is  sexually  excited,  the  penis  rapidly  (ills  with  more  blood  than 
usual.  The  penis  then  expands  and  hardens.  This  is  called  an  erection.  After  the 
man  is  done  having  sex,  this  extra  blood  flows  out  of  the  penis  back  into  the 
body.  The  erection  goes  away  If  an  erection  lasts  for  a  long  time  (more  than 
6  hours),  it  can  permanently  damage  your  penis.  You  should  call  a  doctor 
immediately  if  you  ever  have  a  prolonged  erection  that  lasts  more  than  4  hours. 
Some  conditions  and  medicines  interfere  with  this  natural  erection  process.  The 
penis  cannot  fill  with  enough  blood.  The  man  cannot  have  an  erection.  This  is 
called  erectile  dysfunction  if  it  becomes  a  Irequent  problem. 
During  sex,  your  heart  works  harder.  Therefore  sexual  activity  may  not  be 
advisable  tor  people  who  have  heart  problems.  Before  you  start  any  treatment  for 
erectile  dysfunction,  ask  your  doctor  if  your  heart  is  healthy  enough  to  handle 
the  extra  strain  ol  having  sex.  If  you  have  chest  pains,  dizziness  or  nausea 
during  sex.  stop  having  sex  and  immediately  tell  your  doctor  you  have  had  this 
problem. 

How  VIAGRA  Works 

VIAGRA  enables  many  men  with  erectile  dysfunction  to  respond  to  sexual 
stimulation.  When  a  man  is  sexually  excited,  VIAGRA  helps  the  penis  fill  with 
enough  blood  to  cause  an  erection  After  sex  is  over,  the  erection  goes  away. 

VIAGRA  Is  Not  for  Everyone 

As  noted  above  {How  Sex  Affects  the  Body),  ask  your  doctor  if  your  heart  is 
healthy  enough  for  sexual  activity. 

If  you  take  any  medicines  that  contain  nitrates-either  regularly  or  as 
needed-you  should  never  take  VIAGRA.  If  you  take  VIAGRA  with  any 
nitrate  medicine  or  recreational  drug  containing  nitrates,  your  blood  pressure 
could  suddenly  drop  to  an  unsafe  level.  You  could  gel  dizzy,  taint,  or  even  have 
a  heart  attack  or  stroke  Nitrates  are  found  in  many  prescription  medicines  that 
are  used  to  treat  angina  (chest  pain  due  to  heart  disease)  such  as: 

•  nitroglycerin  (sprays,  ointments,  skin  patches  or  pastes,  and  tablets 
that  are  swallowed  or  dissolved  in  the  mouth) 

•  isosorbide  mononitrate  and  isosorbide  dinitrate  (tablets  that  are 
swallowed,  chewed,  or  dissolved  in  the  mouth) 

Nitrates  are  also  found  in  recreational  drugs  such  as  amyi  nitrate  or  nitrite 
('poppers').  If  you  are  not  sure  il  any  of  your  medicines  contain  nitrates,  or  if 
you  do  not  understand  what  nitrates  are.  ask  your  doctor  or  pharmacist 
VIAGRA  is  only  for  patients  with  erectile  dysfunction.  VIAGRA  is  not  tor 
newborns,  children,  or  women.  Do  not  let  anyone  else  take  your  VIAGRA 
VIAGRA  must  be  used  only  under  a  doctor's  supervision 

What  VIAGRA  Does  Not  Do 

•  VIAGRA  does  not  cure  erectile  dysfunction.  It  is  a  treatment  tor 
erectile  dysfunction 

•  VIAGRA  does  not  protect  you  or  your  partner  from  getting  sexually 
transmitted  diseases,  including  HIV-the  virus  that  causes  AIDS. 

•  VIAGRA  is  not  a  hormone  or  an  aphrodisiac 

What  To  Tell  Your  Doctor  Before  You  Begin  VIAGRA 

Only  your  doctor  can  decide  it  VIAGRA  is  right  for  you.  VIAGRA  can  cause  mild, 
temporary  lowering  of  your  blood  pressure  You  will  need  to  have  a  thorough 
medical  exam  to  diagnose  your  erectile  dysfunction  and  to  find  out  if  you  can 
safely  take  VIAGRA  alone  or  with  your  other  medicines.  Your  doctor  should 
determine  il  your  heart  is  healthy  enough  to  handle  the  extra  strain  of  having 
sex 

Be  sure  to  tell  your  doctor  il  you: 

•  have  ever  had  any  heart  problems  (eg.,  angina,  chest  pain,  heart 
failure,  irregular  heart  beats,  heart  attack  or  narrowing  of  the 
aortic  valve) 

•  have  ever  had  a  stroke 

•  have  lew  or  high  blood  pressure 

•  have  a  rare  inherited  eye  disease  called  retinitis  pigmentosa 

•  have  ever  had  any  kidney  problems 

•  have  ever  had  any  liver  problems 

•  have  ever  had  any  blood  problems,  including  sickle  cell  anemia 
or  leukemia 


•  are  allergic  to  sildenafil  or  any  ol  the  other  ingredients  of  VIAGRA 
tablets 

•  have  a  deformed  penis.  Peyronie's  disease,  or  ever  had  an  erection  that 
lasted  more  than  4  hours 

•  have  stomach  ulcers  or  any  types  of  bleeding  problems 

•  are  taking  any  other  medicines 

VIAGRA  and  Other  Medicines 
Some  medicines  can  change  the  way  VIAGRA  works.  Tell  your  doctor  about  any 
medicines  you  are  taking.  Do  not  start  or  stop  taking  any  medicines  before 
checking  with  your  doctor  or  pharmacist.  This  includes  prescription  and 
nonprescription  medicines  or  remedies 

•  Remember,  VIAGRA  should  never  be  used  with  medicines  that  contain 
nitrates  (see  VIAGRA  Is  Not  for  Everyone). 

•  If  you  are  taking  alpha-blocker  therapy  for  the  treatment  of  high  blood 
pressure  or  prostate  problems,  you  should  not  take  a  dose  of  greater 
than  25  mg  of  VIAGRA  at  the  same  time  (within  4  hours)  as  you  take 
your  dose  ol  alpha-blocker 

•  II  you  are  taking  a  protease  inhibitor,  your  dose  may  be  adjusted 
(please  see  Finding  the  Right  Dose  for  You.) 

•  VIAGRA  should  not  be  used  with  any  other  medical  treatments  that 
cause  erections.  These  treatments  include  pills,  medicines  that  are 
injected  or  inserted  into  the  penis,  implants  or  vacuum  pumps. 

Finding  the  Right  Dose  for  You 
VIAGRA  comes  in  different  doses  (25  mg,  50  mg  and  100  mg).  If  you  do  not  get 
the  results  you  expect,  talk  with  your  doctor.  You  and  your  doctor  can  determine 
the  dose  that  works  best  for  you. 

•  Do  not  take  more  VIAGRA  than  your  doctor  prescribes. 

•  II  you  think  you  need  a  larger  dose  of  VIAGRA,  check  with  your 
doctor. 

•  VIAGRA  should  not  be  taken  more  than  once  a  day 

If  you  are  older  than  age  65,  or  have  serious  liver  or  kidney  problems,  your 
doctor  may  start  you  at  the  lowest  dose  (25  mg)  of  VIAGRA  If  you  are  taking 
protease  inhibitors,  such  as  for  the  treatment  of  HIV,  your  doctor  may 
recommend  a  25  mg  dose  and  may  limit  you  to  a  maximum  single  dose  of 
25  mg  of  VIAGRA  in  a  48  hour  period  If  you  are  taking  alpha-blocker  therapy, 
you  should  not  take  a  dose  of  greater  than  25  mg  ot  VIAGRA  at  the  same  time 
(within  4  hours)  as  your  dose  of  alpha-blocker. 

How  To  Take  VIAGRA 

Take  VIAGRA  about  one  hour  before  you  plan  to  have  sex.  Beginning  in  about 
30  minutes  and  lor  up  to  4  hours,  VIAGRA  can  help  you  get  an  erection  if  you 
are  sexually  excited  If  you  take  VIAGRA  after  a  high-fat  meal  (such  as  a 
cheeseburger  and  trench  fries),  the  medicine  may  take  a  little  longer  to  start 
working.  VIAGRA  can  help  you  get  an  erection  when  you  are  sexually  excited 
You  will  not  get  an  erection  just  by  taking  the  pill 

Possible  Side  Effects 

Like  all  medicines,  VIAGRA  can  cause  some  side  effects  These  effects  are 
usually  mild  to  moderate  and  usually  don't  last  longer  than  a  few  hours  Some 
of  these  side  effects  are  more  likely  to  occur  with  higher  doses.  The  most 
common  side  effects  of  VIAGRA  are  headache,  flushing  of  the  lace,  and  upset 
stomach  Less  common  side  effects  that  may  occur  are  temporary  changes  in 
color  vision  (such  as  trouble  telling  the  difference  between  blue  and  green 
objects  or  having  a  blue  color  tinge  to  them),  eyes  being  more  sensitive  to  light. 
or  blurred  vision. 

In  rare  instances,  men  have  reported  an  erection  that  lasts  many  hours.  You 
should  call  a  doctor  immediately  il  you  ever  have  an  erection  that  lasts  more 
than  4  hours.  If  not  treated  right  away,  permanent  damage  to  your  penis  could 
occur  (see  How  Sex  Affects  the  Body) 

Heart  attack,  stroke,  irregular  heart  beats,  and  death  have  been  reported  rarely  in 
men  taking  VIAGRA  Most,  but  not  all.  of  these  men  had  heart  problems  before 
taking  this  medicine.  II  is  not  possible  to  determine  whether  these  events  were 
directly  related  to  VIAGRA. 

VIAGRA  may  cause  other  side  effects  besides  those  listed  on  this  sheel  If  you 
want  more  information  or  develop  any  side  effects  or  symptoms  you  are 
concerned  about,  call  your  doctor. 

Accidental  Overdose 

In  case  of  accidental  overdose,  call  your  doctor  right  away 

Storing  VIAGRA 

Keep  VIAGRA  out  of  the  reach  ol  children  Keep  VIAGRA  in  its  original  container 
Store  at  25°C  (7rF);  excursions  permitted  to  15-30°C  (^-HS'Pt  [see  USP 
Controlled  Room  Temperature]. 

For  More  Information  on  VIAGRA 

VIAGRA  is  a  prescription  medicine  used  to  treat  erectile  dysfunction  Only  your 
doctor  can  decide  il  it  is  right  for  you.  This  sheet  is  only  a  summary  If  you  have 
any  questions  or  want  more  information  about  VIAGRA,  talk  with  your  doctor  or 
pharmacist,  visit  wwwviagra.com.  or  call  1-888-4VIAGRA. 
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HTED  BY  MONICA  ROMAN 


PIPELINE 
DREAMS 

H)  Kevin  Sharer  is  on  a 
mission  to  beef  up  Amgen's 
oster  of  potential 
)lockbuster  drugs.  On 
vlar.  29,  he  announced  the 
Diotech  giant  would  acquire 
ivalTularik  for  $1.3  billion  in 
stock.  The  move  came  days 
after  Amgen  failed  to  wow 
Wall  Street  by  unveiling 
details  of  its  pipeline. 

Tularik  is  developing 
several  cancer  drugs  and  has 
a  promising  diabetes 
treatment  in  clinical  trials. 
Problem  is,  Tularik's  most 
advanced  drug  candidate-a 
liver  cancer  treatment-isn't 
expected  to  be  a  big  seller, 
and  its  other  products  aren't 
likely  to  hit  the  market  before 
2008.  Analysts  expect 
Amgen  to  post  average 
annual  earnings  growth 
of  at  least  25%  for  the  four 
years  ending  in  2005.  But 
beyond  that,  the  growth 
picture  is  murky. 

Investors  remain  under- 
whelmed. Amgen  shares 
barely  budged  from  $58  in 
the  two  days  following  the 
Tularik  news.  "We're  not  yet 
out  of  the  woods,"  Sharer 
admits.  Still,  the  deal  "is  a 
very  strong  signal  of  our 
willingness  to  place  a  bet." 

-Arlene  Weintraub 


THIS  WAY  TO 
THE  HOT  SEAT 

Jeff  Clarke  has  had  some 
tough  jobs,  but  his  next  one 
caps  them  all.  On  Apr.  1,  he 
was  named  chief  financial 
officer  at  software  maker 
Computer  Associates 
International,  whose 
accounting  practices  are 
under  investigation  by  the 
Justice  Dept.  (page  78).  The 
former  CFO,  Ira  Zar,  was 
forced  to  resign  after  an 
internal  probe  turned  up 
accounting  misdeeds. 
Zar  declines  comment. 
Previously,  Clarke  was  co- 
head  of  merger  integration 
after  Hewlett-Packard  bought 
Compaq  Computer.  He  left  HP 
in  November,  in  what  a  press 
release  characterized  as  a 
"mutually"  agreed-upon 
resignation.  Clarke's 
explanation:  He  didn't  want 
to  wait  around  to  be  CFO. 
Clarke,  42,  says  there's  "great 
upside"  at  CA. 


S&PGETSA 
NEW  BOSS 


most  profitable  division, 
generating  operating 
earnings  of  $667.6  million  on 
$1.8  billion  of  revenue  in 
2003.  During  a  20-year  career 
at  Alliance  and  parent  AXA 
Financial,  Corbet  ran  a 
number  of  overseas  divisions, 
at  one  time  serving  as  chief  of 
investment  operations  and 
global  trading.  As  a  member 
of  Alliance's  executive 
committee,  she  helped  guide 
the  firm's  strategic  planning 
and  global  growth. 


On  Mar.  29,  Kathleen  Corbet 
was  named  president  of 
Standard  &  Poor's,  the  rating 
agency.  Like  BusinessWeek, 
S&P  is  owned  by  The 
McGraw-Hill  Companies. 
Corbet  was  previously 
CEO  of  the  fixed-income 
division  at  Alliance  Capital.  She 
succeeds  Leo  O'Neill,  who  is 
retiring  from  S&P  after  36 
years.  S&P  is  McGraw-Hill's 


SHARPENED 
FANGS  AT  FASB 

Before  the  tech  stock  bust 
and  the  corporate  accounting 
scandals,  it  would  have 
been  folly  for  the  Financial 
Accounting  Standards  Board  to 
propose  requiring  companies 
to  count  the  value  of  stock 
options  against  earnings. 
After  all,  the  FASB  tried  that 
in  1994  and  aroused  so  much 
opposition  from  executives 
and  their  allies  in  Congress 
that  it  probably  would  have 
been  stripped  of  its  authority 
had  it  not  backed  down.  But 
on  Mar.  31,  FASB  went  ahead 
and  posted  a  near-final  draft 
of  an  expensing  rule.  This 
time,  with  an  election 
looming  and  corporate 
scandals  going  to  trial,  fewer 
politicians  will  risk  arguing 
for  weaker  accounting.  The 
rule,  expected  to  take  effect  in 
2005,  won't  reduce  reported 
earnings  by  more  than  3%, 
according  to  Bear  Stearns. 


WEB  GAMING: 
A  SURE  THING? 

The  offshore  gaming 
industry  is  betting  a  Mar.  24 
ruling  by  the  World  Trade 
Organization  will  be  good  for 
business.  The  WTO  found 
that  U.S.  attempts  to  restrict 
Internet  gambling  violate 
international  agreements 
governing  trade  in  services. 


That  may  set  off  a  scramble 
for  the  Las  Vegas-based 
industry  to  expand  into  Web- 
based  gambling.  If  the  WTO 
decision  holds,  worldwide 
Web-based  gambling  could 
see  a  threefold  increase,  says 
David  Carruthers,  CEO  of 
Costa  Rica-based 
BetonSports.com,  which  has 
1.2  million  U.S.  customers. 


ETCETERA... 

»  Textile  maker  Dan  River 

filed  for  bankruptcy 

protection. 

»  Sony  Electronics  has 

announced  plans  to  sell  its 
Vaio  PCs  and  other  products 
to  the  corporate  market. 
»  AT&T  rolled  out  Internet 
telephone  service  in  parts  of 
New  Jersey  and  Texas. 


CLOSING  BELL 


Best  Buy  surged 
7%  on  Mar.  31,  to 
$5172,  after  the 
electronics  retailer 
rang  up  a  24%  hike 
in  fiscal  fourth- 
quarter  profits  from 
continuing 
operations.  Income 
was  buoyed  by  a 
hefty  10%  jump  in 
same-store  sales, 
driven  by  strong 
holiday  demand  for 
digital  products. 
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Introducing  the  lowest 
international  wireless 
calling  rates.  Ever. 
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Call  over  30 countries  across  Europe,  Latin  America  and  Asia 
with  the  lowest  international  rates  in  the  industry. 

Calling  around  the  world  is  affordable  and  easy  with  Enhanced 
Discounted  International  Dialing.  Just  add  it  to  any  qualified 
AT&T  Wireless  calling  plan  for  an  additional  $3.99  a  month  and 
you  can  call  to  over  30  countries  at  international  calling  rates 
lower  than  any  national  wireless  carrier.  Plus  you  get  great  low 

rates  to  many  other  countries.  International  text  messaging  is  also  available  in  select  countries.  Whether 

you  call  near  or  far,  an  AT&T  Wireless  phone  is  the  only  phone  you'll  ever  need. 

Switch  to  AT&T  Wireless  today  and  get  more  minutes. 

Sign  up  now  for  the  AT&T  Wireless  $39.99  National  Plan  and  get  600  Anytime  minutes,  unlimited  night 
&  weekend  minutes  and  nationwide  long  distance  included. 

All  from  your  applicable  service  area.  See  below  for  activation  fee  and  other  monthly  charges  and  terms. 


Rates  apply  only  when  calling  from  the  AT&T  Wireless 
network.  Airtime  or  roaming  charges  and  surcharge  for 
calls  to  wireless  phones  may  apply. 


reach  out 

on  the  wireless  service  America  trusts" 


AT&T  Wireless 

1 866  reachout  attwireless.com 


©2004  AT&T  Wireless.  All  Rights  Reserved.  An  additional  monthly  $1.75  Regulatory  Programs  Fee  will  be  added  to  your  bill  for  each  line  of  service  to  help  fund  AT&T  Wireless  compliance  with  various  government- 
mandated  programs  which  may  not  yet  be  available  to  subscribers. This  is  not  a  tax  or  a  government-required  charge.  Requires  new  activation  on  qualified  plan,  credit  approval.  $36  activation  fee.  minimum  one-year 
agreement,  compatible  device  and  $  1 75  cancellation  fee  per  line.  Not  available  for  purchase  or  use  in  all  areas.  Number  portability  not  available  in  all  areas.  Usage  is  rounded  up  to  next  full  minute.  Unused  monthly 
allowances  lost.  Availability  and  reliability  of  service  are  subject  to  transmission  limitations.  Different  rates  apply  when  outside  applicable  Service  Area.  Roaming,  additional  minute,  and  long  distance  charges  apply  Various 
taxes,  surcharges,  fees  and  other  assessments  (e.g..  universal  connectivity  charge)  apply.  Other  restrictions  apply.  You  will  be  bound  by  the  Service  Agreement  and  printed  materials.  Night  and  Weekend  Minutes:  Only 
available  on  calls  placed  from  the  Service  Area.  Applicable  long  distance  charges  additional.  Available  from  9  p.m.  -  5:59  a.m.  Mon.  -  Fri.;  and  Fri.  9  p.m.  -  Mon  5:59  a.m  Nationwide  Long  Distance:  No  wireless 
long  distance  charges  apply  to  calls  placed  'rom  your  Service  Area  to  anywhere  in  the  50  United  States.  Standard  airtime  charges  apply  Enhanced  Discounted  International  Dialing:  Special  credit  requirements 
and  other  charges  and  restrictions  apply.  International  long  distance  rates  apply  only  when  using  the  AT&T  Wireless  network.  Airtime  or  roaming  charges  are  in  addition  to  international  calling  rates.  Calling  to 
certain  countries  is  blocked,  which  may  change  without  notice. You  may  be  charged  a  per-n-nute  surcharge  for  certain  international  calls  to  wireless  devices. The  international  calling  rate  will  be  combined  with  the 
surcharge  rate  on  your  invoice.  Available  countries,  rates  and  surcharges  are  subject  to  change.  See  attwireless.com/international  for  updated  countries,  rates  and  additional  information  about  wireless  surcharges. 
Text  Messaging:  Requires  active  voice  plan  and  compatible  device. You  can  only  send  short  text  messages  from  select  geographic  areas  to  customers  on  select  wireless  carriers  in  each  country. You  will  be  billed 
for  all  messages  sent  from  your  device,  regardless  of  delivery. There  is  no  guarantee  of  actual  delivery  or  delivery  within  a  specific  period  of  time.  See  attwireless.com/text  for  charges  and  complete  details 
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kfter  Sharpton: 

lie  Great  Black  Hopes 


T  EVEN  AL  SHARPTON  thought  that  his  run  for  the  Democratic 
^sidential  nomination  was  about  winning  the  White  House, 
it  Sharpton  fell  embarrassingly  short  of  his  more  modest 
al— to  become  a  major  national  player.  His  campaign  fizzled 
th  African  Americans  more  intent  on  ousting  George  W.  Bush 

n  sending  a  message  to  the  party  his  leadership,  Illinois  became  the  first  state 
ablishment.  With  black  primary  voters  to  require  that  all  police  questioning  in  cap- 
rwhelmingly  supporting  Senator  John      ital  cases  be  videotaped. 


rry,  Sharpton  now  has  just  25  delegates, 
1,218  Jesse  Jackson  in  1988.  "Black 
ers  had  a  candidate,  but  it  wasn't 
arpton,"  says  David  A.  Bositis  of  the 
ht  Center  for  Political  &  Economic 
idies  in  Washington. 

leral  Darling 

ARPTON'S  BELLY  FLOP  means  that  the 

e  of  Jackson  successor  is  up  for  grabs. 

ere  are,  however,  a  number  of  candidates 

idy  to  step  into  the  spodight— some  expe- 

nced  operatives,  others  national  new- 

mers.     In     contrast     to 

eachers-turned-pols,  many 

the  new  leaders  have  grad- 

ted  from  grassroots  politics 

d  the  Ivy  League. 

Perhaps  the  most  promis- 

g    is    Barack   Obama,    a 

arismatic  Illinois  state  sen- 
or  who  won  the  Democrat- 
nomination  for  the  U.S. 

nate  on  Mar.  17.  Obama, 

l,  the  first  black  editor  of  the 

arvard  Law  Review,  will  be- 

ime  an  instant  national  fig- 

•e  if  he  wins  what  is  shaping 

p  as  a  hody  contested  race 

gainst     Republican     Jack 

yan  this  November.  Clearly, 

e's  prepping  for  the  part.  "It's  an  embar- 

issment  to  the  entire  Senate  that  we  don't 

ave  a  single  African  American,  a  single 

atino,  and  only  14  women,"  Obama  told 

usinessWeek.  "I  intend  to  give  voice  to  those 

len  on  the  street  corners  who  have  no  work 

nd  very  litde  hope." 

That  kind  of  rhetoric  makes  Obama  a  lib- 
ral  darling.  But  he  also  has  earned  a  repu- 
ation  as  an  innovative  legislator  who  can 
ross  party  lines  and  build  coalitions.  Under 


OBAMA  A  win  in 

November  would 
make  him  a 
national  figure 


The  2004  election  also  could  prove  piv- 
otal to  another  rising  black  star.  Represen- 
tative Harold  F.  Ford  Jr.  (Tenn.),  the  2000 
keynote  speaker  at  the  Democratic  Nation- 
al Convention,  is  co-chair  of  Kerry's  Presi- 
dential bid.  If  Kerry  wins,  Ford,  33,  a  Uni- 
versity of  Pennsylvania  grad  and  member  of 
the  fiscally  conservative  Blue  Dog  congres- 
sional coalition,  would  be  in  line  for  a  Cab- 
inet post.  Even  if  Kerry  loses,  Ford— a 
booster  of  capital-gains  tax  cuts  and  educa- 
tional vouchers— could  lay  the  groundwork 
for  a  possible  Senate  run  in  2006. 

Still,  many  veteran  black 
pols  see  Ford  as  "too  young 
and  too  conservative,"  says 
University  of  Maryland  polit- 
ical scientist  Ronald  Walters, 
a  longtime  Jackson  adviser. 
To  them,  Representative 
Charles  B.  Rangel  (D-N.Y.), 
the  top  Democrat  on  the 
House  Ways  &  Means  Com- 
mittee and  a  prolific  fund- 
raiser for  fellow  Dems,  re- 
mains America's  most 
revered  black  elected  official. 

Another  possible  heir  to  the  Jackson 
mantle  is  NAACP  President  Kweisi 
Mfume,  a  former  Democratic  con- 
gressman from  Baltimore.  Mfume  ran 
a  highly  effective,  nominally  nonpartisan 
registration  and  get-out-the-vote  effort  in 
2000  that  Republicans  say  helped  Al  Gore 
win  several  battleground  states.  He  is  plan- 
ning an  even  larger  push  this  year. 

Of  course,  a  Republican  sweep  could 
postpone  the  hopes  of  this  new  generation 
of  black  politicians.  But  a  Democratic  tide 
this  fall  could  help  lift  up  a  leader  who  might 
succeed  where  Sharpton  failed.  ■ 

-By  Alexandra  Starr  and  Paul  Magnusson 


CAPITAL 
WRAPUP 

HOW  HOT  A  BUTTON 
IS  OUTSOURCING? 

PLENTY  OF  economists 
downplay  the  impact  of  job 
outsourcing,  yet  its  political 
significance  can't  be  ignored. 
Some  83%  of  Americans  say  it's 
an  important  issue  in  this  year's 
election,  and  47%  of  voters  fear 
that  they,  a  relative,  or  a  friend 
will  have  their  job  shipped 
overseas,  according  to  a  Mar. 
26-28  Gallup  Poll.  And  it's  not 
just  Democratic-leaning  union 
members  who  are  worried. 
Almost  three-fourths  of  those 
earning  $75,000  and  up  say 
that  it's  an  important  voting 
factor.  The  good  news  for 
Republicans— at  least  for  now: 
Highly  educated  swing  voters 
and  party  loyalists  are  much 
less  concerned  about  losing 
their  jobs  than  they  were  just  a 
month  ago. 

BUSH'S  BROADBAND 
SURPRISE 

CORPORATE  LOBBYISTS  have 
been  pushing  the  White  House 
for  years  to  make  universal 
broadband  service  a  national 
policy  priority.  Still,  it  came  as  a 
shock  to  many  of  President 
Bush's  tech  and  telecom  allies 
when  their  candidate  made  the 
long-awaited  announcement  on 
Mar.  26  during  an  event  in  New 
Mexico  that  focused  on 
homeownership.  So  why  was 
Bush's  2007  target  date  for 
universal,  affordable  broadband 
service  unveiled  so  abrupdy? 
Sources  tell  BusinessWeek  that 
Bush  campaign  officials  feared 
that  Democratic  rival  Senator 
John  Kerry  would  beat  them  to 
the  punch  at  a  scheduled  Mar. 
29  appearance  in  Silicon  Valley. 
So  they  rushed  out  their 
announcement  without  making 
the  usual  courtesy  calls  to 
corporate  executives  who  had 
been  working  behind  the  scenes 
for  years  to  shape  a  new 
broadband  policy. 
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CHINA 


CHINA'S 
TRADE  BOSS 

Vice-Premier  Wu  Yi  has  an  iron  will. 
She'll  need  it  in  Washington 


AMONG  BEIJING'S  CHAT- 
tering  classes,  Wu  Yi  is 
known  as  the  Iron 
Lady— a  nickname  she 
didn't  earn  by  shying 
away  from  a  challenge. 
In  her  youth,  she  was 
one  of  just  a  handful  of  women  who  at- 
tended the  Beijing  Petroleum  Institute, 
earning  a  degree  in  engineering.  Then 
early  on  she  worked  as  a  technician  at  the 
remote  Lanzhou  Oil  Refinery,  climbing 
through  a  clubby,  male-dominated  indus- 
try to  become  the  ranking  Communist 
Party  official— and  de  facto  boss— of  the 
Yanshan  Petrochemical  Corp.  by  1983. 

Wu  has  since  moved  into  the  rough- 
and-tumble  world  of  Chinese  politics.  She 
started  out  as  a  deputy  mayor  of  Beijing, 
and  today  serves  as  a  Vice-Premier  and 
top  trade  negotiator— the  only  woman  in 
China's  24-member  ruling  Politburo.  Key 
to  her  rise,  according  to  those  who  know 
her:  bull-headed  stubbornness  leavened 


with  a  quick  wit  and  a  directness  that's 
rare  at  the  pinnacle  of  Beijing  power.  "To 
her  friends,  she  is  very  nice  and  enthusi- 
astic," says  Lin  Shipei,  a  student  adviser 
from  Wu's  university  days  who  has  kept 
in  touch  with  her.  "To  her  opponents,  she 
is  hard  like  iron." 

That  iron  skin  will  serve  Wu  well  as  she 
prepares  for  her  latest  challenge.  In  mid- 
April,  Wu  is  scheduled  to  lead  trade  talks 
with  White  House  officials  puffed  up  with 
election-year  ire  over  lost  jobs.  The  annu- 
al meeting  of  the  U.S.-China  Joint  Com- 
mission on  Commerce  &  Trade,  once  han- 
dled by  lower-level  officials,  has  been 
upgraded  to  the  ministerial  level,  so 
she'll  hold  talks  with  Commerce  Secretary 
Donald  L.  Evans  and  U.S.  Trade  Repre- 
sentative Robert  B.  Zoellick. 

One  reason  for  the  increased  urgency: 
a  U.S.  complaint  before  the  World  Trade 
Organization  claiming  that  Beijing  offers 
its  semiconductor  industry  unfair  protec- 
tion. Other  thorny  issues  on  the  agenda 


include  concerns  over  rampant  countei  Die 
feiting  and  piracy  of  everything  fron^r 
brake  pads  to  Viagra  tablets;  a  tug-of-wa  ^ 
over  China's  proprietary  standards  fojfo 
electronic  communication  chips,  whicl  ^d 
the  U.S.  fears  would  effectively  shut  for  g  - 
eigners  out  of  the  market;  and  concern)  ^ 
that  the  Chinese  currency  is  undervalued  ^ 
giving  the  country's  manufacturers  at  ^ 
unfair  advantage  over  foreign  rivals. 


Headed  for  a  Showdown? 


the  U.S. 
trade  deficit  with 
China  swelling 
to  $124  billion 
in  2003, 
Washington  will 
press  Wu  Yi  on 
these  key  issues: 


■  What  the  U.S.  calls  tax  discrimination  against  imported 
semiconductors 

■  China's  proprietary  tech  standards,  which  the  U.S.  says 
hurts  foreign  suppliers 

■  Rampant  counterfeiting  of  everything  from  Viagra  and 
brake  pads  to  Hollywood  blockbusters 

■  Lousy  conditions  for  Chinese  workers,  which  U.S.  unions  say 
make  labor  unfairly  cheap 

■  Revaluation  of  the  yuan  to  make  Chinese  exports  more 
expensive 
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B  The  stakes  in  this  dispute  are  high. 
n  ashington  has  been  looking  for  a  much 
w  ugher  stance  on  piracy  and  counterfeit- 
I  g  than  Beijing  has  offered,  and  has  long 
iic  ised  concerns  over  regulations  requir- 
fa  g  foreign  companies  to  share  their  tech- 
n  ilogy  with  local  partners  in  order  to 
ifi  ain  access  to  the  Chinese  market.  Ad- 
a  iinistration  officials  say  they  have  al- 
>ady  cut  China  enough  slack  as  the 
juntry  has  moved  to  fulfill  the  commit- 
lents  it  made  in  joining  the  WTO.  So 
'hen  the  65-year-old  Wu  lands  on  the 
anks  of  the  Potomac,  she'll  find  that 
Washington  is  spoiling  for  a  fight.  "There 
;  some  point  at  which  tolerance  is  ex- 
.austed,"  says  Grant  D.  Aldonas,  a  Corn- 
tierce  Dept.  under  secretary  who  has  of- 
m  negotiated  across  the  table  from  Wu. 
China,  of  course,  makes  an  easy  target, 
ts  trade  surplus  with  the  U.S.  last  year 
welled  to  $124  billion,  U.S.  figures  show, 
ip  from  $103  billion  a  year  earlier.  And 
he  strength  of  its  manufacturers  of 
iverything  from  clothing  to  TVs  means 
t's  being  blamed  for  the  woes  of  U.S. 
vorkers.  On  Mar.  16,  the  AFL-CIO  ac- 
m  rused  Beijing  of  tolerating  abusive  em- 


House  says 
it  has  already 
cut  China 
enough  slack 


ployment  conditions-in-    rJ^[\Q  White 

eluding  a  ban  on  inde-    — 
pendent  unions— that  give 
China  an  unfair  trade  ad- 
vantage. The  union's  solu- 
tion: punitive  tariffs  of  up 
to  77%  on  Chinese  im- 
ports, an  idea  that  is  gain- 
ing support.  "There  isn't 
any  question  that  there 
are  abusive  labor  practices 
in  China,"  says  Senator  Byron  L.  Dorgan 
(D-N.D.).    "Do   they    affect   American 
workers?  Of  course." 

With  such  anger  in  the  air,  Wu  will 
clearly  have  her  hands  full  with  the  U.S. 
But  she  also  has  a  tough  constituency 
back  home.  Where  American  business 
leaders  see  unfair  advantage,  China  Inc. 
sees  a  system  designed  to  give  it  a  fighting 
chance  against  oversized  foreign  rivals. 
Take  China's  policy  of  refunding  most  of 
the  value-added  tax  imposed  on  locally 
produced   semiconductors,  which   has 
sparked  the  WTO  action.  Although  the 
same  tax  break  is  available  to  foreign  com- 
panies making  chips  in  China,  they  don't 
like  it  because  they  feel  it's  part  of  a  cam- 


paign to  force  them  to  set  up  joint-venture 
production-and  thus  transfer  their  tech- 
nology. Chip  imports  don't  get  the  same 
break,  though  Chinese  officials  say  the 
rule  is  fair  because  the  money  is  ear- 
marked for  research  and  development. 

DEFUSING  TENSIONS 

ONE  THING  that  distinguishes  Wu  is  her 
relatively  modest  upbringing.  She's  no 
peasant,  but  her  parents-intellectuals  in 
the  central  city  of  Wuhan— lived  far  from 
the  power  circles  of  China's  capital.  Her 
no-nonsense  approach  caught  the  eye  of 
former    leader    Deng    Xiaoping,    who 
named  her  Deputy  Trade  Minister  in 
1991.  Although  she  makes  time  for  con- 
certs at  the  Beijing  Symphony  and  a 
weekly  game  of  tennis,  the  unmarried  Wu 
is  "outspoken  and  works  long  hours," 
says  Cheng  Li,  a  professor  of  government 
at  Hamilton  College  in  Clinton,  N.Y. 

It  was  as  Deputy  Trade  Minister  that 
Wu  really  got  noticed.  She  quickly  won  ac- 
claim for  her  ability  to  defuse  tensions 
with  her  acid  sense  of  humor.  At  one 
point,  when  U.S.  negotiators  were  press- 
ing the  Chinese  to  crack  down  on  pirates 
stealing  from  multinationals  by  selling 
counterfeit  software  and  music,  Wu  coun- 
tered that  U.S.  museums  are  full  of  cultur- 
al relics  plundered  from  China.  Although 
she   uses    an   interpreter,   she    speaks 
enough  English  to  throw  in  a  phrase  or 
two  at  key  moments.  And  despite  her 
reputation,  she  has  a  soft 
side,       too.       Charlene 
Barshefsky,    U.S.    Trade 
Representative     in     the 
Clinton     Administration 
recalls  a  hand-dyed  scarf 
that  Wu  chose  especially 
for  her  as  a  gift  while  the 
two  were  negotiating  the 
terms  of  China's  admis- 
sion to  the  WTO.  "She  can 
be  tough  as  nails  across 
the  table,  and  then  she  does  something 
quite  thoughtful,"  Barshefsky  says. 

While  both  China  and  the  U.S.  will 
likely  try  to  paint  the  Washington  talks  as 
a  success,  passions  are  running  high 
enough  in  this  election  year  that  it  may  be 
difficult  for  them  to  reach  agreement. 
"Both  sides  will  be  very  tough  on  all  the 
issues,"  says  Wang  Yong,  director  of  the 
Beijing  University  Center  for  Internation- 
al Political  Economy.  But  the  U.S.  is  Chi- 
na's second-largest  trading  partner,  so 
Beijing  can  ill  afford  to  wage  a  trade  war 
across  the  Pacific.  Either  way,  the  Iron 
Lady  is  surely  steeled  for  the  fight.  ■ 

-By  Dexter  Roberts  in  Beijing,  with 
Paul  Magnusson  in  Washington 
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COMMENTARY 


BY  KERRY  CAPELL 


Jobs:  What5 s  Britain's  Secret? 

It's  beating  the  U.S.  in  keeping  unemployment  down.  Here's  how 


WHICH  WESTERN  econo- 
my produces  jobs  like  no 
other?  Until  recently,  the 
answer  was  obvious.  The 
U.S.  was  the  great  em- 
ployment machine— and  the  recent  jobless 
recovery  was  just  an  aberration.  But 
Americans  have  a  rival  now:  Britain.  The 
British  have  enjoyed  nearly  50  consecutive 
quarters  of  growth— growth  so  good  that 

unemployment  has  slid  to  a  recent  4.8%. 
In  contrast,  the  U.S.  rate  is  5.6%.  No  won- 
der Chancellor  of  the  Exchequer  Gordon 
Brown  was  so  jubilant  during  his  annual 
budget  speech  on  Mar.  17.  He  crowed  that 
Britain  "is  enjoying  the  longest  period  of 
sustained  economic  growth  for  more  than 
200  years." 

But  figuring  out  why  Britain  is  so  good 
at  lowering  its  jobless  rate  is  harder  than  it 
looks.  For  starters,  both  the  U.S.  and 
Britain  have  had  similar  economic  experi- 
ences in  many  areas.  Britain  has  shifted 
steadily  to  services  just  as  the  U.S.  has: 
Headcount  in  Britain's  service  sector  is  al- 
most 2  million  higher  since  Labor  took 
over  in  1997.  Retail  has  boomed,  as  in  the 
U.S.  Home-building  and  sales,  spurred  by 
low  interest  rates,  are  on  a  tear.  And  finan- 
cial services— a  more  vibrant,  innovative 
area  in  Britain  than  on  the  Continent— has 
added  scads  of  asset-management,  ac- 
counting, back-office,  and  call-center  jobs, 
reviving  once-moribund  cities  such  as  Leeds  and  revving  up  the 
engine  of  the  City,  London's  financial  d  'strict.  Sounds  a  lot  like 
the  U.S.  Finally,  like  the  U.S.,  Britain  has  been  steadily  losing 
manufacturing  jobs— some  500,000  since  2000.  So  why  do  the 
British  beat  us  in  job  creation?  Because,  despite  the  many  sim- 
ilarities, Britain  is  a  different  place  in  some  crucial  aspects. 

First,  the  economic  cycle.  Yes,  Britain  had  a  jump  in  tech  and 
telecom  jobs  in  the  late  '90s,  but  the  surge  was  nothing  like  the 
boom  the  U.S.  enjoyed.  As  a  result,  the  spect;  cular  2000-2001 
bust  the  U.S.  suffered  had  only  a  distant  ech  in  Britain.  This 
shows  in  the  jobless  stats:  Unemployment  in  Britain  held 
steady  from  2000  to  2001,  while  it  soared  in  the  U.S.  That  puts 
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Booming  Britain 

Annual  unemployment  rates 

Britain 

4.8% 

Italy            8.5 

Japan 

5.0 

France         9.6 

U.S. 

5.6 

Germany    10.3 

Canada 

7.4 

Data:  Dow  Jones.  HSBC 

the  U.S.  at  a  momentary  disadvantage  in  generating  jobs. " 
hard  to  stimulate  demand  when  you've  had  a  reversal  as  s 
nificant  as  you  did  in  2000-2001,"  says  Ben  Broadbent,  cr 
economist  for  Goldman  Sachs  Group  Inc.  in  London.  Also, 
working-age  population  has  not  risen  as  rapidly  in  Britain ; 
has  in  the  U.S.,  so  Britain  doesn't  need  to  create  as  many  jot 
Second,  the  Labor  government  has  unabashedly  compl 
mented  job  growth  in  the  private  sector  by  hiring  heavily  in  i 
public  sector.  Brown  has  lavished  billions  on  upgrading 
creaky  National  Health  Service,  so  it  can  now  take  on  new  ra 
of  workers.  Headcount  in  the  public  sector  is  up  by  400,0(1 
since  2000.  That  has  had  the  added  benefit  of  creating  low-lej 
el  jobs  for  those  who  might  have  stayed  stuck  on  the  dole. 
__________  Third,  according  to  Britain's  Office 

National  Statistics,  productivity  gro\ 
has  recently  averaged  1.5%.  In  the 
years  before  Labor  came  to  power,  the  i 
erage  was  2.5%.  Lower  productivity  ca 
push  job  numbers  up  for  a  while.  "I| 
Britain,  companies  have  to  hire  to  keep  i 
with  demand,  whereas  in  the  U.S.,  \ 
ductivity  gains  are  doing  the  job 
them,"  says  Alan  Casde,  Britain  economif| 
for  Lehman  Brothers  Inc. 

Can  Britain  keep  the  good  tini 
rolling?  The  International  Monetary  ] 
has  warned  Britain  about  a  possible  hous 
ing  bubble  and  a  credit-card  binge  by  conl 
sumers.  Of  course,  the  U.S.  has  those  probj 
lems,  too.  Another  issue  is  white-colla 
outsourcing,  which  is  just  starting,  bu| 
which  could  put  half  a  million  British  job^ 
at  risk.  Britain's  unions  are  gearing  up  tc 
fight  that  trend. 

Far  more  important  is  the  productivitjl 
issue:  In  the  long  run,  low  productivit)! 
saps  an  economy's  ability  to  maintain  i\ 
high  standard  of  living.  The  Labor  government  swears  it  will 
remedy  this  defect  by  spending  more  on  research  and  develop- 
ment and  encouraging  investment  in  technology.  Some  ob- 
servers aren't  so  sanguine.  David  Smith,  chief  economist  at 
London-based  brokerage  Williams  de  Broe,  reckons  that  in- 
creasing regulation  and  taxation  are  likely  to  keep  productivity 
rates  close  to  current  levels  for  the  foreseeable  future.  "We  have 
moved  from  a  mid-Atlantic  model  to  a  Continental  one,"  he 
says.  Well,  not  quite:  Visit  the  City,  and  you'll  see  what  verve 
there  is  in  Britain— a  verve  the  Continent  lacks.  The  challenge 
is  keeping  those  animal  spirits  alive.  ■ 

-With  Laura  Cohn  in  London 


You  can't  have  too  much  money. 

But  you  can  have  too  many 
retirement  accounts. 

Count  them.  A  401(k)  here,  a  couple  of  IRAs  there. 
With  a  Free-for-Life  IRA  rollover,  American  Express 
Financial  Advisors  offers  the  advice  you  need  to 
consolidate  your  retirement  savings  and  make  life 
easier.  Now  as  well  as  later.  It  gives  you  more 
control  because  you  get  a  unified  view  of  your 
retirement  finances  while  preserving  the  same 
tax  advantages.  If  you  have  at  least  $5000  in 
retirement  assets  to  consolidate,  you  could  save 
hundreds  of  dollars  in  annual  custodial  fees.  As  a 
leading  provider  of  retirement  solutions,  American 
Express  can  help  allocate  your  assets  across  a 
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Call  1-866-IRA-ADVICE 

or  visit  americanexpress.com/ira 

for  your  Free-for-Life  IRA. 

No  annual  custodial  fees.  Ever. 

broad  range  of  investments  to  define  the  right 
balance  for  you.  And  we  can  help  manage  your 
funds  so  they  last  throughout  your  retirement.  The 
sooner  you  consolidate,  the  sooner  you  gain  better 
control  over  your  retirement  economy. 
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TECHNOLOGY 


THE  CAMERA  PHONE 
REVOLUTION 

These  wildly  popular  devices  will 
transform  the  world  of  photography 


HEN  NOKIA  CORP. 
introduced  its  first 
handset  with  a 
built-in  digital 
camera  in  Novem- 
ber, 2001,  Juha 
Putkiranta,  head  of 
the  imaging  business  unit,  felt  like  his 
was  a  lone  voice  in  the  wind.  He  was  sure 
camera  phones  would  take  off,  but  critics 
thought  they  were  just  pricey  toys.  "Peo- 
ple didn't  believe  us,"  Putkiranta  recalls. 
They  do  now.  Last  year  sales  of  cam- 
era phones  from  all  makers  topped  84 
million  units— nearly  twice  the  sales  of 
conventional  digital  cameras.  Con- 
sumers like  having  a  point-and-shoot 
camera  wherever  they  tote  their  phones. 
This  year  camphone  sales  should  double, 
to  169  million  units,  or  about  a  quarter 
of  all  handsets,  says  Strategy  Analytics 
Inc.,  a  Newton  Centre  (Mass.)  research 
firm.  By  2006  the  number  could  top  380 
million.  Consumers  also  will  snap  29  bil- 
lion photos  with  camphones  this  year. 
"This  is  a  revolution,"  says  analyst  Jill 
Aldort  of  InfoTrends  Research  Group 
Inc.  in  Norwell,  Mass. 

The  Shockwaves  are  rippling  through 
the  imaging  business.  Sales  of  film  and 
traditional  cameras— already  hurt  by  dig- 
ital photography— could 
suffer  further  blows. 
Digital  camera  makers 
are  moving  upmarket  as 
camera  phones  take  over 
the  lower  end.  And  an 
industry  built  around 
camphone  photos  is 
whipping  into  gear.  Mo- 
bile operators  from 
Britain's  Vodafone  PLC 
to  Sprint  PCS  Group  in 
the  U.S.  have  begun 
services  that  let  cus- 
tomers  upload   photos 


LITTLE  BEAUTY 

A  model  with  a 
Nokia  phone 


THE  NEW  KILLER  APP 


Digital  cameras  are  taking  off, 
but  camphones  are  multiplying 
even  faster. 

MILLIONS  OF  UNITS  SOLD 


400- 
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from  phones  to  online  sites,  where  they 
can  be  stored  or  sent  to  be  printed. 
Hewlett-Packard,  Seiko  Epson,  and 
Canon  are  rolling  out  inexpensive  photo 
printers  that  link  wirelessly  to  handsets. 
Eastman  Kodak  Co.  and  Fuji  Photo 
Film  Co.,  which  have  the  most  to  lose  in 
the  shift  from  film,  are  installing  in-store 
kiosks  that  print  digital  and  camphone 
photos.  "We  are  changing  the  imaging 
industry,"  says  Nokia 
CEO  Jorma  Ollila.  "This 
is  a  classic  case  of  dis- 
ruptive technology." 

The  disruption  is  ac- 
celerating. In  the  last 
month,  seven  phone- 
makers  have  announced 
new  models  that  incor- 
porate megapixel  cam- 
eras, which  shoot  pic- 
tures with  a  million 
points  of  resolution. 
That's  three  times  the 
quality   of  most   cam- 


phones on  the  market— and  compara  | 
to  digital  cameras  of  a  few  years  ba 
Most  will  cost  $400  to  $600  at  ret 
Combined  with  new  photo  printe| 
kiosks,  and  online  services,  they're  Is 
ing   the   groundwork  for  an  histo^ 
makeover  of  the  photography  busine 
"Camera  phones  will  be  a  huge  catah 
for  people  to  convert  from  analog  to  di 
ital  photography,"  says  Gregg  Pattersc 
vice-president  for  technology  solutioj 
at  Hewlett-Packard  Co. 

SNAP  REVENUES 

THE  CHANGE  WON'T  happen  overnig 
Strategy  Analytics  figures  revenues  fro 
so-called  multimedia  messages  sent  b 
tween  phone  subscribe 
totaled  just  $157  milli 
last    year.    And    Da1 
Haueter  of  Gartner  sa 
only    2%    of  campho 
photos  today  are  printe 
By  2006,  though,  so: 
12  billion  photo  messagi 
should  bring  in  $3.2  bi 
lion  for  carriers.  More  pii 
tures  are  likely  to  be  p 
ed,  too.  In  Japan,  whe 
camphones  first  appean 
in  2000,  10%  of  imag 
are  printed.  If  that  rati 
applies  elsewhere,  E 
peans  alone  will  print 
billion  camphone  photo 
a  year  by  2006— genera' 
ing  more  than  $500  mil 
lion     for     photo-servio. 
providers,  says  Kodak  Eu 
ropean  marketing  manager  Atul  Patel. 

Nokia  is  hastening  the  process.  It  tie< 
up  with  Kodak  last  year  to  put  tens  o 
thousands  of  kiosks  in  stores  around  tht 
world.  The  machines  accept  digital  pho 
tos  from  CDs,  memory  cards,  or  via  wire 
less  connections  and  print  photos  foi 
about  40<t  each.  Nokia  also  just  an- 
nounced an  assortment  of  gizmos  foi 
home  use.  One,  the  Nokia  Image  Album, 
attaches  to  a  TV  and  stores  upwards  of 
20,000  digital  photos  on  a  hard  drive. 

Some  digital- camera  makers  already 
are  selling  parts  to  cell-phone  makers.  All 
are  moving  into  cameras  with  zoom  lens 
es  and  other  features  unlikely  to  migrate 
into  handsets.  "This  is  good  news  overall 
for  the  digital-imaging  business,"  says 
Edward  Y.  Lee,  an  analyst  with  Lyra  Re- 
search in  Newtonville,  Mass.  It's  even  bet 
ter  news  for  phonemakers,  for  whom  a 
whole  new  market  is  opening  up.  ■ 

-By  Andy  Reinhardt  in  Paris,  with 

Hiroko  Tashiro  in  Tokyo  and  Ben  Elgin  in 

San  Mateo,  Calif. 
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SAS,  the  leader  in  business  intelligence  software,  challenges... 


Achieve  corporate  compliance  now. 
Or  watch  investor  confidence  shatter. 


Jim  Goodnight,  SAS  President  and  CEO 
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Register  now  for  our  upcoming 
Webcast  on  compliance. 


You^Sarbanes-OxleycompHancedeadlinesdrawnearereveryday.SASXorporateComph 
software  provides  a  complete  infrastructure  to  inventory,  monitor,  audit  and  authenticate  your 
disclosure  controls  and  procedures.  So  you  can  achieve  compliance  with  regulations^ 
including  Section  404,  while  protecting  your  reputation  and  shareholder  value^  SAS 
empowers  you  to  deliver  accurate,  timely  financial  statements  that  minimize  nsk.  Prepare 
now  for  any  new  regulations.  And  focus  your  time  on  managing  your  business.  To  find  out 
more,  give  us  a  call  toll  free  1  866  270  5729  or  visit  our  Web  site. 

www.sas.com/compliance 


www.sas.com/compliancesuccess 


Wednesday,  April  28, 2-3  p.m.  ET 
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ALL  OF  OUR  HOTELS 
NONCONFORM 
TO  YOUR 
HIGHEST  STANDARDS. 

Of  course  there  are  hairdryers 

in  every  Renaissance*  hotel  roor 

And  luxurious  bathrobes. 

And  complimentary 

organic  shampoos. 

And  the  finest  sheets  on  a  bed 

you'll  never  want  to  get  out  of. 

But  you  may  also 

find  a  fishbowl 

filled  with  goldfish. 

And  a  hundred  other 

unexpected  touches  of  style 

and  originality  designed  to 

make  your  stay  with  us 

unlike  any  other. 

Because  all  Renaissance  hotels 

have  one  thing  in  common. 

Each  is  unique. 

UNIQUELY  RENAISSANCE." 
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RENAISSANCE 

HOTELS  &  RESORTS 


Renaissance  participates 
in  Marriott  Rewards? 
For  details,  call  1-800-MARRIOTT 
or  visit  Marriott.com. 

g  2004  Marriott  International,  Inc. 
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]an  a  Lame  Duck  Keep 
rench  Reform  Alive? 


S  THE  AX  that  didn't  fall.  Just  about  everyone  in  France  expect- 
Prime  Minister  Jean-Pierre  RafFarin  to  lose  his  job  after  the 
>or  showing  of  the  ruling  center-right  coalition  in  elections  on 
ar.  21  and  28,  when  opposition  Socialists  won  nearly  60%  of 
,e  vote  and  control  of  all  but  one  of  the  26  regional  councils. 


rtead,  President  Jacques  Chirac  asked 
ffarin  to  preside  over  a  new  government 
at  least  the  next  100  days. 
It  looks  like  another  shrewd  political  cal- 
lation  by  the  wily  Chirac.  Serving  as 
ime  Minister  for  the  next  three  months  is 
mnd  to  be  a  bruising  experience.  With 
a  government  set  to  unveil  a  revamp  of 
i  cherished  national  health-care  system, 
ti-reform  labor  unions  are  promising  na- 
nwide  strikes  by  early  summer.  Along 
th  a  sluggish  economy  and  9.6%  unem- 
oyment,  this  is  likely  to  have  voters  in  a 
ur  mood  when  European  parliamentary 
ictions  are  held  on  June  13.  If  the  elec- 
)ns  produce  another  drubbing  for  the 
nservatives,  as  seems  like- 
Raffarin  can  easily  be  of- 
red  up  then  as  the  bouc 
lissaire—the  scapegoat. 

amn  the  Torpedoes 

UT  WHAT'S  GOOD  for  poli- 
os could  be  bad  for  policy, 
affarin,  who  faced  down 
idespread  strikes  to  over- 
laid the  government-fi- 
anced  pension  system  last 
ear,  has  pledged  to  keep 
ushing  on  other  controver- 
ial  reforms.  Besides  over- 
auling  health  care,  he  aims 
d  privatize  state  electricity 
nd  gas  monopolies  and  ^~ ^~ 
ownsize  the  bloated  public  bureaucracy. 
The  damn-the-torpedoes  rhetoric  hasn't 
eassured  France  Inc.,  though.  Business 
saders  fret  that  a  government  headed  by  a 
vounded  Raffarin  will  be  too  weak  to  keep 
he  effort  on  track— even  with  a  boost  from 
nergetic  reformers  such  as  the  new  Fi- 
lance  Minister,  Nicolas  Sarkozy,  who  won 
aidos  from  voters  for  his  law- and- order 
)rogram  as  Interior  Minister.  "One  thing 
ve  have  learned  is  that  reforming  softly 


RAFFARIN  The 

President  may 
be  using  him 
as  a  scapegoat 


doesn't  work,"  says  Sophie  de  Menthon, 
head  of  the  French  employers'  group  Ethic. 
Certainly,  the  government  needs  to  do 
something  fast  about  France's  yawning 
budget  deficit.  It's  expected  to  reach  at  least 
3.6%  of  gross  domestic  product  this  year, 
breaching  the  euro  growth  and  stability 
pact  limit  of  3%  for  the  third  year.  But 
there's  growing  fear  that  the  government, 
despite  Raffarin's  rhetoric,  will  shy  away 
from  big  changes  in  favor  of  less  contro- 
versial stopgap  measures. 

Health-care  reform  will  be  a  key  test. 
Plagued  with  runaway  costs,  the  system  is 
running  a  $13  billion  annual  deficit.  Creat- 
ing incentives  for  cost  control,  such  as  re- 
quiring patients  to  pay  more 
out-of-pocket,  is  sure  to  spur 
protests.  Instead,  the  gov- 
ernment might  simply  pour 
more  money  into  the  sys- 
tem—for example,  by  raising 
taxes  earmarked  for  social 
spending,  says  Eric  Chaney, 
Morgan  Stanley's  chief  Eu- 
ropean economist.  More  tax- 
es, slower  growth.  Slower 
growth,  higher  deficit. 
"There's  a  chance  they  could 
make  things  worse,"  Chaney  says. 

Of  course,  Raffarin  could  still  sur- 
prise the  skeptics  and  keep  reform 
rolling.  Much  will  depend  on 
whether  Chirac  backs  him  up  more 
forcefully.  Since  his  landslide  2002  reelec- 
tion, the  President  has  spoken  out  only  oc- 
casionally in  favor  of  economic  reform,  let- 
ting the  Prime  Minister  bear  the  brunt  of 
protests.  But  Chirac,  whose  popularity  rat- 
ings have  plummeted  to  around  35%,  may 
be  reluctant  to  risk  further  diminishing  his 
own  standing  with  voters.  It's  looking  more 
and  more  likely  that  France  will  remain  Eu- 
rope's reform  laggard.  ■ 

-By  Carol  Matlack  in  Paris 


GLOBAL 
WRAPUP 

AFGHANISTAN:  A  NEW 
PUSH  FOR  AID 

AFGHANISTAN  NEEDS  $275 
billion  over  the  next  seven  years 
to  disarm  regional  militias,  wipe 
out  its  opium  industry,  and 
rebuild  its  economy.  That's  the 
message  conveyed  by  President 
Hamid  Karzai  to  an  international 
donors  conference  in  Berlin  on 
Mar.  31.  Although  no  one 
expects  Afghanistan  to  win 
pledges  for  that  sum  soon,  the 
U.S.,  Japan,  the  European  Union, 
and  other  nations  promised  a 
total  of  $8.2  billion  in  aid  over 
the  next  three  years,  officials  say. 
The  aid  is  seen  as  crucial  in 
helping  Afghanistan  prepare  for 
elections  in  September. 

MEXICO'S  PRESIDENTIAL 
RACE  IS  ALREADY  ON 

THE  BATTLE  to  succeed 

President  Vicente  Fox 
is  heating  up.  On  Mar.  26 
political  scientist  Jorge  G. 
Castafieda  threw  his  hat  into 
the  ring  as  an  independent 
candidate,  declaring  that 
Mexicans  were  "fed  up"  with 
political  parties  that  have  failed 
them.  Castafieda,  who  has 
never  belonged  to  a  party,  was 
Foreign  Minister  until  he  quit 
in  2003. 

Meanwhile,  Cuauhtemoc 
Cardenas,  co-founder  of  the 
Party  of  the  Democratic 
Revolution  (PRD),  resigned 
from  the  party  leadership  on 
Mar.  28,  blaming  infighting  and 
allegations  of  corruption 
involving  Mexico  City  Mayor 
Andres  Lopez  Obrador  for 
damaging  the  PRD's  image. 
Cardenas,  who  has  run  for 
President  three  times,  is  vying 
with  Lopez  Obrador  to  be  the 
PRD's  candidate.  Other  hopefuls 
in  the  2006  presidential  race  are 
Interior  Secretary  Santiago 
Creel  of  Fox's  National  Action 
Party  and  Institutional 
Revolutionary  Party  chief 
Roberto  Madrazo. 
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Make  every  employee  a  CFO. 


Only  PeopleSoft  Financial  Management  delivers  real-time  visibility  and  control  to  meet  today's 
compliance  challenges. 

PeopleSoft  Financial  Management  makes  every  employee  financially  accountable.  Role-based  portals  allow 
every  employee  visibility  into  their  own  financial  world  within  the  global  enterprise.  With  embedded  cost 
controls,  business  analytics,  and  real-time  alerts,  every  employee  is  empowered  to  make  the  right  decisions. 
And  your  CFO  can  be  confident  of  achieving  the  results  he  is  counting  on.  Learn  more  by  visiting  us  at 
www.peoplesoft.com/realtime  or  call  1-888-773-8277. 
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Compliance: 


brging  Ahead  with  Sarbanes-Oxley 


»r  most  public  corporations,  efforts  to  comply  with  the  Sarbanes- 
ley  Act  (SOA)  of  2002  are  already  in  motion.  With  the  first 
>und  of  deadlines  hitting  before  yearend,  any  company  that  isn't 
jriously  planning  or  executing  by  now  is  facing  trouble. 


|ut  SOA  compliance  doesn't  end  with  this 
leadline  or  the  next  one.  In  fact,  the  real 

jst  isn't  even  about  meeting  the  letter 
|f  the  law.  The  businesses  that  get 

le  most  value  from  their  SOA  efforts 

/ill  be  those  that  work  to  abide  by  the 
[pirit  of  the  law,  using  compliance 

fforts  as  a  springboard  to  achieve 
disciplined  risk  mitigation  and  continuous 
[orporate  improvement. 

|The  challenge  for  year  two  and  beyond 

to  take  the  SOA  changes  you've  already 

lade  and  tie  them  more  tightly  into  the 

/ay  you  run  the  business,"  says  John 

lagerty,  vice  president  of  research  at 

MR  Research  Inc.,  in  Boston.  "In  this 

'ay,  compliance  activities  become 

something  the  company  does  as  a  matter 

»f  course,   not  as  an  afterthought. 

lompliance  becomes  internalized  in  all 

/our  activities,  which  avoids  costs  and 

[mitigates  financial  risk." 

THE  RASHOMON  EFFECT 

Executives  have  diverse  views  of 
SOA  compliance.  According  to  a  recent 
AMR  Research  survey,  58%  of  organiza- 
tions saw  compliance  as  a  business  ben- 
efit, while  21%  regarded  it  as  a  cost 
of  doing  business,  and  another  21% 
had  no  opinion.  One  third  said  compli- 


ance is  an  opportunity  for  com- 
petitive advantage,  and  another 
third  regard  it  as  a  worthwhile 
business  practice. 

Some  companies  are  limiting 
their  SOA  efforts  to  financial 
systems,  while  others  are  also 
tackling  the  operational  aspects 
of  the  corporation.  "Over  the  last 
year,  compliance  has  been  a 
driving  factor  in  enabling  companies  to 
take  a  look  at  good  old-fashioned  control 
and  visibility  in  their  business,"  says 
Renee  Lorton,  senior  vice  president  and 
general  manager  of  the  financial 
management  division  at  PeopleSoft  Inc., 
in  Pleasanton,  Calif.  "In  a  way,  the  SOA 
legislation  and  the  people  who  have 
gone  off  to  jail  have  been  a  catalyst  for 
best  practices  and  financial  control." 

Yet  some  executives  still  haven't  taken 
time  to  consider  all  the  implications  of 
compliance.  "Many  people  don't  under- 
stand that  SOA  may  mean  systemic 
change,"  says  Hagerty.  "They're  not 
thinking  through  how  much  money  has  to 
be  spent,  how  many  resources  should  be 
applied,  how  disruptive  it  might  be  to 
configure  existing  systems,  or  how  difficult 
this  might  be  to  pull  off." 


Compliance  efforts  are  helping  companies  focus  on  financial 
control  and  visibility,  says  Renee  Lorton,  senior  vice  president 
and  general  manager  at  PeopleSoft  Inc. 


Compliance  doesn't  come  cheaply.  Based 
on  a  recent  survey  of  more  than  70 
companies,  AMR  Research  estimates 
that  2004  spending  on  SOA  will  total 
$5.5  billion.  Nearly  half  that  total  is 
expected  to  be  spent  on  internal  labor, 
with  outsourced  services  requiring  33% 
and  technology  accounting  for  19%, 
or  just  over  $1  billion. 

APPLES  TO  APPLES 

Software  companies  offer  a  variety  of 
compliance-enhancing  systems.  "Today's 
processes  are  incredibly  inefficient,"  says 
Doug  Barton,  vice  president  of  product 
marketing  for  Cognos  Corp.,  a  Burlington, 
Mass. ,  maker  of  business  intelligence  and 
performance  planning  software.  "With 
the  added  demands  of  compliance, 
finance  organizations  are  under  tremen- 
dous pressure  to  wring  the  inefficiencies 
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"  Compliance: 

Forging  .Ahead  with  Sarbanes-Oxley 

out  of  their  business  and  shine  a  spotlight 
on  their  processes.  Frankly,  that's  what's 
behind  much  of  the  interest  in  our  prod- 
ucts. Companies  need  technology  to 
restore  productivity  and  make  transactions 
transparent,  so  that  critical  information 
is  available  to  decision  makers  in  a 
timely  fashion." 

Allied  Building  Products  Corp.,  a  $1  billion 
division  of  multinational  building-materials 
conglomerate  CRH  in  East  Rutherford, 
N.J.,  implemented  Cognos  technology  to 
replace  a  hodgepodge  of  budgeting  and 
planning  spreadsheets.  "They  were 
fragile  and  vulnerable  to  accidental  or 
deliberate  changes,"  says  Brian  Reilly, 
chief  financial  officer  for  the  distributor 
of  siding,  windows,  and  roofing  products. 
"So  we  were  constantly  worried  about 
the  integrity  of  both  our  results  and  our 
process,  which  is  a  particular  Sarbanes- 
Oxley  concern." 

Allied  implemented  Cognos  software 
to  enhance  the  speed,  accuracy,  and 
completeness  of  its  planning  and  analysis. 
"Now  we  can  ask  two  different  analysts 
two  different  questions  and  get  two 
answers  that  have  a  common  source 
and  appearance,"  says  Reilly.  "We  can 
compare  apples  to  apples.  And  we 
can  do  it  faster." 

Proper  documentation  of  business  trans- 
actions is  a  critical  SOA  requirement. 
Software  designed  to  meet  this  need 
manages  a  repository  of  documents  so 
that  they  can  be  easily  tracked  and  readily 
made  available  to  auditors.  These 
so-called  content  management  products 
can  automatically  route  the  oocuments  to 
designated  authorities  for  review  and 
signatures  in  a  predetermined  work  flow. 
"Having  a  powerful  content  management 
platform,  which  includes  record  man- 
agement, isn't  just  beneficial  for  SOA 
compliance,"  says  Dean  Berg,  director  of 
business  development  for  software  com- 
pany Stellent  Inc.,  in  Eden  Prairie,  Minn. 
"It's  the  foundation  companies  need  to 
address  the  growing  body  of  corporate 
governance  and  compliance  regulations." 


The  information  generated 
by  SOA  tools  can  even  be 
automatically  pushed  out  to 
corporate  users,  saving  time 
and  money.  PeopleSoft's 
newest  compliance  offering, 
the  PeopleSoft  Internal  Con- 
trols Enforcer,  reduces  the 
ongoing  cost  of  compliance 
with  Section  404  by  using 
diagnostics  to  continuously 
monitor  changes  to  key 
controls  embedded  in  a  com- 
pany's underlying  transaction  systems. 
Developed  in  conjunction  with  customers, 
the  Internal  Controls  Enforcer  addresses 
the  complexity  of  the  entire  Section  404 
process,  from  evaluating,  documenting, 
and  testing  internal  controls,  to  managing 
and  auditing  management  sign-offs. 

DOING  WELL  BY  DOING  RIGHT 

More  and  more  corporate  executives  are 
recognizing  that  regulation  is  not  an 
unnecessary  expense,  but  an  opportunity 
to  impose  disciplined  risk  management  - 
a  strategy  that  makes  solid  financial 
sense.  "Business  leaders  now  see  risk 
management  as  a  way  of  avoiding  costs, 
eliminating  potential  liability,  and  making 
sure  that  the  company  is  protected,"  says 
Hagerty.  "People  are  looking  at  compli- 
ance not  so  much  as  a  way  to  save  money 
or  as  a  cost  of  abiding  by  the  law,  but  as  a 
means  to  avoid  untoward  financial  risk. 
This  is  almost  a  sea  change  as  far  as  how 
people  analyze  their  overall  business." 

In  fact,  good  corporate  governance  has 
been  proven  to  have  a  direct  relationship 

ABOUT  AMR  RESEARCH 

Business  and  technology  executives  trust 
AMR  Research  to  provide  thu  information 
they  need  to  more  effectively  use  technology 
to  improve  business  processes.  Hundreds 
of  clients  rely  on  AMR  Research's  industry- 
specific  exoertise  to  quickly  and  confidently 
make  crttica1  technology  decisions  while 
lowering  risk,  saving  time  and  reducing 
cost.  AMR  Research  also  helps  software 
application  providers  better  meet  the 
demands  of  large  enterprises.  For  more 
information  about  AMR  Research,  visit 
http://www.amrresearch.com. 


Companies  need  to  make  transactions  transparent  to  stakehok 
which  is  driving  the  need  for  new  compliance  tools,  says  Dout 
Barton,  vice  president  of  product  marketing  at  Cognos  Corp. 


to  a  company's  financial  performance.  /, 
recently  published  study  by  Governance 
Metrics  International  Inc.  in  New  Yort 
rated  1,600  major  foreign  and  U.S.  firms 
using  60  criteria.  The  ratings  agency 
found  that  those  with  the  worst  gover 
nance  ratings  returned  5.4%  in  th€ 
preceding  12  months,  compared  wit 
1 1  %  for  all  of  the  stocks  rated. 


' 


"Ultimately,  being  more  transparent  allows 
companies  to  have  better  access  to  cap- 
ital and  to  receive  a  lower  cost  of  capital," 
says  Lorton  of  PeopleSoft.  "In  the  end, 
good  corporate  governance  will  enable 
companies  to  achieve  competitive 
advantage.  Because  the  better  you  know 
your  business  and  the  more  visibility  you 
have,  the  more  you're  able  to  take 
advantage  of  opportunities." 
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OUR  COMPANY'S 
ESTINY.  FORMATTED 
OR  EASY  VIEWING. 


You  look  at  the  future. 

You  say,  "I've  been  expecting  you." 

Because  you  rely  on  Cognos  Enterprise  Planning. 

The  only  solution  proven  to  enable  superior  data  collection, 

control,  and  collaboration  in  the  most  demanding  business  environments. 

Allowing  you  to  engage  your  key  players  in  the  planning  process. 

Reducing  delays.  Errors.  And  risk. 

Eliminating  the  pain  of  spreadsheet-based  budgeting  and  forecasting. 

So  forecasting  becomes  dependable. 

Performance  predictable. 

And  change  manageable. 

See  the  future  of  corporate  performance  management  yourself. 
Read  "Seven  Proven  Steps  to  Predictable  Performance"  at: 


Copyright  ©  2004  Cognos  Incorporated.  All  rights  reserved. 


(T)  Uranium  mining 

(2)  Uranium  enrichment  and  nuclear  fuel  fabrication 

(3)  Reactor  design  and  construction 
0  Management  of  spent  nuclear  fuel 

(5)  Wind  power  equipment 

(6)  Transmission 

(7)  Distribution 


The  world  needs  energy. 

AREVA  develops  solutions  to  produce,  transmit  a  si 

AREVA,  with  75,000  employees  in  over  1 00  countries,  offers  its  clients  technological 
solutions  for  reliably  producing  and  supplying  electricity,  www.areva.com 


.tribute  it. 
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Jim  McNerney  is  racking  up  quite 
a  record  at  3M.  Now,  can  he 
rev  up  its  innovation  machine? 


JIM  McNERNEY  WAS  ONE  OF  THOSE  BOYS: 

up  early  in  the  morning  climbing  trees  while 
everybody  else  in  the  family  was"  in  bed,  rousing 
his  three  younger  brothers  to  play  two-on-two 
hockey  in  their  basement,  running  his  high 
school's  boys  club,  and  pitching  on  the  varsity 
baseball  team.  And  he  grew  up  to  be  one  of 
those  men:  For  three  decades,  Walter  James 
McNerney  Jr.  has  climbed  the  corporate  ladder 
without  a  pause,  uprooting  his  family  every  two 
to  three  years  since  earning  his  master's  degree 
from  Harvard  Business  School  in  1975.  He 
job-hopped  from  Procter  &  Gamble  to 
McKinsey  &  Co.  and  then  up  through  General 
Electric.  On  Jan.  1,  2001,  after  losing  a 
three-way  race  to  succeed  John  F.  Welch  as 
chief  executive,  he  moved  on  yet  again  to 
become  chairman  and  CEO  of3M,  the 
first  outsider  to  head  the  Saint  Paul  (Minn.) 
company  in  its  century-long  history. 

It  has  been  a  remarkably  seamless  transition. 
In  many  ways,  3M  is  a  mini  General  Electric 
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Co.  Both  are  industrial  conglomerates  that  seek  to 
balance  slowdowns  in  one  industry  with  upturns 
elsewhere,  and  both  have  strong  traditions  of  dis- 
cipline, quality,  and  an  intense  focus  on  measur- 
ing and  rewarding  performance.  While  both  com- 
panies have  a  few  world-famous  brand  names 
—who  doesn't  know  GE  light  bulbs  or  3M's 
Scotch  tape— at  heart  they  are  bound  up  with  pro- 
ducing the  nuts  and  bolts— as  well  as  the  duct 
tape,  turbines,  and  electronic  gear— that  keep  the 
industrial  world  humming. 

But  3M  Co.  had  begun  to  drift.  Its  vaunted  re- 
search facilities  were  turning  out  fewer  and  few- 
er commercial  hits,  and  quarterly  results  were  un- 
derwhelming. While  3M  still  draws  many  of  the 
world's  best  chemical  engineers,  the  company's 
labs  haven't  had  a  hit  like  Post-it  Notes  since,  well, 
Post-it  Notes  first  came  out  almost  a  quarter-cen- 
tury ago.  Managers  at  3M  seemed  to  know  in- 
stinctively what  they  needed,  and  they  found  it  in 
McNerney:  a  strong  outsider  who  could  restore 
discipline  and  focus.  It  helped  that  he  started  in 
the  midst  of  a  recession,  when  making  painful  de- 
cisions was  easier.  After  rounds  of  cost-cutting, 
layoffs,  and  smart  repositioning  of  the  company 
into  more-promising  fields  such  as  health  care, 
3M  recently  announced  its  best  results  ever.  Prof- 
its have  climbed  35%  since  McNerney  took  over, 
to  $2.4  billion  in  2003  on  sales  of  $18.23  billion. 
3M's  stock  price,  now  worth  just  over  $81  a 
share,  is  also  up  35%  on  McNerney's  watch,  earn- 
ing it  a  spot  on  our  most  recent  BW50  list. 


The  Next  Post-it 
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Scotch 


THAT'S  EXACTLY  WHAT  you'd  expect  from  a 
manager  schooled  in  the  GE  system  of  rigorous 
discipline  and  accountability.  But  to  restore  3M  to 
full  health,  McNerney  needs  to  do  something  his 
GE  background  didn't  prepare  him  for:  He  needs 
to  return  3  M  to  its  historical  role  as  one  of  Cor- 
porate America's  most  inventive  and  innovative 
companies.  Over  the  decades,  scientists  and  en- 
gineers in  its  seven  divisions  have  come  up  with 
sandpaper,  magnetic  audiotape,  molds  and  glues 
for  orthodontia,  lime-yellow  traffic  signs,  respira- 
tors, floppy  disks,  Scotch  tape,  Scotchgard,  even  a 
prescription  salve  for  genital  warts.  To  this  day, 
3M  draws  its  identity  from  its  research  might.  It 
devotes  $1.1  billion  to  research  every  year  and  has 
1,000  scientists  and  engineers  around  the  world 
searching  for  The  Next  Big  Thing. 

Going  outside  and  buying  innovative  outfits,  as  McNerney 
has  already  done,  can  help,  but  for  his  tenure  to  truly  be  a  suc- 
cess, he  needs  to  coax  more  out  of  the  company  labs.  He's  trying 
to  do  that  by  redirecting  funds  into  more-promising  health-care 
and  high-tech  research  and  development,  as  well  as  by  using  Six 
Sigma,  the  analytical  system  made  famous  at  GE,  to  home  in  on 
shortcomings.  But  it  is  not  at  all  certain  that  the  creative  process 
that  brought  Scotchguard  fabric  protector  to  the  world  can  flour- 
ish under  such  exacting  conditions.  In  his  attempt  to  suss  out 
the  commercial  potential  of  ideas  early  on,  McNerney— who  has 
never  worked  in  a  lab— might  just  miss  the  next  Post-it  Note. 
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CONSUMER  AND  OFFICE 

Sales  2003: 

$2.6lbiUion/up7% 

Operating  Earnings  2003: 

$460  million /up  3% 

Key  products  and  markets:  Familiar  tapes 
and  stationery  including  Scotch  and  more 
than  600  Post-it  products,  as  well  as 
Scotchgard  fabric  protectors. 

Prospects:  Best  brand  names  at  3M, 
but  generics  are  poaching  customers. 
Needs  the  next  Post-it  and  quick. 
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HEALTHCARE 

Sales  2003: 

$4  billion/up  12% 

Operating  Earnings  2003: 

$L03  billion /up  14% 

Key  products  and  markets:  Medi.fo 
and  surgical  supplies.  Aldara,  a  s?Jc 
genital  warts,  now  under  final  FDA 
as  a  treatment  for  skin  cancer. 
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Prospects:  McNerney's  favorite, . 
terrific  portfolio  and  strong  momef) 
Best  margins  of  any  3M  business. 
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SAFETY.  SECURITY.  AND 
PROTECTION  SERVICES 

Sales  2003: 

$L93  billion /up  14% 

Operating  Earnings  2003: 

$437  million/up  29% 

Key  products  and  markets:  Respir; 


2003 
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Thinsulate  insulation,  protective  filrpr 
windows  at  high-risk  sites  such  as 
airports  and  embassies. 

Prospects:  Up  in  2003  because  of  \ 
More  gains  likely  from  terrorism  wo 
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rhe  flip  side  to  this  concern  about  what  McNerney  is  doing  tc  ft 
revitalize  3M  is  the  worry  that  he  won't  stay  around  long  enough  «h 
to  finish  the  job.  McNerney,  54,  recently  celebrated  his  third  an-  ladi 
niversary  with  the  company,  which  is  about  as  long  as  he  has  ifc 
held  any  position  in  his  life.  The  question  is:  How  many  more  as: 
3M  anniversaries  are  there  in  McNerney's  future?  Given  his  no-  $ 
madic  past,  3Mers  today  whisper  anxiously  about  where  their  i; 
boss  is  headed  next.  Nowhere,  he  swears.  McNerney  says  he  has  T 
more  work  to  do  before  3M  is  firmly  on  a  high-growth  path.  He  h 
has  enrolled  a  third  of  3M's  67,100-person  workforce  in  Six  Sig-  \i 
ma  training,  but  it  has  not  been  encoded  yet  in  the  company  uc 
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=>  billion  /up  7% 

ng  Earnings  2003: 

\  million  /  down  6% 

:  ducts  and  markets:  Tapes  and 
h:  les  for  industrial  and  commercial 
3fts,  including  appliances, 

ler  electronics,  and  packaging. 

:  4cts:  Once  3M's  bedrock,  but  no 
so  solid  as  manufacturing 
migrates. 
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DISPLAY  AND  GRAPHICS 

Sales  2003: 

$2.96  billion/up  33% 

Operating  Earnings  2003: 

$885  million/up  66% 

Key  products  and  markets:  Optical  films 
and  lenses  for  touch-screen  devices  and 
consumer  electronics,  such  as  flat-screen 
televisions  and  mobile  phones.  Reflective 
materials  for  signs  and  license  plates. 

Prospects:  3M's  high-tech  rocket,  thanks 
to  LCDs.  Biggest  new  source  of  profits. 


TROAND 
MUNICATION 

2003: 

2billion/downl% 

ting  Earnings  2003: 

million/ up  1% 

oducts  and  markets:  Connectors 
I  ctrical  and  telecom  equipment 
icroconnectors  for  electronics 
is  printers. 

ects:  Best  performer  until  telecom 
1 2000.  Now  slowly  inching  back. 


TRANSPORTATION 

Sales  2003: 

$L54billion/upU% 

Operating  Earnings  2003: 

$389  million/up  17% 

Key  products  and  markets:  Abrasives, 
adhesives,  foams,  and  tapes  for  autos,  car 
repair,  and  marine  craft.  Ultraviolet 
screening  films  for  car  windows. 

Prospects:  Hurt  by  a  sluggish  automotive 
marketplace  but  picking  up  share  from 
rivals.  A  steady  moneymaker. 


Twin  Cities,  his  three  school-age  children  are 
feeling  at  home.  He  plays  ice  hockey  with  one  of 
his  brothers,  Peter  H.  McNerney,  in  a  no-check- 
ing league  on  Sunday  evenings.  And  he  can 
scoot  down  to  Chicago  to  visit  his  two  adult 
daughters  from  his  first  marriage  as  well  as  his 
parents,  who  still  maintain  their  home  in 
Chicago's  North  Shore  suburbs.  "This  is  a  gold- 
en period  in  Jim's  life,"  says  Daniel  M.  McNer- 
ney, another  brother  who  is  now  a  Presbyterian 
minister  and  missionary  and  lives  in  Winnetka, 
111.,  around  the  corner  from  their  boyhood 
home.  "He's  ambitious,  but  he's  not  blindly  am- 
bitious. Maybe  this  is  his  last  job." 


Loyalty  Test 


NA.  He  also  wants  to  make  3M  much  bigger,  particularly  in 
ist-growing  Asia,  perhaps  through  another  acquisition  or  two. 
nd  while  he  has  made  management  training  a  priority,  estab- 
shing  3M's  own  leadership-development  institute,  McNerney 
as  no  successor  ready  to  take  over  if  he  were  to  leave  now.  As  he 
ays  about  the  challenge  of  developing  potential  leaders:  "I'm 
till  impressed  with  how  much  further  we  have  to  go." 

Then  there  are  personal  reasons  for  staying  put.  McNerney, 
rho  grew  up  outside  Detroit  and  Chicago,  relishes  being  back 
l  the  Midwest  after  his  globe-trotting  at  GE,  say  his  family 
nd  friends.  With  an  extended  family  around  them  in  the 


OR  MAYBE  NOT.  During  the  race  to  run  GE,  Mc- 
Nerney became  known  as  one  of  the  best  man- 
agers at  one  of  the  best-managed  companies  in 
the  world.  Although  he  lost  the  race,  his  success- 
es at  GE  and  3M  have  put  him  on  recruiters' 
shortlist  of  most  desirable  CEOs.  "People  come  to 
us  and  say,  'Go  get  us  a  Jim  McNerney,' "  says 
Gerard  R.  Roche,  senior  chairman  of  executive 
recruiters  Heidrick  &  Struggles  International 
Inc.  Indeed,  McNerney's  name  seems  to  surface 
whenever  a  company  has  a  high-profile  opening 
in  the  offing,  whether  it's  Coca-Cola,  Walt  Dis- 
ney, or  Merck.  As  Welch  says:  "I  could  see  him 
doing  anything." 

McNerney's  commitment  to  3M  was  severely 
tested  last  fall.  When  Chairman  and  CEO  Philip 
M.  Condit  abruptly  resigned  from  Boeing  Co., 
the  board  is  said  to  have  asked  McNerney  if  he 
would  consider  the  post.  He  clearly  has  the  cre- 
dentials: A  Boeing  director  himself,  McNerney's 
last  job  at  GE  was  running  its  aircraft-engine 
unit,  one  of  the  aerospace  company's  main  sup- 
pliers. The  board  elevated  retired  exec  Harry  C. 
Stonecipher  to  CEO  instead.  But  noting  that 
Stonecipher  already  is  67,  some  people  close  to 
Boeing's  directors  say  it's  only  a  matter  of  time 
before  McNerney  ends  up  there. 

McNerney's  secret  to  success  is  elementary. 
He  sets  high  goals  that  can  be  measured,  such  as 
business-unit  sales  or  the  rate  of  product  intro- 
ductions, and  demands  that  his  managers  meet 
them.  Granted,  many  CEOs  do  that  today.  But 
like  a  dedicated  teacher  or  coach,  McNerney  also 
works  with  his  team  day  in,  day  out,  to  help  them 
make  the  grade.  "Some  people  think  you  either 
have  a  demanding,  command-and-control  management  style 
or  you  have  a  nurturing,  encouraging  style,"  he  says.  "I  believe 
you  can't  have  one  without  the  other." 

Unusual  in  this  age  of  celebrity  CEOs,  and  especially  for 
somebody  who  is  so  far  untouched  by  scandal  or  intrigue,  Mc- 
Nerney is  also  one  of  Corporate  America's  lowest-profile  execs. 
He  has  largely  ducked  the  outside  world  since  taking  over  at 
3M.  He  usually  dispatches  Chief  Financial  Officer  Patrick  D. 
Campbell  to  speak  for  the  company,  and  you  can  count  his  na- 
tional TV  appearances  on  one  hand. 

His  shy-guy  public  persona  is  at  odds  with  his  image  inside 
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Great  Moments  at  Work. 

You  didn't  just  make  a  meeting. 

You  made  history. 


■r 


Microsoft 

*.   " 
Your  potentia 


I     ;*4 


Introducing  the  new  Microsoft  Office  System. 

Ten  offices,  seven  countries,  one  impossible  deadline? 
No  problem.  Not  when  you're  equipped  with  innovations 
that  allow  you  and  your  team  to  collaborate  more  securely  in 
real-time-all  from  within  familiar  Microsoft*  Office  programs. 
Yes,  this  is  the  kind  of  stuff  that  legends  are  made  of. 
Gear  up  for  great  moments  at  microsoft.com/greatmoments 
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the  company.  There,  McNerney  is  praised  as  an  inspirational 
leader  comfortable  speaking  to  big  groups  or  conversing  one- 
on-one.  "He's  personable,"  says  Charles  Reich,  executive  vice- 
president  of  3M's  health-care  business.  "He  really  engages  peo- 
ple." Yet  family  and  friends  say  McNerney  genuinely  thinks  it 
would  be  unseemly  to  draw  attention  to  himself.  "It's  all  about 
me?  No,  it's  all  about  my  people,"  says  Charles  S.  Lauer,  pub- 
lisher of  Modern  Healthcare  magazine  and  a  neighbor  who  has 
known  the  McNerney  family  since  the  1960s.  "That's  Jimmy, 
the  captain  of  the  team.  He's  got  his  head  screwed  on  straight." 


Emphasis  on  Humility 

SITTING  AT  A  CONFERENCE  TABLE  in  his  14th-floor  office 
suite,  McNerney  seems  to  be  enjoying  himself.  He  wears  a 
sports  jacket  and  a  polo  shirt,  his  usual  work  attire.  He  is  quick 
to  attribute  3M's  achievements  to  the  entire  organization  and 
praises  3Mers  for  their  work  ethic.  "My  experience  is  that  if 
people  are  convinced  they're  growing  as  they  pursue  company 
goals,  that's  when  you  get  ignition,"  he  says.  He  is  also  disci- 
plined and  direct:  He  makes  his  points  and  doesn't  utter  a  word 
more.  When  the  allotted  time  for  the  appointment  ends,  he 
stands  up  and  retreats  to  his  inner  office.  Back  to  work. 

McNerney  inherited  his  character— and  perhaps  his  wan- 
derlust—from his  dad,  say  his  family  and  friends.  After  a  stint  in 
hospital  management  in  Providence,  R.I.,  where  Jim  was  born, 
Walter  J.  McNerney  Sr.  was  a  health-policy  professor  at  three 
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universities,  as  well  as  president  of  the  Blue  Cross  &  Blue  S  :1 
Assn.  in  Chicago.  Walter  and  Shirley,  a  homemaker,  pi 
their  daughter  and  four  sons  hard:  All  of  them,  except  i|e; 
hold  graduate  degrees  in  business.  But  even  as  Walter  ga  qfc 
national  recognition,  he  always  maintained  his  humility  an  iit  - 
sisted  his  children  do  the  same.  "If  any  of  us  was  ever  to<  Mr 
our  own  horn,  Dad  would  let  us  have  it,"  recalls  Dan.  "1  dc? 
was  a  terrible  thing." 

Although  academic  achievement  was  always  No.  1  in  the  [<r : 
Nerney  household,  sports  came  a  close  second.  Jim  pi  er 
baseball  and  hockey— and  lost  a  few  teeth  on  the  ice— while  et 
ting  his  bachelor's  degree  in  American  studies  at  Yale  Un  :i 
sity,  his  father's  alma  mater.  "He  was  certainly  never  a  hot  c ;, 
says  his  brother  Pete,  managing  partner  of  Thomas,  McNe  er.; 
&  Partners,  a  venture-capital  firm  in  Minneapolis  that  spe  i) 
izes  in  health-care  startups.  "He  was  a  guy  you  dependec  ir 
It's  no  surprise  to  me  that  he's  running  something  big." 

At  first,  though,  it  was  slow  going.  McNerney's  career  st£  er 
anonymously  enough  in  1975  as  a  brand  manager  on  the  Dc  m 
fabric-softener  account  at  Procter  &  Gamble  Co.  He  wa;  a 
signed  to  two  other  accounts,  Coast  and  Bounce,  before  he  k  it 
—^^^-^  1978  to  become  a  senior  manager  with  n 

'  r        "1    suiting  firm  McKinsey  in  Chicago. 

^^L    ^^  His  ascent  quickened  after  he  was  h  \{  - 

.^^^  ^  I  three  years  later  at  GE  as  a  vice-presi'  ra; 

^^P  m  ^J         in  its  information-services  departmen  11 
^         ^         .A    less  than  a  decade,  he  was  promoted  uj 
times  to  reach  the  ranks  of  upper  mar 
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it  in  1991  as  president  and  CEO  of  GE's  electrical  distribu- 
i  and  control  unit.  He  was  42.  Welch  recalls  McNerney 
•hing  his  attention  early  on.  What  made  him  stand  out?  His 
ck  for  numbers  and  his  poise,  Welch  says.  "He  was  just  able 
landle  himself  perfecdy,  even  though  he  was  very  young." 
■  IcNerney  really  impressed  the  boss,  though,  when  he  was 
latched  to  Hong  Kong  as  president  of  GE's  Asia-Pacific  busi- 
s  in  1993.  At  the  time,  the  Fairfield  (Conn.)  giant  had  no  op- 
dons  of  its  own  in  China  and  was  desperate  to  enter  what 
since  become  a  $3  billion  market  for  the  company.  McNer- 
^ablished  its  first  wholly  owned  unit  within  two  years  and 
"n  began  staffing  the  operation  before  leaving  in  1995. 


i  the  Running 
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T  THE  JOB  THAT  gave  him  a  shot  at  taking  over  from  Welch 

i  s  yet  to  come.  In  1997,  after  two  years  as  chief  of  GE's  lighting 

1 1,  based  in  Cleveland,  McNerney  was  yanked  back  to  Cincin- 

i  to  head  GE  Aircraft  Engines.  Welch  admits  today  that  even 

had  some  doubts  about  how  his  protege  would  do.  The  air- 

ft  industry  is  notoriously  insular,  distrustful  of  anyone  who 
er  wore  "a  scarf  and  goggles,"  as  Welch  puts  it.  Yet  McNer- 

r  bested  the  insiders.  When  he  arrived  at  GE  Aircraft  Engines, 

/as  a  distant  third-place  supplier  to  Boe- 
for  its  twin-engine  777  planes.  But  in 
^  )9,  he  cinched  a  deal  making  the  unit  the 

:lusive  engine  supplier  for  Boeing's  new 

ig-range  777  aircraft.  The  20-year  con- 

ct  was  valued  at  more  than  $25  billion. 

McNerney  did  it  by  outhustling  his  ri- 

s.  He  became  a  frequent  flier  to  Seatde, 

:n  Boeing's  headquarters,  to  find  out 

lat  would  prevent  Boeing  from  doing 

siness  solely  with  GE.  Executives  there 

•re  concerned  that  airlines  that  had  nev- 

serviced  GE  engines  before  wouldn't 
?!i  mt  to  take  on  such  a  risk.  So  McNerney 

Jed  the  heads  of  Singapore  Airlines, 
4.thay  Pacific  Airways,  and  others  and  got 
an  £m  on  board  by  promising  that  GE  would 

i  everything  it  could  to  help  maintain  the 

gines.  He  used  GE's  leverage,  too.  The 

mpany's  aircraft-leasing  unit  pledged  to 

cy  the  planes  from  Boeing  and  then  lease 
|£m  to  airlines— if  GE  got  an  exclusive 

al.  And  he  enlisted  Welch  to  personally 
af  Dby  Boeing's  Condit. 

In  the  end,  of  course,  that  success  wasn't 
ie  ^ough.  On  a  rainy  day  in  late  November, 
u)00,  Welch  flew  to  Cincinnati  and  met 
sirivately  with  McNerney  in  an  airplane 

ingar  to  deliver  the  news:  He  had  picked 

apffrey  R.  Immelt,  the  head  of  GE  Medical 

o  rstems  and  the  front-runner  all  along  in 

b  ;-e  succession  race,  to  be  the  next  CEO.  Im- 

t  i  elf's  edge:  He  was  six  years  younger  than 

nther  McNerney  or  the  other  finalist, 

Dbert  L.  Nardelli,  now  chairman  and  CEO 

('  Home  Depot  Inc.  Immelt  was  also 

idged  to  be  more  at  ease  in  the  spotlight. 

fou  chose  the  wrong  guy,"  a  disappointed 

iIcNerney  told  Welch.  But  he  didn't  press 

ae  point.  He  didn't  need  to. 


THE  McNERNEY  MAGIC 


Sales  have  inched  up  by 
9%  under  McNerney... 


McNERNEY  TAKES 
OVER  AS  CEO 


while  net  income 
has  climbed  35%... 
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...lifting  3M's  share 
price  35%,  too 


•SHARE  PRICE  ADJUSTED  FOR  SEPT..  2003, 
2-F0R-1  STOCK  SPLIT 

"AS  OF  MAR.  30. 2004 
Data:  3M  Co. 


Taking  3M's  helm  during  a 
recession  was  far  from  a 
disaster.  McNerney  found 
himself  free  to  make  tough  calls 


Even  as  Welch  was  still  mulling  his  personnel  options,  Mc- 
Nerney's  name  had  been  passed  along  to  3M  directors  by  head- 
hunter  Roche  at  Heidrick  &  Struggles.  That  spring,  3M's  direc- 
tors had  decided  to  go  outside  for  a  chairman  and  CEO  to 
replace  Livio  "Desi"  DeSimone,  who  had  announced  his  plan  to 
retire  by  yearend.  An  engineer  and  lifelong  3Mer  who  took  over 
as  CEO  in  1991,  DeSimone  had  been  unable  to  keep  alive  the 
company's  storied  history  of  innovation.  Growth  rates  for  sales 
stalled  while  profits  yo-yoed.  The  company's  share  price  peaked 
in  mid-1997,  then  drifted  lower  even  as  the  overall  market  raced 
ahead.  "We  needed  to  jump-start  the  company,"  recalls  Edward 
A.  Brennan,  a  former  chairman  and  CEO  of  Sears,  Roebuck  & 
Co.  who  chaired  3M's  CEO  search  committee.  "We  sensed  Jim 
would  be  a  perfect  agent  for  change." 

Given  the  chilly  reception  that  some  "change  agents"  face, 
McNerney  was  braced  for  a  tough  time- 
especially  since  he  was  not  only  the  first 
CEO  who  hadn't  come  up  through  the  3M 
ranks,  he  wasn't  even  an  engineer.  But  he 
says  employees  generally  encouraged  him 
to  shake  things  up.  "I  found  a  company 
who  thought  they  weren't  achieving  all  they 
could,  and  they  were  willing  to  team  up 
with  somebody  to  do  more,"  he  says.  "That 
was  a  surprise."  It  helped  that  3M  and  GE 
were  so  similar.  It  also  helped  that  McNer- 
ney was  used  to  contending  with  different 
corporate  cultures. 

Oddly,  the  deepening  manufacturing  re- 
cession helped,  too.  In  September,  2000, 
hosting  his  last  biennial  conference  for  an- 
alysts and  investors,  DeSimone  forecast  an 
11%  increase  in  revenue  in  the  year  ahead 
and  a  12%  rise  in  operating  income.  3M's 
telecommunications  business  would  do 
even  better,  he  predicted,  with  sales  and 
profits  surging  25%  as  customers  strung 
more  and  more  fiber-optic  lines.  But  by 
2001's  first  quarter,  operating  earnings 
were  crumbling  in  every  business  except 
consumer  and  office  products.  The  abrupt 
downturn  proved  that  things  had  gone 
awry  and  gave  McNerney  latitude  to  move 
even  faster.  All  at  once,  he  notes,  "we  were 
all  in  this  together."  Quickly,  and  with  little 
dissent,  he  ordered  a  cut  of  5,000,  or  6.6%, 
in  the  company's  workforce. 

Although  less  apparent,  other,  more  fun- 
damental changes  followed.  Under  McNer- 
ne/s  predecessors,  3M  had  always  been  an 
egalitarian  operation.  Every  year,  each 
business  got  the  same  bump  in  its  budget, 
no  matter  how  it  performed.  No  more.  Mc- 
Nerney and  his  executive  team  began  allo- 
cating R&D  and  marketing  funds  according 
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Allstate 

High-performance  customer  service, 
delivered. 

To  maintain  its  position  as  one  of  the  country's 
largest  property  and  casualty  insurers-while 
also  positioning  itself  to  offer  a  broader  range 
of  financial  products- Allstate  wanted  to  offer 
new  ways  of  interacting  with  customers,  and 
to  do  it  on  an  aggressive  schedule.  Building 
on  a  long  relationship  with  Allstate,  Accentu re 
deployed  eight  development  teams  to  help 
design  and  implement  The  Good  Hands  Network, 
which  adds  integrated  Internet  and  call  center 
channels  to  the  existing  system  of  local  agents. 
Deployed  in  just  18  months,  the  two  new 
channels  enable  customers  to  do  business  with 
Allstate  24/7.  Already,  over  40  percent  of  the 
company's  more  than  6  million  yearly  inquiries 
are  made  outside  of  traditional  business  hours, 
further  extending  the  company's  standing  as  a 
high-performance  business. 


Wyeth 

High-performance  R&D,  delivered. 

Determined  to  boost  its  output  of  innovative 
new  medicines,  Wyeth's  research  &  development 
leadership  teamed  with  Accenture  to  reengineer 
the  way  the  pharmaceutical  company  discovers 
new  molecular  entities  and  moves  them  through 
preclinical  development  and  clinical  trials. 
The  companies  designed  and  implemented  vast 
changes  to  streamline  operations  and  dramatically 
improve  the  effectiveness  of  Wyeth's  proven  R&D 
organization.  Now,  three  years  into  the  initiative, 
the  productivity  of  Wyeth's  drug  discovery 
effort  has  risen  400  percent,  early  clinical  trial 
cycle  times  have  been  cut  by  60  percent,  and 
a  new  high-performance  model  for  outsourcing 
clinical  data  management  is  substantially  reducing 
costs  by  about  50  percent.  f 


High  performers  create 
their  own  opportunities. 


rt 


Go  on.  Be  a  Tiger. 


High  performance  isn't  measured  by  how  well  you  make 
the  obvious  moves,  but  how  innovatively  you  pull  off  the 
tough  ones.  To  see  how  Aeeenture  can  help  your  business 
be  a  high-performance  business,  visit  accenture.com 

.  Consulting  •  Technology  •  Outsourcing 
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High  performance.  Delivered. 
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IcNerney  says 


3MTO, 


BOEING  It's  big.  It's  prestigious.  And  McNerney  knows  it  inside 
out,  first  as  head  of  GE's  aircraft-engine  business  and  now  as  a 
director.  Current  CEO  Harry  C.  Stonecipher,  67,  is  expected  to  retire 
within  three  years. 

COCA-COLA  A  long  shot.  The  soft-drink  company  needs  to  find  a  CEO 
this  year,  and  McNerney  hasn't  groomed  a  successor  at  3M.  But  he 
knows  consumer  marketing  from  his  days  at  Procter  &  Gamble  Co. 

MERCK  Another  long  shot,  but  the  timing  might  work.  Current  CEO 
Raymond  V.  Gilmartin  must  retire  within  two  years.  McNerney  already 
presides  over  a  fast-growing  health  unit  at  3M. 

DISNEY  This  may  be  less  far-fetched  than  it  seems.  Disney 
is  a  multi-industry  company  with  a  strong  brand  name  known 
worldwide-just  like  GE  and  3M.  Timing  may  be  an  issue,  however. 


CAREER  THRUST  As  to  the  growth  potential  at  each  business, 
head  of  GE  Aircraft  That  means  more  for  health  care,  now 
Engines,  McNerney  3m's  biggest  business  with  $4  billion  in 
outhustled  rivals  sajes  ^  $1  billion  in  operating  earn- 

ings, and  its  display  and  graphics  busi- 
ness, which  boasted  a  66%  surge  in  2003  operating  profits 
thanks  to  the  ultrathin  plastic  films  it  makes  for  flat-screen  TVs 
and  mobile  phones.  But  it  also  means  less  for  everyone  else,  par- 
ticularly 3M's  old-line  industrial  and  transportation  businesses. 
McNerney  is  also  targeting  where  in  the  world  3M  spends  its 
money,  shifting  more  resources  and  personnel  out  of  the  U.S., 
where  growth  is  slower  and  costs  are 

iESSfJE :2SSS±SE  Some  of  3M's  hits  were 

engineers'  pet  projects, 
but  McNerney  wants 
innovation  to  be  driven 


by  the  market 


markets  in  Asia.  Because  of  targeted  lay 
offs  and  attrition,  last  year  U.S.  staff  fell 
by  an  additional  1,700,  to  33,300,  help- 
ing to  reduce  3M's  total  payroll  by  10% 
since  McNerney  took  over.  Meanwhile, 
3M's  headcount  rose  5%  in  Asia,  to 
9,900.  Capital  spending  in  the  U.S.  also 
dropped  in  2003,  to  $425  million,  and 
has  been  reduced  by  one-third  over  the 
past  three  years.  In  Asia,  capital  expen- 
ditures have  increased  25%,  to  $102  million  in  the  past  year. 
The  migration,  moreover,  isn't  just  in  manual  labor;  3M  is  mov- 
ing R&D  and  product  design  to  China  as  well.  McNerney  admits 
that  the  domestic  downsizing  hurts  the  U.S.  economy  but  says 
he  must  proceed.  "I'm  responsible  for  keeping  3M  a  globally 
competitive  company,"  he  says.  "Now,  it's  very  hard  to  serve 
Chinese  customers  in  a  lot  of  our  businesses  unless  we're  man- 
ufacturing there.  We  don't  do  this  to  eviscerate  U.S.  jobs.  We  do 
it  to  be  competitive." 


Targeted  Innovation 

WHAT  McNERNEY  HOPES  will  be  his  true  legacy  at  3M, 
though,  is  to  restore  the  company  to  its  glory  days  as 
one  of  America's  preeminent  idea  factories,  a  place  where 
cutting-edge  research  results  in  groundbreaking  new  prod- 
ucts. So  borrowing  again  from  the  GE  way,  McNerney  has  ac- 
quired new  products  to  pump  up  3M's  growth  rate.  In  late 
2002, 3M  paid  $850  million  for  Corning  Precision  Lens  Inc., 
instandy  giving  it  a  big  presence  in  the  rear-projection  TV 


market  and  complementing  its  other  TV  component  business 
His  real  emphasis,  however,  is  on  what  the  company  can 
for  itself.  McNerney  now  has  his  scientists  talking  with  the  m 
keting  and  manufacturing  folks  right  from  the  start  to  steer  I 
work  to  more  profitable  ends.  For  example,  sales  reps  polled 
makers  to  see  what  they  wanted  next  in  flat-screen  models.  Tr< 
response:  a  wider  viewing  area,  so  people  don't  have  to  si 
square  in  front  of  the  screen,  and  a  deeper  black  in  the  ba 
ground  color.  Now  researchers  are  tinkering  with  optic  films 
achieve  those  attributes. 

The  new  way  carries  its  own  risks,  however.  In  the  past,  3 
researchers  had  the  leeway  to  spend  15' 
of  their  time  on  pet  projects.  This  offi 
daily  sanctioned  moonlighting  has  pai 
off  for  3M  big-time.  Its  Aldara  salve— a 
immune-response  modifier  just  ap 
proved  to  treat  precancerous  skin  condi 
tions— was  discovered  by  a  scienti 
who  kept  experimenting  with  the  drug 
Post-it  Notes,  too,  were  another  brain-: 
child  of  scientists  who  tinkered  foi 
^^■■i  years,  ignoring  the  naysayers  in  manui 

facturing  and  marketing.  Now  these  re 
searchers  are  being  reined  in.  Won't  they  object?  Not  likely,  says 
James  B.  Stake,  executive  vice-president  of  3M's  display  and 
graphics  business.  As  the  inventor  of  a  few  gadgets  that  nevei 
amounted  to  anything,  he  argues  that  today's  setup  will  better 
the  odds  of  success.  "We'll  find  many  fewer  individuals  going 
down  blind  alleys,"  he  says.  True,  but  some  worry  that  by 
micromanaging  the  labs,  3M  could  miss  breakthrough  ideas 
unexpected  places. 

McNerney  is  also  bringing  more  management  rigor  to  3M) 
through  Six  Sigma.  Originally  a  form  of  statistical  analysis  usi 
to  reduce  product  error,  at  GE  it  morphed  into  a  companywidi 
tool  for  cost-cutting  in  the  1990s.  Specially  trained  "black  belts" 
are  now  doing  the  same  thing  at  3M,  and  then  some.  They're  us- 
ing Six  Sigma  for  everything  from  sharpening  sales  pitches  to  de- 
veloping new  lands  of  duct  tape.  McNerney  says  Six  Sigma  also 
turns  out  to  be  a  low-risk  way  to  spot  up-and-coming  managers 
because  it  provides  straightforward  measurements  of  their  per- 
formance. So  far,  a  quarter  of  the  1,000  3M  employees  who  have 
completed  Six  Sigma  have  been  promoted  two  steps  or  more. 

Today,  McNerney  figures  he  spends  most  of  his  time  on  per- 
sonnel. Every  other  week,  he  addresses  groups  of  employees  atj 
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Sports  Authority  and  Gart  Sports  had  a  game  plan   team  up  to  out-muscle 
the  competition.  Who  came  through  in  the  clutch  with  a  big  financial 
play?  CIT.  Learn  more  at  CIT.com.  We  see  what  you  see. 
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As  3M's  first  outsider  CEO, 
McNerney  had  to  worry  about 
acceptance.  Three  years  on,  the 
company  worries  that  he'll  leave 


company  headquarters.  He  begins  the  two-hour  sessions  with 
an  update  on  3M's  numbers  and  a  progress  report  on  Six  Sigma 
and  his  other  initiatives.  Then,  for  the  last  hour  and  a  half,  he 
takes  questions.  He  does  the  same  thing  while  visiting  3M's  far- 
flung  facilities  around  the  world.  McNerney  also  is  a  regular  in- 
structor at  3M's  leadership-development  institute,  another  pro- 
gram he  has  borrowed  from  GE.  In  between,  he  monitors  how 
members  of  his  operating  committee— 3M's  top  15  executives- 
are  doing,  often  swinging  by  their  offices  for  a  chat.  If  a  man- 
ager isn't  measuring  up,  McNerney  probably  won't  raise  his 
voice.  But  he  will  expect  a  solution,  pronto.  "I  think  all  of  us  are 
working  harder  than  we've  ever  worked  before,"  says  David  W. 
Powell,  3M's  senior  vice-president  of  marketing. 

Powell  should  know:  Among  the  top  ranks,  he  is  one  of  the 
few  holdovers  from  the  DeSimone  era.  Only  two  of  3M's  seven 
business  heads  were  at  their  posts  under  the  previous  CEO.  But 
there  was  no  purge.  Rather,  the  departing  execs  left  one  by  one 
as  they  neared  3M's  mandatory  retirement  age  of  65,  only  to  be 
replaced  by  other  3Mers.  There  are  just  two  outsiders  in  McN- 
61116/8  inner  circle:  CFO  Campbell,  who  came  from  General 
Motors  Corp.,  and  General  Counsel  Richard  Ziegler,  a  former 


James  McNerney 

The  3M  CEO's  life  shows  a  pattern  of 
achievement-and  constant  motion 


BORN  Aug.  22, 1949,  in  Providence, 
R.I.;  raised  in  Ann  Arbor,  Mich,  and 
Winnetka,  III. 

EDUCATION  BA  in  American 
studies,  Yale,  1971; 
MBA,  Harvard,  1975. 

POSITION  Chairman  and  CEO,  3M 
Co.,  since  Jan.  1, 2001.  Director  at 

Boeing  Co.  and  Procter  & 

Gamble  Co. 

FIRST  JOB  AFTER  GRAD 
SCHOOL  Brand  manager 
for  P&G's  Downy  fabric 
softener. 

WORK  HISTORY  Procter  & 

Gamble  Co.,  1975-1978; 
McKinsey&  Co.,  1978-1982; 
General  Electric  Co.,  1982- 
2000. 

HOBBIES  Sports-of  all 
sorts.  Pitched  for  the  Yale 
baseball  team  (left)  and 

was  a  varsity  hockey  player, 


partner  at  Cleary,  Gottlieb,  Steen  &  Hamilton  in  New  York,  y 
had  been  McNerney's  classmate  at  Yale. 

When  McNerney  isn't  overseeing  his  managers,  he  is  tenc 
to  3M's  customers.  In  January,  W.W.  Grainger  Inc.,  a  $4.' 
lion  industrial-goods  wholesaler  that  carries  1,300  3M  proj 
ucts,  got  the  McNerney  treatment— honed,  needless  to  say, 
GE.  As  executives  at  the  Lake  Forest  (111.)  company  went  ovl 
sales  trends  with  their  top  suppliers,  McNerney  listened 
Then  he  met  separately  with  the  company's  chief  operating  <  I 
ficer.  In  all,  McNerney  spent  some  three  hours  at  Grainger.  Arj 
while  3M  had  regularly  sent  someone  to  visit  the  company,  thl 
someone  had  never  been  the  CEO.  "It  was  a  significant  event! 
says  Michael  A.  Pulick,  vice-president  for  product  managemerj 
"3M  is  truly  trying  to  get  to  know  our  business." 


Measures  of  Success 

McNERNEY'S  EFFORTS  ARE  clearly  paying  off.  In  2003,  saljl 
rose  in  every  one  of  3M's  businesses  except  telecom,  while  oj| 
erating  income  was  up  in  all  but  industrial.  Cash  flow  swelle 
by  29%,  to  $3.79  billion,  and  the  company's  operating  margij 
widened  by  a  full  percentage  point,  to  20.9%.  His  goal  is 
boost  sales  by  at  least  5%  a  year,  excluding  acquisitions, 
profits  by  11%  or  more  annually.  3M  will  beat  both  targets 
2004,  with  sales  up  6.5%  and  profits  growing  16.5%,  says 
Nerney.  Analyst  John  G.  Inch  of  Merrill  Lynch  &  Co.  predic 
the  company  will  be  able  to  exceed  its  targets  again  in  200J) 
with  earnings  nearing  $3.3  billion. 

Success  seems  to  be  agreeing  with  McNerney.  Family  i 
friends  say  that  despite  the  pressure  of 
ing  boss,  McNerney  seems  more  relaxed 
day  than  he  has  been  in  years.  He  and 
wife,  Haity— they  met  at  a  GE  gym  that 
had  set  up  for  the  company— both  work  oi 
and  run  regularly.  McNerney  also  oca 
sionally  skips  business  dinners  to  coach  h 
son's  ice  hockey  team.  He  skis,  golfs,  £ 
every  May  sails  on  Chesapeake  Bay  with 
brothers  and  business  chums.  And  he  i 
the  family  like  to  jet  off  to  Montana,  whe 
he  owns  a  home  in  a  mountain  resort. 

So  is  this  the  last  stop  for  McNerney? 
it  were,  he  would  be  going  out  on  top, 
charge  of  one  of  the  nation's  most  vener: 
ble  companies.  How  many  other  job^ 
could  give  him  that  satisfaction?  Certainl; 
McNerney  doesn't  need  the  money.  He  re 
ceived  $4.9  million  in  salary  and  bonus 
2003  and  options  worth  $5.8  million,  ra 
ing  the  value  of  his  3M  options  to  $67. 
million.  He  also  holds  $15  million  in  re 
stricted  stock.  "It  feels  like  home  here,"  hi 
says.  "I'm  a  3Mer."  Still,  he  won't  turn  6.: 
until  2014.  And  recruiters  are  tempting 
him  with  job  offers  all  the  time.  "We'n 
professional  movers,"  he  acknowledges. " 
could  pitch  a  tent  anywhere."  He  is  stil 
one  of  those  boys.  ■ 

-  With  Diane  Brady  in  New  Yorl 


too.  Plays  ice  hockey  with  brother 
Pete  on  weekends.  Runs,  skis,  golfs. 
Sails  on  Chesapeake  Bay  every  May. 

ROLE  MODEL  His  father,  Walter  J. 
McNerney  Sr.,  retired  president  of  the 
Blue  Cross  and  Blue  Shield  Assn.  and 
health-policy  professor  at 
Northwestern,  who  taught  him  to  let 
his  accomplishments  speak  for 
themselves. 

MANAGEMENT  CREDO  "Some 
people  feel  you  either  have  a 
demanding,  command-and-control 
style  or  you  have  a  nurturing, 
encouraging  style.  I  believe  you  have 
to  have  both." 

FAMILY  Married  to  Haity,  a  former 
fitness-center  rep,  since  1987;  one 
son,  age  10,  and  two  daughters,  ages 
12  and  15;  two  adult  daughters  from 
his  first  marriage. 


MiNiiossNcck 


For  an  interview 
with  3M  CEO  James  McNerney,  go  to 
www.businessweek.com/magazine/extra.htm 
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The  DYMO( 
LabelWriter®  printer 

gives  you  more  time  to  work  on  important  things  by 
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eliminating  the  hassle  of  sheet  labels.  Whether  you're  printing  labels  for  shipping,  mailing, 
CDs  or  Pendaf lex® filing  products,  DYMO  prints  perfect  labels  in  seconds.  What's 
more,  DYMO  is  PC  or  Mac  compatible,  works  with  popular  desktop  software  including 
Microsoft-  Word  and  Outlook*  and  is  as  simple  as  "click  and  print."  So  if  you  need  one  label  or  100,  DYMO  makes 
printing  labels  fast  and  easy,    www.dymo.com  U  J^ #1/7C^ 
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Microsoft*  and  Outlook*  are  registered  trademarks  of 
Microsoft  Corporation  in  the  United  States  and/or  other  countries. 
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BY  STANLEY  HOLMES  AND  WENDY  ZELLNER 


The  Costco  Way 

Higher  wages  mean  higher  profits.  But  try  telling  Wall  Street 


COSTCO  WHOLESALE  CORP. 
handily  beat  Wall  Street  ex- 
pectations on  Mar.  3,  posting 
a  25%  profit  gain  in  its  most 
recent  quarter  on  top  of  a  14% 
sales  hike.  The  warehouse  club  even 
nudged  up  its  profit  forecast  for  the 
rest  of  2004.  So  how  did  the  market 
respond?  By  driving  the  Issaquah 
(Wash.)  company's  stock  down  by  4%. 

One  problem  for  Wall  Street  is  that  Costco  pays  its  workers 
much  better  than  archrival  Wal-Mart  Stores  Inc.  does  and  ana- 
lysts worry  that  Costco's  operating  expenses  could  get  out  of 
hand.  "At  Costco,  it's  better  to  be  an  employee  or  a  customer 
than  a  shareholder,"  says  Deutsche  Bank  analyst  Bill  Dreher. 

The  market' s  view  of  Costco  speaks  volumes  about  the  so- 
called  Wal-Martization  of  the  U.S.  economy.  True,  the  Ben- 
tonville  (Ark.)  retailer  has  taken  a  public-relations  pounding  re- 
cently for  paying  poverty-level  wages  and  shouldering  health 
insurance  for  fewer  than  half  of  its  1.2  million  U.S.  workers. 
Still,  it  remains  the  darling  of  the  Street,  which,  like  Wal-Mart 
and  many  other  companies,  believes  that  shareholders  are  best 
served  if  employers  do  all  they  can  to  hold  down  costs,  includ- 
ing the  cost  of  labor. 

Surprisingly,  however,  Costco's  high-wage  approach  actually 
beats  Wal-Mart  at  its  own  game  on  many  measures.  BusinessWeek 
ran  through  the  numbers  from  each  company  to  compare  Cost- 
co and  Sam's  Club,  the  Wal-Mart  ware- 
house unit  that  competes  directly  with 
Costco.  We  found  that  by  compensating 
employees  generously  to  motivate  and  re- 
tain good  workers,  one-fifth  of  whom  are 
unionized,  Costco  gets  lower  turnover  and 
higher  productivity.  Combined  with  a 
smart  business  strategy  that  sells  a  mix  of 
higher-margin  products  to  more  affluent 
customers,  Costco  actually  keeps  its  labor 
costs  lower  than  Wal-Mart's  as  a  percent- 
age of  sales,  and  its  68,000  hourly  workers 
in  the  U.S.  sell  more  per  square  foot 
(table).  Put  another  way,  the  102.000 
Sam's  employees  in  the  U.S.  generat- 
ed some  $35  billion  in  sales  last  year, 


while  Costco  did  $34  billion  with  one-third  fewer  emploj 
Bottom  line:  Costco  pulled  in  $13,647  in  U.S.  operat 
profit  per  hourly  employee  last  year,  vs.  $11,039  at  Sam's, 
the  past  five  years,  Costco's  operating  income  grew  at  an  av 
age  of  10.1%  annually,  slightly  besting  Sam's  9.8%.  Most  | 
Wall  Street  doesn't  see  the  broader  picture,  though,  and  ob 
focuses  on  the  up-front  savings  Costco  would  gain  if  it  pa 
workers  less.  But  a  few  analysts  concede  that  Costco  si 
from  the  Street's  bias  toward  the  low-wage  model.  "Costco  < 
serves  a  little  more  credit  than  it  has  been  getting  lately,  [sine 
if  s  one  of  the  most  productive  companies  in  the  industry,"  sa 
Citigroup/Smith  Barney  retail  analyst  Deborah  Weins\ 
Wal-Mart  spokeswoman  Mona  Williams  says  that  Sam's  pa 
competitively  with  Costco  when  all  factors  are  consider 
such  as  promotion  opportunities. 

Passing  the  Buck 

THE  LARGER  QUESTION  here  is  which  model  of  competitic 
will  predominate  in  the  U.S.  Costco  isn't  alone;  some  comp 
nies,  even  ones  like  New  Balance  Athletic  Shoe  Inc.  that  fa 
cheap  imports  from  China,  have  been  able  to  compete  by  I 
ing  ways  to  lift  productivity  instead  of  cutting  pay.  But  most  < 
ecutives  find  it  easier  to  go  the  Wal-Mart  route,  even  if  sha 
holders  fare  just  as  well  either  way  over  the  long  run. 

Yet  the  cheap-labor  model  turns  out  to  be  cosdy  in  many  way 
It  can  fuel  poverty  and  related  social  ills  and  dump  costs  on  ot 
er  companies  and  taxpayers,  who  indirectly  pick  up  the  healt 
care  tab  for  all  the  workers  not  insured  by  their  parsimonic 
employers.  What's  more,  the  low-wage  approach  cuts  into  conjpk  i 
sumer  spending  and,  potentially,  economic  growth.  "You  can1 


IT  PAYS  A  LOT  MORE  THAN  WAL-MART... 
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Costco's 
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Average  hourly  wage 

Annual  health  costs  per  worker 

Covered  by  health  plan 

Annual  retirement  costs  per  worker 

Covered  by  retirement  plans 


COSTCO 
$15.97 

$5,735 

82% 

$1,330 

91%** 


WAL-M/ 
SAM'S 

$11.5  Rtll 

$3,5Mn: 
47%  |v< 
$747 
64%  t* 


-Those  on  the  K*  for  less  than  a  year  < 


■ 


76  I  BusinessWeek  I  April  12.  2004 


3     • 


Chicken  Breast 


Chich^"^ 


Biro*' 


fl? 


•*r"B 


L^H< 

WPPi^JF 

Q»<w 

UHMfrUnr     41     V 

:| 


uM^k 


*  - 


every  company  adopt  a  Wal-Mart    PAYBACK  Costco  has 
tegy.  It  isn't  sustainable,"  says  Rut-    one  of  retailing ;s 
University  management  professor    mos  product  v   and 
en  Appelbaum,  who  in  2003  edited    [oyalworkTorces 
ast  study  by  38  academics  that 
id  employers  taking  the  high  road  in  dozens  of  industries, 
riven  Costco's  performance,  the  question  for  Wall  Street 
bldn't  be  why  Costco  isn't  more  like  Wal-Mart.  Rather,  why 
ft  Wal-Mart  deliver  high  shareholder  returns  and  high  living 
idards  for  its  workforce?  Says  Costco  CEO  James  D.  Sinegal: 
lying  your  employees  well  is  not  only  the  right  thing  to  do 
it  makes  for  good  business." 

ook  at  how  Costco  pulls  it  off.  Although  Sam's  $11.52  hourly 
•age  wage  for  full-timers  tops  the  $9.64  earned  by  a  typical 
—-Mart  worker,  if  s  still  nearly  40%  less  than  Costco's  $15.97. 
tco  also  shells  out  thousands  more  a  year  for  workers' 
lth  and  retirement  and  includes  more  of  them  m  its  health 
>,  401(k),  and  profit-sharing  plans.  "They  take  a  very  pro- 
Dloyee  attitude,"  says  Rome  Aloise,  chief  Costco  negotiator 
the  Teamsters,  which  represents  14,000  Costco  workers. 
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GETS  MORE  OUT  OF  ITS  WORKERS 

WAL-MART'S 
COSTCO 


« turnover 
3  fhd  overhead  costs 
ymr  square  foot 
?{  ier  employee 
4H  perating-income  growth* 


6%  a  year 
9.8%  of  sales 
$795 
$13,647 
10.1% 


in  the  US. 


SAM'S  CLUB 
21%  a  year 

17%  of  sales1 

$516 

$11,039 

9.8% 

Data:  BusinessWeek 
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In  return  for  all  this  generosity,  Costco  gets  one  of  the  most 
productive  and  loyal  workforces  in  all  of  retailing.  Only  6/o  ot 
employees  leave  after  the  first  year,  compared  with  21%  at 
Sam's.  That  saves  tons,  since  Wal-Mart  says  it  costs  $2,500  per 
worker  just  to  test,  interview,  and  train  a  new  hire.  Costco  s  mo- 
tivated employees  also  sell  more:  $795  of  sales  per  square  foot, 
vs  only  $516  at  Sam's  and  $411  at  BJ's  Wholesale  Club  Inc.,  its 
other  primary  club  rival.  "Employees  are  willing  to  do  whatev- 
er it  takes  to  get  the  job  done,"  says  Julie  Molina,  a  17-year  Cost- 
co worker  in  South  San  Francisco,  Calif,  who  makes  $17.82  an 
hour,  plus  bonuses. 

Management  Savvy 

COSTCO'S  PRODUCTIVE  WORKFORCE  more  than  offsets  the 
higher  expense.  Its  labor  and  overhead  tab,  also  called  its  sell- 
ing, general,  and  administrative  costs  (SG&A),  total  just  9.8%  of 
revenue.  While  Wal-Mart  declines  to  break  out  Sam's  SG&A,  if  s 
likely  higher  than  Costco's  but  lower  than  Wal-Mart's  17%.  At 
Target,  if  s  24%.  "Paying  higher  wages  translates  mto  more  ef- 
ficiency," says  Costco  Chief  Financial  Officer  Richard  Galanti. 
Of  course,  if  s  by  no  means  as  simple  as  that  sounds,  and 
management  has  to  hustle  to  make  the  high-wage  strategy 
work.  If  s  constantly  looking  for  ways  to  repackage  goods  mto 
bulk  items,  which  reduces  labor,  speeds  up  Costco's  just-in-time 
inventory  and  distribution  system,  and  boosts  sales  per  square 
foot.  Costco  is  also  sawier  than  Sam's  and  BJ's  about  catering  to 
small  shop  owners  and  more  affluent  customers,  who  are  more 
likely  to  buy  in  bulk  and  purchase  higher-margin  goods.  Nei- 
ther rival  has  been  able  to  match  Costco's  innovative  packaging 
or  merchandising  mix,  either.  Costco  was  the  first  wholesale 
club  to  offer  fresh  meat,  pharmacies,  and  photo  labs. 

Wal-Mart  defenders  often  focus  on  the  undeniable  benefits 
its  low  prices  bring  consumers,  while  ignoring  the  damage  it 
does  to  U.S.  wages.  Costco  shows  that  with  enough  smarts, 
companies  can  help  consumers  and  workers  alike.  ■ 
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A  Probe-and 
A  Bitter  Feud 

At  Computer  Associates,  prosecutors 
may  try  to  exploit  the  rift  among  top  execs 


IT  SEEMED  LIKE  THE  ULTIMATE 
expression  of  a  deep  friendship. 
Charles  B.  Wang,  co-founder  and 
chairman  of  software  giant  Com- 
puter Associates  International  Inc., 
stood  on  stage  at  the  company's 
2001  shareholder  meeting  beside 
his  protege,  Chief  Executive  Sanjay  Ku- 
mar. Together,  they  called  on  sharehold- 
ers to  defeat  an  attempt  by  a  group  called 
Ranger  Governance  to  replace  Wang  and 
three  other  directors.  An  angry  Kumar 
told  the  crowd:  "There's  a  lot  of  rhetoric 
and  negative  energy  focused  on  Charles 
Wang.  I  think  it's  extremely  unfair  for 
people  to  tear  down  25  years  of  effort." 
Then  Kumar,  dressed  nearly  identically  to 
Wang  in  a  black  suit  and  red  tie,  em- 
braced the  man  who  had  plucked  him 
from  obscurity  in  a  Texas  software  com- 
pany 14  years  before  and  turned  him  into 
the  leader  of  what  was  then  the  world's 
fourth-largest  software  company. 

Turns  out,  it  was  all  a  charade.  Behind 
the  scenes  and  known  to  only  a  handful  of 
people,  the  two  men  were  at  war  with  one 
another,  according  to  current  and  former 
CA  board  members  and  executives.  Prac- 
tically from  moment  Wang  had  handed 
over  the  CEO  job  to  Kumar  in  mid-2000, 
they  had  been  jousting  over  their  roles. 
And  just  three  months  after  they  beat 
back  the  challenge  from  Ranger,  their  re- 

A  Relationship 
on  the  Rocks 

Here's  what  led  to  the  breakup  of 
Charles  Wang  and  Sanjay  Kumar: 


lationship  blew  up.  During  a  confronta- 
tion one  November  day  at  an  IHOP 
restaurant  in  East  Norwich,  N.Y.,  Wang 
told  Kumar  he  was  fired,  according  to 
sources  told  about  the  incident.  Wang 
said  the  board  had  approved  the  move— 
which  was  not  the  case,  the  sources  add. 

SHENANIGANS 

THE  DIRECTORS  CALLED  an  emergency 
meeting  to  sort  things  out.  In  the  board- 
room at  CA's  Islandia  (N.Y.)  headquarters, 
the  directors  stripped  Wang  of  his  day- 
to-day  operational  responsibilities  and 
warned  him  to  back  off  and  let  Kumar 
run  the  company.  Says  one  former  board 
member:  "We  told  them:  We 
don't  want  to  be  nannies.  If 
you  have  problems,  sit  down 
and  discuss  them,  and  get 
them  over  with.'"  They 
agreed  to  cooperate,  but  there 
was  no  fixing  their  relationship.  A  year 
later,  Wang  resigned,  embittered,  his  al- 
lies say,  by  how  things  turned  out. 

Now,  a  two-year  federal  inquiry  into  al- 
leged accounting  shenanigans  at  CA  is 
coming  to  a  head,  and  the  rift  between 
Wang  and  Kumar  may  play  a  role  in  the  in- 
vestigation. The  U.S.  Attorney  in  Brooklyn, 
N.Y.,  and  the  Securities  &  Exchange  Com- 
mission are  probing  bookkeeping  prac- 
tices at  the  software  company  allegedly  de- 


NOW  IT'S  TORN  Kumar 

and  Wang  in  2000  at 
CA  headquarters 
in  Islandia,  N.Y. 


signed  to  make  its  perforri 
ance  look  better  than  it  actmj 
ly    was.    Investigators 
probably  try  to  use  the  spli 
gather     information 
might  otherwise  have  missed,  say  fo: 
prosecutors.  On  Jan.  22,  the  feds  got  a 
break  when  Lloyd  Silverstein,  a  former 
senior  vice-president,  pleaded  guilty  to  ol 
struction-of-justice  charges.  He  admi 
that  he  had  participated  in  a  scheme  to 
flate  CA's  revenues  and  then  lied  to  covi 
up.  He  said  senior  execs  pressured  him 
he,  but  he  didn't  name  names. 

Will  Wang  or  Kumar  be  implicati 
Roslynn  R.  Mauskopf,  the  U.S.  Attorney 
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1994  Kumar  is 
appointed  president. 
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case,  says  the  Silverstein  plea  is  just  the 
It  step  in  a  broadening  investigation, 
Id  two  lawyers  close  to  the  probe  say 
lestions    from    investigators    indicate 

I' py're  examining  Wang  and  Kumar's  pos- 
fle  roles.  Mauskopf  may  try  to  build  a 
he  against  one  or  both,  even  if  they  didn't 
i-ecdy  participate  in  any  wrongdoing. 
Irmer  prosecutors  say  that  it  can  be  a 
■me  for  someone  to  choose  to  ignore  ille- 
1 1  activities,  especially  if  he  has  a  financial 
Aentive  for  doing  so.  "They  can  be  crim- 
.  felly  liable  for  the  offense  even  if  if  s  done 
fothers,"  says  Brad  Simon,  a  former 
:  Josecutor  in  the  Brooklyn  U.S.  Attorney's 
Jffice,  now  at  the  firm  Simon  &  Partners. 


Both  Wang  and  Kumar,  who  would  not 
comment  for  this  story,  have  denied  any 
wrongdoing.  In  October,  as  a  result  of  its 
internal  investigation,  the  company  fired 
Ira  Zar,  the  company's  former  chief  finan- 
cial officer  and  Silverstein's  boss.  Zar  de- 
clined to  comment.  For  the  period  when 
the  alleged  wrongdoing  occurred,  Wang 
was  chief  executive,  and  Kumar  was 
president,  and,  according  to  former  and 
current  CA  executives,  both  were  deeply 
involved  in  day-to-day  matters.  Both  have 
agreed  to  interviews  with  prosecutors 
and,  given  how  closely  and  how  long  they 
worked  together,  they  will  be  able  to  pro- 
vide reams  of  information  about  each 


others  activities.  "[The  prosecutors  will] 
absolutely  try  to  exploit  the  enmity  be- 
tween these  guys,"  says  Simon. 

The  board  stands  behind  Kumar.  The 
directors  reaffirmed  their  support  during 
a  special  meeting  on  Super  Bowl  Sunday, 
just  days  after  the  Silverstein  plea.  "He 
has  done  a  brilliant  job  of  leading  the 
company  through  this  difficult  time," 
says  board  member  Alphonse  D'Amato, 
the  former  U.S.  Senator.  A  source  close  to 
CA's  internal  investigation— which  is  ex- 
pected to  wrap  up  in  a  matter  of  weeks- 
says  no  evidence  has  been  found  impli- 
cating Kumar  in  accounting  misdeeds. 

FATHER  FIGURE 

WHY  DID  THIS  TRANSFER  of  power  end 
in  such  acrimony?  The  answer  isn't  sim- 
ple. It  was  Wang's  idea  to  hand  the  CEO 
title  over  to  Kumar.  He  had  trained  him  to 
be  his  successor  during  a  decade-long  ap- 
prenticeship. And  it  was  his  idea  to  let  go 
when  he  did.  In  the  end,  both  men  de- 
serve some  blame,  say  several  former 
board  members.  "Sanjay  wanted  to  prove 
himself  a  little  too  much.  He  took  every 
opportunity  to  make  sure  people  knew  he 
was  making  the  decisions.  And  Charles 
had  difficulty  letting  go,"  says  Roel 
Pieper,  a  venture  capitalist  who  was  on 
CA's  board  from  1998  to  2002. 

The  drama  could  have  been  torn  from 
the  pages  of  Shakespeare.  Wang,  an  immi- 
grant from  China  who  was  nearly  20  years 
Kumar's  senior,  was  something  of  a  father 
figure  to  Kumar,  whose  family  fled  the  vio- 
lence of  Sri  Lanka  when  he  was  14.  In  a 
sense,  Wang  is  like  Shakespeare's  King 
Lear.  Both  turned  their  kingdoms  over  to 
the  next  generation,  expecting  that  they 
would  still  be  treated  like  kings.  It  didn't 
work  out  that  way.  Wang  wasn't  even  in- 
vited to  make  a  speech  at  the  company's 
big  annual  users'  conference  in  the  spring 
of  2002,  an  event  where  he  had  held  court 
in  the  past.  "Charles  was  thinking  they'd 
continue  to  work  as  closely  as  they  ever 
had.  Sanja/s  view  of  being  CEO  seemed  to 
be  very  different.  He  didn't  see  it  as  a  part- 
nership," says  one  former  board  member. 
To  management  experts,  this  breakup 
shows  how  difficult  it  is  to  handle  succes- 
sions like  these.  It  may  make  sense  to 
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that  its  accounting  is 
being  investigated  by 
the  Justice  Dept.  and 
the  SEC. 

NOVEMBER,  2002 

Wang  resigns  from 
the  board  of  directors. 


OCTOBER,  2003 

CA  announces  that  it 
has  found  improper 
booking  of  sales  and 
then  fires  Chief 
Financial  Officer  Ira 
;  Zar  and  Senior 
Vice-President 


Lloyd  Silverstein. 

JANUARY,  2004 

Silverstein  pleads 
guilty  to  accounting 
improprieties  and 
obstruction  of 
justice.  He  claims 


higher-ups  urged  him 
to  lie  to  investigators 

APRIL,  2004  CA'S 
internal  investigation 
into  accounting  is 
expected  to  be 
completed  and 


handed  over  to  the 
government. 
Meanwhile,  legal 
experts  predict  more 
plea  bargains  or 
indictments  of  CA 
executives  in  the 
coming  months. 
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keep  a  former  CEO  engaged  in  a  company 
after  he  or  she  gives  up  the  leading  role. 
Yet,  according  to  Jeffrey  A.  Sonnenfeld, 
associate  dean  at  Yale  University's  School 
of  Management,  the  egos  of  founders  and 
longtime  CEOs  are  so  wound  up  in  their 
jobs  that  they  have  a  hard  time  ceding 
power.  "It's  very  difficult  for  a  creator 
who  had  control  over  the  enterprise  to 
step  back  and  be  a  hired  hand,"  says  Son- 
nenfeld. These  people  have  "heroic  mis- 
sions," he  says,  and  it's  nearly  impossible 
for  them  to  stand  aside  and  watch  some- 
body else  tinker  with  their  legacy. 

At  its  essence,  this  is  the  story  of  a 
failed  friendship.  Here  are  two  talented 
immigrants  who  scrambled  to  the  top  in 
their  adopted  land.  Outsiders  on  Long  Is- 
land's North  Shore,  they  gained  stature  by 


Gradually,  Wang  handed  Kumar  more  re- 
sponsibilities, making  him  president  in 
1994.  Wang  was  the  passionate  dreamer 
who  had  built  CA  into  a  powerhouse  al- 
most by  force  of  will.  Kumar  was  the  cool, 
calculating  technocrat  who  executed 
strategies  that  Wang  mapped  out.  They 
worked  in  tandem  throughout  the  1990s 
as  CA  gobbled  up  dozens  of  companies  to 
become  the  leader  in  the  market  for  soft- 
ware that  manages  complex  computer 
systems.  Their  bonds  were  so  strong  that 
later,  after  they  were  fighting  behind  the 
scenes,  Wang  still  spoke  warmly  of  Ku- 
mar. "Sometimes  I  think  of  him  as  my 
kid,"  he  said  during  a  2002  interview.  "I 
have  more  experience  in  life,  and  I  can  tell 
him  things.  I'm  so  proud  of  him." 

In  the  earlier  days,  Wang  and  Kumar 


What  the  Feds  Are  Looking  Into 


For  over  two  years,  the 
Justice  Dept.  and  SEC 
have  investigated  CA 
accounts— focusing  on: 


THE  35-DAY  MONTH  The  government  says  that,  up 
until  2000,  CA  frequently  inflated  revenues.  One  tactic, 
referred  to  internally  as  the  "35-day  month,"  involved 
booking  in  one  quarter  revenues  from  deals  that  closed 
several  days  after  the  quarter  ended. 

DOUBLE  BOOKINGS  Investigators  are  examining 
whether  CA  illegally  counted  some  revenues  twice  when 
it  renewed  long-term  contracts  before  they  expired.  CA 
admits  that  it  did  some  double  booking  until  2000  but 
denies  any  wrongdoing  since  the  practice  was  disclosed. 

OBSTRUCTION  OF  JUSTICE  Former  Senior  Vice 
President  Silverstein  in  January  admitted  to  accounting 
misdeeds  and  pleaded  guilty  to  lying  to  investigators 
to  cover  them  up.  He  said  the  company  higher-ups 
made  him  do  it.  Now  prosecutors  are  investigating 
CA's  top  ranks. 


teaming  up  to  purchase  the  New  York  Is- 
landers hockey  team  and  supporting  the 
arts  and  other  charities.  They  needed 
each  other's  skills  and  support.  Yet  the 
very  aggressiveness  that  brought  them 
success  also  led  to  their  breakup. 

Wang  and  Kumar  were  so  close  for  so 
long  that  board  members  thought  this 
CEO  transition  would  be  different.  When 
they  first  met,  during  CA's  acquisition  of 
software  maker  UCCEL  Corp.  in  1987,  they 
took  to  each  other  immediately.  Wang  was 
impressed  with  the  ambitious  25-year-old 
during  a  meeting  between  CA  execs  and 
UCCEL's  development  staff,  where  Kumar 
was  an  engineering  supervisor.  Unlike 
most  technical  people,  Kumar  didn't  resist 
innovations  that  were  foreign  to  him, 
Wang  said  in  an  earlier  interview.  Within 
months,  Wang  called  Kumar  to  headquar- 
ters to  be  his  assistant. 

For  a  decade,  they  were  inseparable— 
the  yin  and  yang  of  Computer  Associates. 


rarely  disagreed  about  important  matters, 
but  they  often  took  opposite  sides  of  an 
argument  to  test  their  thinking.  "Charles 
is  famous  for  saying:  'If  we  agree  on 
everything,  then  one  of  us  is  redundant, 
and  it  ain't  me,'"  Kumar  recalled  in  a 
1999  interview. 

INDUSTRY  PARIAH 

BUT  BY  2000,  their  thinking  started  to  di- 
verge. CA's  callous  treatment  of  cus- 
tomers and  the  employees  of  companies  it 
bought  had  made  it  the  pariah  of  the 
computer  industry.  While  Wang  was 
sometimes  combative  with  customers, 
Kumar  began  positioning  himself  as  the 
reformer  who  would  soften  the  compa- 
ny's image— launching  an  annual  cus- 
tomer survey  and  setting  up  a  customer 
advocacy  organization  in  early  2000. 

Kumar  also  seemed  determined  to 
make  his  own  mark  as  a  takeover  artist.  In 
January,  2000,  he  cut  a  $4  billion  deal  to 


buy  Sterling  Software  Inc.  with  the  con 
pan/s  chairman,  Sam  Wyly,  in  the  baci 
yard  of  Wyly's  Dallas  home.  Kumar  nev 
once  mentioned  Wang's  name,  Wyly 
called  during  a  2002  interview.  "It  was  i 
if  Charles  didn't  exist  I  was  surprisei 
since  Charles  raised  Sanjay  up  from 
pup,"  said  Wyly. 

Ultimately,  it  was  the  tech  indus 
boom  and  bust  that  persuaded  Wang  tl 
loosen  his  grip.  In  1998,  CA's  so 
stock  price  triggered  a  $1.1  billion  st< 
incentive  grant  for  the  company's  t< 
three  officers— a  showering  of  riches  th 
prompted  howls  of  outrage  from  sh 
holders  and  lawsuits  that  later  redu 
the  award  by  20%.  Then,  after  CA  warne 
of  an  earnings  shortfall  on  July  3,  200(1 
its  stock  fell  42%  in  a  few  hours.  Wi 
days,  Wang  decided  to  step  aside.  "It 
a  move  by  Charles  to  say:  'I  was  at 
helm  when  we  didn't  hit  the  numbers.  Fn| 
relinquishing  to  Sanjay,' "  says  D'Amatt 

But  would  Wang  really  give  up 
baby?  Several  directors  grilled  him  abou| 
his  intentions  during  the  August,  200 
board  meeting  at  which  Wang  propos 
Kumar's  promotion.  "Is  this  a  real  or  j 
cosmetic  change?"  one  of  them  reme: 
bers  asking  Wang.  "If  the  two  of  you 
agree,  who  wins?"  Wang's  answer:  "San 
jay.  He's  the  CEO."  Wang  was  suppos 
to  handle  Asian  operations  and  spin-offr 
while  Kumar  ran  the  core  business. 

Immediately,  frictions  develop 
Within  weeks  of  taking  over,  Kumar  pro 
posed  a  massive  restructuring  of  the  com 
pan/s  business  model.  Instead  of  recog 
nizing  all  software  revenues  at  the  time  i 
sale  closed,  they  would  be  spread  out  ovei 
the  life  of  a  contract.  This  would  smooth 
out  fluctuations  in  quarterly  earnings 
Wang  went  along  with  the  plan,  but  b 
was  skeptical  because  it  would  cut  th 
company's  revenues  in  half  overnight,  ac 
cording  to  board  members.  During  tht 
ensuing  months,  Wang  weighed  in  on 
marketing  and  product  decisions,  even 
though  they  weren't  his  responsibility. 

That  set  the  stage  for  Wang  and 
Kumar's  confrontation  at  IHOP,  where 
they  had  a  long  tradition  of  holding 
breakfast  meetings.  Wang  stunned 
Kumar  by  dismissing  him  on  the  spot 
according  to  sources  who  were  told 
about  it.  "When  Charles  realized  he 
could  not  control  Sanjay,  he  fired  him, 
says  one  source. 

Both  men  talked  to  directors  and  tried 
to  line  up  support,  say  ex- directors 
"Charles  told  me  he  was  very  unhappy, 
and  he  wanted  control  back.  It  was  a  mis- 
take. He  never  should  have  given  it  up," 
says  a  board  member.  Says  another,  who 
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Finance  Real 


spoke  to  Kumar:  "Sanjay  was  ready  not 
to  have  Charles  there  anymore.  He  was 
feeling  that  Charles  was  interfering." 

After  the  emergency  meeting,  where 
Kumar  came  out  on  top,  the  two  rarely 
spoke.  Wang  spent  much  of  his  time 
away  from  the  office  performing  most- 
ly ceremonial  duties  in  Asia.  He  hung 
on  for  another  year,  and  then,  finally,  he 
resigned.  "He  called  me  on  the 
phone,"  says  Russell  M.  Artzt,  a  CA  co- 
founder  and  now  executive  vice-presi- 
dent. "He  didn't  feel  he  was  part  of  it. 
He  still  was  not  happy  that  Sanjay  was 
running  the  company." 

PALTRY  PERKS 

WANG  SOON  HAD  another  reason  to  be 
unhappy.  The  board  granted  him  a  sev- 
erance that  was  paltry  compared  with 
the  perk-laden  packages  handed  out  to 
General  Electric  Co.'s  Jack  Welch  and 
other  retiring  CEOs.  It  included  just  no- 
frills  health  insurance,  a  promise  to  help 
pay  some  legal  bills,  and  an  extension 
on  the  expiration  date  for  his  stock  op- 
tions. "Ha!"  says  an  angry  friend  of 
Wang's.  "It  was  Sanjay  saying:  'F — 
you!' "  But  a  board  member,  who  asked 
to  be  anonymous,  fires  back:  "To  give 
him  a  big  severance  would  have  been 
preposterous.  He  already  got  [part  of] 
the  $1  billion  stock  payout." 

Since  then,  the  two  have  gone  their 
separate  ways.  Wang  has  been  focusing 
on  a  new  passion:  being  Long  Island's 
sports  mogul.  In  2000,  he  had  bought 
the  New  York  Islanders  and  the  New 
York  Dragons  Arena  Football  team, 
with  a  minority  investment  from  Ku- 
mar. For  his  part,  Kumar  gets  credit 
from  Wall  Street  for  putting  CA  back  on 
track.  Bear,  Stearns  &  Co.  expects  CA's 
net  income  to  more  than  double,  to 
$555  million,  this  year,  while  revenues 
rise  12.7%,  to  $3.7  billion. 

Looking  back,  board  members  un- 
derstand they  should  have  done  things 
differendy.  "The  lesson  is  very  simple: 
You  can  have  only  one  captain  on  the 
bridge,"  says  Pieper,  the  venture  capi- 
talist "We  thought  they  could  handle  an 
unusual  division  of  tasks.  We  were 
wrong."  Today,  prosecutors  may  try  to 
use  the  animosity  between  the  former 
friends  to  further  their  investigation. 
And  Charles  Wang,  like  Lear,  finds  him- 
self banished  to  the  hinterland  of  an 
empire  that  no  longer  is  his.  ■ 

-By  Steve  Hamm  in  New  York 
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ARMed  and 

Dangerous? 

Adjustable-rate  mortgages  are  pulling  i| 
new  home  buyers-but  the  risks  are  hi{ 


AFTER  BEING  OUTBID 
twice  last  year  on 
homes  in  the  charming 
Old  Town  section  of 
Alexandria,  Va.,  Adam 
Brake  decided  to  go  for 
broke.  The  40-year-old 
U.S.  Army  attorney  offered  $11,000  more 
than  the  asking  price  for  the  next  proper- 
ty he  liked.  He  got  the  house,  but  could 
put  down  just  5%  and  needed  both  an  ad- 
justable-rate mortgage  and  a  fixed-rate 
one  to  finance  the  $340,000  purchase. 
For  now,  Brake  can  handle  his  monthly 
payments,  but  he  could  end  up  paying  a 
lot  more  if  rates  rise, 
something  that  leaves 
him  a  little  uneasy. 
"Every  time  the  Fed 
meets  to  discuss  raising 
rates,  I  cringe,"  he  says. 
Just  when  it  seemed 
that  everyone  who  could 
afford  a  house  had 
bought  one,  banks  are 
devising  ever  more  exot- 
ic ways  for  Americans  to 
purchase  their  first 
homes  or  trade  up  to 
fancier  ones.  A  record 
number  of  Americans 
already  own  a  home,  but 
the  new  loans— which 
usually  require  lower 
monthly  payments  at 
first— have  kept  the 
housing  boom  going  full 
blast  just  as  rates 
seemed  to  bottom  out 
over  the  past  year. 

The  trend  is  explod- 
ing as  banks  roll  out 
everything    from     first 


THROUGH  THE  ROOF 


More  home  buyers  are 
choosing  floating  rates 

PERCENT 


.  and  the  savings 
can  be  substantial 


MONTHLY  COST 
OF  A  $100,000  LOAN 


30-YEAR 

FIXED  RATE 

OF  5.5% 


$567  $333 


Data:  Mortgage  Banters  i=«x  abor 
IndyWac  Bancorp 


mortgages  for  more  than  a  home's 
to  interest-only  loans  that  don't  re 
any  of  the  principal  to  be  paid.  "The 
loan  out  there  for  everybody  right  i 
says  Dianne  L.  Wilkman,  presiden 
chief  executive  of  Springboard  Ii 
credit-counseling  service. 

The  attraction  of  the  new  bre< 
loans  isn't  hard  to  understand.  At  th 
rent  rate  of  5.5%  on  a  convention; 
year  fixed-rate  mortgage,  a  homeo 
will  pay  $567  a  month  for  each  $10( 
borrowed;    an    interest-only    4% 
justable-rate  mortgage  (ARM)  cost 
$333  a  month,  figures  IndyMac  Bai 
Inc.  in  Pasadena, 
The  cheap  ARM; 
pulling  in  scads  of 
ers.   Such   loans 
make  up  28%  of 
mortgages,  doubl 
level  of  last  year's 
quarter. 

No   less   an   e:fe 
than   Federal   Re:p:: 
Chairman      A 
Greenspan   has 
the  praises  of  ARN; 
February,  he  told  c 
union  executives 
such  loans  could 
saved  many  home< 
ers  tens  of  thous 
of  dollars  over  the 
decade.  He  noted 
ARMs  are  much  i 
common     in     o 
countries,  and  he  sc 
couraged  the  mort  its « 
industry  to  create  it: 
options.    "The    tjptt 
tional  fixed-rate  n 
gage  may  be  an  ex  \z 


INTEREST-ONLY 
ADJUSTABLE 
RATE  OF  4% 
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re.|e   method   of  financing   a  home," 
itesieenspansaid. 

However,  if  rates  rise  by  just  2  per- 
s'shtage  points,  the  $333  monthly  cost 
AIM  |  that  $100,000  loan  could  nearly  dou- 
when  the  interest-only  period  ends, 
iving  some  homeowners  unable  to 
Hke  their  payments.  Worse,  those  with 
erest-only  loans  or  those  who  made 
ry  low  downpayments  could  be  stuck 
th  homes  worth  less  than  what  they 
i  re  on  them  if  prices  stop  rising  or  even 
r  ften.  Says  Mark  Agah,  an  industry  an- 
„  oi  fst  at  Portales  Partners,  a  New  York  in- 
1(jbe  stment-research  firm:  "At  some  point, 
res  will  go  higher,  and  when  they  do, 
gguie  face  serious  risks  of  people  losing 
y\  eir  homes  and  banks  taking  losses." 
ir  But  banks  seem  unconcerned.  In  fact, 
;j  any  lenders  are  hanging  on  to  more 
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DOUBLE 
EXPOSURE 

Brake  has  two 
mortgages 


mortgages.  In  the  last  12  months,  the 
amount  of  mortgages  and  mortgage- 
backed  securities  held  by  large  banks 
rose  10%,  to  $998  billion,  according  to 
Bear  Stearns  Cos.  At  Washington  Mutu- 
al Inc.,  an  industry  leader,  mortgages 
and  mortgages  and  home-equity  loans 
rose  29%  last  year,  to  $140  billion. 

The  newfangled  loans  sometimes 
seem  to  stretch  the  limits  of  creative  fi- 
nancing. Home  buyers  may  now  bor- 
row as  much  as  110%  of  their  home's 
value,  something  that  previously  could 
be  done  only  with  a  second  mortgage. 
Some  plans  allow  borrowers  to  skip 
payments,  with  the  missed  payments 
rolled  into  the  principal.  Also  growing 
in  popularity  are  "piggyback"  loans 
such  as  Brake  has— second  mortgages 
taken  out  along  with  the  first  that  allow 


buyers  to  avoid  paying  private  mort- 
gage insurance  even  though  they're 
putting  little  or  no  money  down. 

Lenders  also  have  reduced  the  docu- 
mentation some  borrowers  need  to  qual- 
ify. With  "Low  Doc"  loans,  a  borrower 
may  choose  not  to  supply  income-tax  re- 
turns in  exchange  for  a  slightly  higher 
rate.  That  allows  a  self-employed  person 
with  an  erratic  income  to  borrow.  And  by 
cutting  the  loan-processing  time  in  half, 
buyers  have  a  better  chance  of  winning  a 
bidding  war  in  a  hot  housing  market. 

FANCY  LENDING 

SOME  OF  THE  new  loans  are  tailor-made 
for  borrowers  with  bad  credit  histories. 
The  volume  of  new  subprime  loans  has 
doubled  in  the  past  four  years,  to  $332 
billion,  according  to  mortgage-industry 
trade  publication  Inside  B&C  Lending. 
They  now  make  up  nearly  10%  of  all 
mortgages  outstanding,  vs.  just  3%  in 
1996.  Subprime  borrowers  are  twice  as 
likely  as  those  with  high  credit  scores  to 
take  out  ARMS. 

All  the  new  ways  to  go  into  hock  are 
helping  push  the  country's  mortgage 
debt  higher  than  ever.  Overall  mortgage 
borrowings  have  climbed  50%  since 
1999,  to  $6.8  trillion,  far  faster  than  in- 
come grew.  And  even  though  many 
homeowners  are  converting  credit-card 
and   other   personal   loans   into   tax- 
deductible  mortgages,  the  level  of  non- 
mortgage  consumer  debt  has  also  risen. 
According  to  the  Fed,  Americans  now 
spend  13.1%  of  their  disposable  income 
on  debt  payments,  up  from  12.5%  four 
years  ago.  In  the  1980s,  when  interest 
rates  were  much  higher,  payments  ate  up 
only  11%  of  income. 

This  easy  money  is  almost  certainly 
contributing  to  house-price  inflation  by  en- 
abling people  to  pay  more,  though  this  is 
hard  to  quantify.  "Everybody  keeps  saying 
'interest  rates,  interest  rates,'  but  it's  really 
the  mortgage  products  that  are  driving  the 
market,"  says  Jay  Robertson,  a  mortgage 
broker  at  First  Capital  Mortgage  in  Los 
Angeles.  Many  markets— such  as  New 
York,  Washington,  South  Florida,  Las  Ve- 
gas, and  Minneapolis— have  seen  double- 
digit  increases  lately.  In  California,  where 
home  prices  have  jumped  14%  a  year  since 
1999,  just  one  in  four  households  can  af- 
ford a  median-priced  home,  which  now 
costs  $405,000,  according  to  the  Califor- 
nia Association  of  Realtors.  And  buyers  m 
such  high-priced  states  are  far  more  likely 
to  apply  for  ARMS. 

With  interest  rates  still  low,  problems 
with  fancy  lending  have  yet  to  surface. 
Delinquency  rates  for  residential  mort- 


Apnl  12,  2004  I  BusinessWeek  I  83 


Finance  Real  Estate 


gages  peaked  at  5.5%  in  the  third  quarter 
of  2001  and  have  since  fallen  to  4.5%,  ac- 
cording to  Mortgage  Bankers  Assn. 
Bankers  say  they  have  invested  heavily  in 
recent  years  in  technology  that  helps 
them  avoid  bad  credits  and  price  their 
loans  to  reflect  risks.  Although  it  becomes 
more  expensive  for  banks  to  borrow 
money  when  rates  rise,  ARM  borrowers 
start  paying  more  interest,  so  banks  don't 

IMMIGRANTS 


face  such  a  big  squeeze  on  their  margins 
as  with  fixed  loans. 

All  the  same,  the  huge  runup  in  the 
housing  market  makes  the  next  few 
years  unpredictable  for  banks.  A  record 
number  of  singles  now  owns  homes,  ac- 
cording to  SMR  Research  Corp.,  and 
they  typically  default  more  often  than 
couples.  ARM  borrowers  also  default 
more  than  homeowners  with  fixed  rates. 


iHola,  Amigo! 
You're  Approved 


When  Jose  Octavio  Cano, 
60,  moved  to  Houston 
from  Mexico  with  his  wife 
and  teenage  son  early  last 
year,  he  boasted  a  valid 
work  visa  and  a  hefty  salary.  But  without  a 
credit  history  in  the  U.S.,  the  programming 
executive  for  Spanish-language  Liberman 
Broadcasting  Corp.  couldn't  buy  a  home. 
Instead,  he  was  paying  more  than  $2,000  a 
month  in  rent-a  huge  waste,  he  felt. 

Then,  last  July,  General  Motors 
Acceptance  Corp.'s  mortgage-lending  unit 
launched  Settle  America,  a  home-loan 
program  catering  to  new  immigrants.  It  was 
Cano's  lucky  day.  By  considering  his  rent- 
and  utility-payment  history  instead  of  the 
usual  credit  score,  GMAC  accepted  a 
smaller  downpayment  than  normal,  just  3%, 
and  lent  him  $320,000  to  buy  a  four- 
bedroom  house  with  a  pool. 

As  lenders  look  to  keep  lucrative 
mortgage-origination  income  flowing,  they 
are  often  bending  age-old  credit  rules  to 
appeal  to  America's  fast-growing  immigrant 
population.  Just  48%  of  Hispanics  own  a 
home,  vs.  68%  for  the  overall  population. 
Says  Anna  L  Paulson,  senior  economist  at 
the  Federal  Reserve  Bank  of  Chicago:  "This 
is  where  the  growth  in  the  [housing]  market 
is  going  to  come  from." 

Banks  are  trying  to  exploit  that  potential 
by  tailoring  their  requirements  to  meet  the 
needs  of  immigrant  groups,  though  anyone 
can  apply  for  these  loans.  Wells  Fargo  &  Co. 
allows  the  incomes  of  a  spouse  and  an 
unlimited  number  of  aunts,  uncles,  and 
cousins  to  count  for  up  to  30%  of  the 
income  that  is  needed  to  qualify  for  a  loan.  It 
will  also  accept  as  much  as  30%  of 
qualifying  income  to  be  in  cash,  though 
normally  it  wouldn't  accept  any.  Such 


Wells  Fargo  and  other  banks  are 
making  it  easier  for  immigrants 
to  get  mortgages 

BILLIONS  OF  DOLLARS 


6 


VALUE  OF 


WELLS  FARGO'S 
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concessions  recognize  the  realities  of  the 
lifestyles  of  new  immigrants.  They're  more 
than  twice  as  likely  to  have  members  of  their 
extended  family  living  wi^h  them  than  non- 
Hispanic  whites,  according  to  the  Census 
Bureau.  Besides,  many  Hispanics  are  paid  in 
cash  for  jobs  such  as  landscaping  and 
housecleaning.  Wells  Fargo's  mortgage 
lending  to  Hispanics  has  more  than  tripled 
since  1997.  to  $5.1  billion. 

More  than  200  mortgage  lenders  have 
jumped  on  the  bandwagon,  especially 
since  2000,  when  Fannie  Mae  and  Freddie 
Mac  started  to  buy  loans  with  less  stringent 


And  default  rates  on  sub -prime  loans  i 
much  higher  than  they  are  for  borrow' 
with  good  credit. 

Experts  have  been  predicting  the  e 
of  the  housing  boom  for  some  time 
that  day  of  reckoning  ever  comes,  the  o 
fashioned  fixed-rate  mortgage  might 
seem  so  fuddy-duddy  anymore.  I 
-By  Christopher  Palmeri  in  Los  An 
les,  with  Rich  Miller  in  Washing* 


status  and  income  requirements  than 
before.  For  example,  GMAC's  program 
allows  borrowers  to  put  down  as  little  as 
$1,000.  Cash  gifts  from  family  members  or 
communal  funds  also  can  be  used  as 
downpayments.  At  Bank  of  America  Corp., 
first-time  mortgages  to  Hispanics  rose 
30.1%  last  year,  in  part  because  it  now 
allows  up  to  four  family  members  on  an 
application.  "The  whole  household 
functions  as  a  middle-class  unit,"  says 
former  Housing  &  Urban  Development 
Secretary  Henry  G.  Cisneros,  now 
chairman  of  American  City  Vista,  a 
homebuilding  joint  venture  with  KB  Home 
that  largely  targets  Hispanics. 

In  fact,  some  lenders  are  even  rushing  to 
sign  up  Hispanics  with  a  questionable  legal 
status  in  the  U.S.  Undocumented 
immigrants,  mostly  from  Mexico,  apply  for 
an  Internal  Revenue  Service  ID  number. 
Using  that  in  conjunction  with  a  Mexican 
consular  ID  recognized  by  more  than  70 
financial  institutions,  they  apply  for  a 
mortgage.  Chicago's  Second  Federal 
Savings  has  made  $15  million  in  such  loans 
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and  expects  to  issue  up  to  $10  million  worth  ^ 
each  month  this  year. 

Lending  to  immigrants  can  be  risky. 
Cash-based  incomes  are  hard  to  verify.  And 
immigrant  mortgages  are  still  so  new  that 
many  can't  be  packaged  for  resale  as 
mortgage-backed  securities,  which  banks 
use  to  spread  some  of  their  lending  risks.  So  Jg^_ 
banks  are  stepping  up  counseling  for 
immigrant  homeowners  and  training  loan 
officers  to  scrutinize  mortgage  applications 
from  recent  arrivals  more  closely. 

They  may  be  worrying  too  much.  On 
home  loans  insured  by  the  Federal  Housing 
Authority,  Hispanics  had  a  default  rate  of 
1.15%  in  2002,  and  Asians  just  0.59%,  vs 
2.78%  for  whites,  according  to  a  study  last 
year  by  the  Congressional  Budget  Office. 
Says  GMAC  Executive  Vice-President  Rick  A.  („, 
Gillespie:  "There  are  qualified  people  who 
are  outside  the  [homeownership]  walls,  but 
they  are  quality  customers."  Now,  Jose  Cano 
and  many  other  immigrant  homeowners  can 
say " bienvenido a  mi casa" 

-By  Brian  Grow  in  A  tlanta 
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he,  redemption  fees  can  deter  market 
Iners.  But  funds  are  going  overboard 


ANY  MUTUAL-FUND 
shareholders  and 
401(k)  investors  are 
getting  surprising 
news  in  the  mail: 
Hold  on  to  your  fund 
shares  once  you  buy 
n,  or  you'll  be  hit  with  fees  of  up  to 
when  you  sell.  Since  the  start  of  last 
-,  fund-watcher  Lipper  says,  1,140 
ual  funds  have  added  such  redemp- 
fees,  imposed  when  investors  sell 
res  they've  bought  within  the  last  5, 
or  even  90  days.  In  some  cases,  share- 
iers  will  be  charged  even  if  they  sell 
lin  a  year— a  long  time  to  be  locked  in 
n  investment. 

unds  are  taking  their  cue  from  the 
urities  &  Exchange  Commission, 
ch  views  redemption  fees  as  one  way 
lean  up  trading  abuses  exposed  in  the 
tual-fund  scandals.  The  SEC  is 
lling  a  rule  that  would  require  most 
ds  to  charge  a  2%  fee  on  shares  sold 
lin  five  days  of  purchase.  That  would 
nbat  market  timing,  the  legal— but 
isive— practice  of  moving  rapidly  in 
out  of  a  fund  to  take  advantage  of 
dated  prices  on  foreign  or  thinly 
ded  small-company  stocks. 


SHER  HURDLES 

T  LOCK-IN  PERIODS  don't  allow  in- 
ters to  respond  quickly  to  sudden 
ings  in  the  market  except  by  paying  a 
"It's  the  little  investor  who  will  get 
leezed,"  says  Warren  W.  Wall,  presi- 
it  of  W  Wall  &  Co.,  an  Asheville  (N.C.) 
restment-adviser  firm  that  manages 
0  million,  mosdy  for  retirees.  By  con- 
st, he  argues,  big  investors  who  want  to 
le  the  market  can  reap  profits  that  far 
:eed  the  2%  fee  for  rapid  trading. 
3  The  SEC's  proposed  five-day  holding 
riod  isn't  too  onerous— but  most  of  the 


new  fees  are  imposed  for  sales  within  far 
longer  periods.  Says  Don  Phillips,  man- 
aging director  of  fund  tracker  Morn- 
ingstar  Inc:  "The  SEC  has  sent  a  signal  to 
fund  companies  that's  allowing  them  to 
set  hurdles  that  are  higher." 

Some  large  401(k)  retirement  plans  are 
following  suit  with  their  own  limits  on 
how  often  participants  can  move  money 
around.  The  SEC  proposal  also  would  let 


Locked  In 

Hundreds  of  mutual  funds  have 
added  redemption  fees  to  deter 
investors  from  cashing  out.  Some 
recent  examples: 


FUND 
TYPE 


REDEMPTION      HOLDING 
FEE  PERIOD 


American  Century  Emerging  Markets 

International        2%  6  months 

Cohen  &  Steers  Equity  Income  Fund 

Real  estate  1  6  months 

Oakmark  Fund 

Mid  &  large  cap     2 

Marsico  Growth  Fund 
Large  cap  2 


3  months 


1  month 


Data;  -und  disclosures 


funds  waive  fees  when  investors  cash  out 
in  an  emergency  or  withdraw  $2,500  or 
less.  Few  of  the  funds  that  impose  fees  of- 
fer such  outs. 

The  list  of  those  adding  fees  is  heavy 
with  global  and  small-cap  stock  funds, 
where  stale  pricing  can  be  a  problem.  But 
it  also  includes  domestic  equity  funds 
that  don't  give  any  scope  for  market  tim- 
ing. In  January,  for  example,  the  Oakmark 
Fund,  which  invests  in  big  U.S.  compa- 
nies, and  Oakmark  Equity  &  Income 
Fund,  a  mid-  to  large-cap  stock-and-bond 
fund,  started  charging  2%  on  shares  held 
less  than  90  days,  the  same  fee  it  levies  on 
five  other  funds.  "We  didn't  see  any  evi- 
dence of  timing  in  [the  two  funds],  but 
we  thought  it  would  be  prudent  to  insti- 
tute redemption  fees  across  all  our 
funds,"  an  Oakmark  Family  of  Funds 
spokeswoman  says. 

THE  LONG  VIEW 

WHILE  THEY'RE  spreading  rapidly,  re- 
demption fees  are  nothing  new.  Industry 
execs  defend  them,  arguing  that  mutual 
funds  are  supposed  to  be  long-term  in- 
vestments and  fees  help  keep  out  short- 
term  investors.  The  fees,  which  are  rein- 
vested in  the  funds,  are  meant  to  protect 
long-term  holders  by  charging  traders  for 
the  costs  the  funds  incur.  That's  why  low- 
cost  fund  purveyor  Vanguard  Group  im- 
poses some  of  the  most  onerous  redemp- 
tion fees  in  the  industry.  Its  tax-managed 
funds  charge  2%  on  shares  redeemed 
within  one  year  and  1%  on  redemptions 
within  the  next  four  years.  Jeff  Molitor,  di- 
rector of  portfolio  review  at  Vanguard,  is 
unapologetic:  "We  want  longer-term  in- 
vestors in  these  funds— it's  easier  and 
cheaper  to  manage." 

Employers,  too,  are  trying  to  deter  ac- 
tive traders  in  their  401(k)  plans.  General 
Motors  Corp.  assesses  a  1%  fee  on  re- 
demptions within  30  days  in  some  inter- 
national funds  in  its  retirement  plan. 
AT&T  employees  pay  1%  to  1.5%  if  they 
sell  holdings  in  the  401(k)  plan's  interna- 
tional funds  within  30  to  90  days  of  buy- 
ing them.  Critics  fret  that  such  restric- 
tions are  eerily  similar  to  the  prohibition 
on  the  sale  of  Enron  Corp.  stock  in  the 
company's  401(k)  plans  that  destroyed 
the  retirement  savings  of  thousands  of  its 
workers  when  the  share  price  collapsed. 

For  years,  funds  have  had  the  right  to 
impose  redemption  fees,  but  many  didn't 
because  the  charges  would  put  them  at  a 
competitive  disadvantage.  Now  that 
they're  getting  the  green  light  from  the 
SEC,  funds  are  seizing  the  opportunity.  ■ 
-ByAmyBorrus  in  Washington,  with 
Steve  Rosenbush  in  New  York 
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I  Affairs  Defense 


All  Scrushy, 
All  the  Time 

HealthSouth's  embattled  ex-CEO  takes 
his  defense  directly  to  the  people 


NOBODY  EXPECTED  FOR- 
mer  HealthSouth  Corp. 
CEO  Richard  M.  Scrushy, 
who  has  been  charged 
with  leading  a  conspiracy 
to  inflate  earnings  and  as- 
set values  at  the  company 
by  $3  billion,  to  go  down  without  a  fight. 
But  few  could  have  anticipated  the  furious 
public-relations  and  legal  blitzkrieg  the 
51-year-old  Scrushy  has  unleashed  since 
being  indicted  in  October. 

In  recent  months,  the 
speedboat-driving,  celebri- 
ty-chasing centimillionaire 
has  made  a  series  of  moves 
that,  critics  charge,  are  in- 
tended to  win  favor  with  the 

citizens    of    Birmingham,    J-M.LJoCVLHAJ.LO 
Ala.,  who  may  one  day  be 
sitting  on  his  jury.  One  of 
these  steps  has  been  fre- 
quenting the  Guiding  Light 
Church,  whose  congrega- 
tion  is   primarily  African 
American  and  whose  servic- 
es are  broadcast  locally  several  days  a 
week.  Scrushy  is  also  funding  his  own  TV 
talk  show  on  Channel  21,  the  Birming- 
ham WB  Television  Network  affiliate, 
starring  him  and  his  wife,  Leslie,  and  con- 
taining a  one-of-a-kind  mixture  of  scrip- 


His 

campaign 
has  spurred 


to  file  a 
motion  for  a 
gag  order 


ture,  law,  and  politics.  Promising  to  deliv- 
er the  news  without  "mainstream  media" 
bias,  it  has  featured  multiple  interviews 
with,  among  others,  his  flamboyant  lead 
defense  lawyer,  Donald  V.  Watkins. 

On  the  legal  front,  Scrushy  has  taken 
the  highly  aggressive  step  of  fifing  a  for- 
mal complaint  against  Alice  H.  Martin, 
the  U.S.  Attorney  for  the  Northern  District 
of  Alabama,  with  the  Justice  Dept's  Office 
of  Professional  Responsibility.  Also 
named  are  FBI  agent  Gerry 
Kelly  and  Richard  Smith, 
,  deputy  chief  of  the  Justice 

Dept's  fraud  section.  His 
gripe?  That  the  trio  alleged- 
ly withheld  evidence  that 
might  have  helped  Scrushy 
in   the   early   skirmishing 
over  efforts  to  freeze  at  least 
$150  million  worth  of  assets. 
This  is  either  state-of- 
the-art  legal  defense  or  a 
fast  track  to  life  in  prison. 
Facing  85  counts  of  malfea- 
sance, Scrushy  could  con- 
ceivably be  sentenced  to  more  than  600 
years  behind  bars.  Most  criminal  defen- 
dants do  everything  possible  to  stay  out  of 
jail— but  avoid  taking  steps  that  might 
unnecessarily    antagonize    prosecutors 
and  judges.    Scrushy   apparendy   has 


thrown  the  old  rule  book  out  the  winder  ^ 
"I  am  innocent  of  the  accusations  agail  n 
me  and  have  been  blessed  by  the  Lord  ffi 
having  the  resources  to  confront  my  I 
cusers,"     Scrushy    told    BusinessWd 
through  a  spokesperson. 


UK 
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PANDERING  TO  JURORS? 

ON  MAR.  25,  U.S.  Attorney  Martin  file 
motion  for  a  gag  order  against 
Scrushy  team,  alleging  that  the  efforts  I 
Watkins  and  other  Scrushy  lawyers  iL- 
mold  public  opinion  "are  threatening  I  ire :!] 
undermine  the  guarantee  of  a  fair  trial  t  ^.  n 
an  impartial  jury  by  poisoning  the  potei  n, . 
rial  jury  pool  in  the  community."  Sine  ^  ;r 
Scrushy's  indictment,  writes  Martin,  fc  u. 
has  run  "an  obvious  strategy  of  attemp  tr. 
ing  to  prejudice  the  impartiality  of  th  - 


The 
Scrushy 

Show 

The  ex  HealthSouth 
CEO  is  taking  legal  self- 
defense  to  a  new  level. 


■  Soon  after  being 
indicted  in  October, 
Scrushy  starts 
frequenting  The 
Guiding  Light 
evangelical  church. 
Critics  say  he  is 
pandering  to  potential 
jurors.  Scrushy  denies 
the  charge. 


■  In  March,  the  local 
TV  show  Viewpoint 
with  Richard  &  Leslie 
Scrushy  hit  the 
airwaves.  It  claims  to 
serve  up  scripture  and 
news  without 
"mainstream  media 
bias."  One  frequent 
guest:  Scrushy's  lead 
defense  lawyer. 


■  Last  November,  he 
launched 
richardmscrushy 
.com,  a  Web  site 
devoted  to  attacking  his 
critics  and  refuting 
media  portrayals  of 
him  in  point-by-point 
detail.  It  also  contains 
links  to  testimonials 
from  his  supporters. 


■  On  Mar.  10  his 
lawyers  take  the 
aggressive  step  of 
filing  a  complaint 
the  Justice  Dept. 
Office  of  Profession: 
Responsibility.  Their 
complaint:  that 
prosecutors  and 
investigators  withhel 
exculpatory  evidence 
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eeding."  A  hearing  on  the  gag  order 
ion  is  scheduled  for  Apr.  9. 
ttorney  Watkins  says  the  Scrushy  le- 
"eam  will  fight  the  proposed  gag  or- 
to  the  Supreme  Court,  if  necessary, 
luse  the  government  is  using  his 
it  as  the  poster  boy  for  corporate 
d  in  an  election  year.  "The  govern- 
it  prosecutors  are  crybabies,"  says 
kins,  a  businessman-lawyer  who 
is  stakes  in  a  local  bank  and  energy- 
jstment  company.  "Just  because 
're  under  a  false  criminal  indictment 
sn't  mean  you  have  to  go  into  a  hole 
hide." 

crushy's  legal  counterattack  may  be 
the  top,  but  if  s  "completely  consis- 
ts with  his  character,"  says  Pamela  H. 
y,  a  former  federal  prosecutor  who 
:hes  white-collar  criminal  law  at  the 
versity  of  Alabama  School  of  Law.  He 
It  HealthSouth  from  a  small  rehab 
pital  in  1984  into  a  $4  billion  nation- 
ealth-care  force  by  1998— and  earned 
1  over  $300  million  along  the  way.  Be- 
he  was  fired  as  HealthSouth  CEO  last 
rch,  Scrushy  was  renowned  for  ea- 
ting with  sitcom  stars,  bankrolling  a 
band  called  3rd  Faze,  and  roaring 
und  Alabama's  Lake  Martin  in  his 
arette  boat.  At  HealthSouth  headquar- 
s  in  Birmingham,  he  built  a  museum 


glorifying  his  achievements. 
Like  Martha  Stewart,  Scrushy 
launched  his  own  Web  site 
shortly  after  his  indictment  last 
year  to  broadcast  his  side  of  the 
story.  Richardmscrushy.com  of- 
fers an  homage  to  his  up-by- 
the-bootstraps  life  story,  serves 
up  legal  documents,  and  rapidly 
rebuts  alleged  errors  in  re- 
porters' stories.  When  Scrushy's 
lawyers  filed  the  complaint  al- 
leging government  misconduct, 
a  press  release  posted  on  the  site 
screamed:  "Feds  Hid  Evidence 
of  Scrushy's  Innocence  for 
Nearly  a  Year."  His  biography 
recalls  that  he  was  born  in  Sel- 
ma,  Ala.,  "birthplace  of  the  civil- 
rights  movement." 

ON  THE  AIR 

ALTHOUGH    SCRUSHY'S    de- 
fenders insist  he  has  been  a  man 
of  faith  for  decades,  it  wasn't 
until  his  indictment  last  October 
that  citizens  of  Birmingham,  a 
city  that  is  73%  black,  knew  of 
his  affiliation  with     Guiding 
Light.  Bishop  Jim  Lowe  Jr.,  a  lo- 
cal celebrity,  prayed  with  the 
Scrushy   family  at  the   time. 
Scrushy  is  one  of  the  few  white  members 
in  the  church's  flock.  Scrushy  claims  he 
joined  the  church  well  before  his  indict- 
ment. BusinessWeek's  calls  to  Lowe  were 
not  returned. 

In  March,  Scrushy  took  to  the  airwaves 
himself.  Viewpoint  with  Richard  &  Leslie 
Scrushy  runs  every  day  at  7:30  a.m.  He  has 
purchased  12  months  of  air  time  for  the 
show.  Viewpoint  is  suppos- 
edly a  forum  for  "news, 
events,  and  commentary," 
says  Scrushy's  publicist, 
Charlie  Russell.  But 
Scrushy  isn't  afraid  to  at- 
tack critics  on  air.  While  in- 
terviewing Roy  S.  Moore, 
the  ousted  Chief  Justice  of 
the  Alabama  Supreme 
Court,  Scrushy  described 
mainstream  media  as  "Sa- 
tan sneaking  in  the  back  door."  The 
show's  most  frequent  guest,  defense 
lawyer  Watkins,  says  Viewpoint  seeks  "to 
humanize  him  as  a  man  of  principle." 

Will  the  gambit  work?  The  conven- 
tional wisdom  would  suggest  not.  But 
Scrushy  didn't  accumulate  a  fortune  by 
playing  it  safe.  All  he  has  to  do  is  influence 
the  right  person.  After  all,  it  takes  only 
one  juror  to  block  a  conviction.  ■ 

-By  Brian  Grow  in  Atlanta 


Q&A 


On  the 
Record 


Richard  Scrushy  declined  to  speak  to 
BusinessWeek  directly.  But  after  the 
magazine  submitted  a  list  of  questions, 
he  did  agree  to  give  his  answers  to  a 
spokesman,  who  transcribed  them  and 
forwarded  the  notes  to  us. 

Why  has  your  counterattack  to 
government  charges  been  so  aggressive? 

I  am  innocent  of  the  accusations  against 
me  and  have  been  blessed  by  the  Lord  in 
having  the  resources  to  confront  my 
accusers.  The  Web  site  is  a  resource  for  the 
truth.  There  is  no  other  place  to  find 
accurate  information  about  me  and  the 
case,  which  [has]  been  distorted  and 
misreported  in  the  media,  including  yours. 
I  used  to  have  a  radio  show  and  enjoyed 
it.  I  was  looking  for  an  opportunity  to  get 
back  on  the  air  and  a  friend  [told]  me  about 
the  half-hour  availability  on  TV.  The  format 
is  service  to  the  community  and  has  a 
spiritual  component.  Both  Leslie  and  I  were 
raised  in  religious  families  and  have  always 
had  religion  as  a  central  part  of  our  lives. 

Do  you  worry  that  such  apparently 
hardball  tactics  could  backfire? 

[I]  do  not  see  any  of  this  as  hardball.  What 
is  hardball  about  doing  community  service 
and  giving  people  access  to  accurate, 
truthful,  uplifting  content? 

How  is  the  Scrushy  family 
holding  up? 

We  have  a  strong  family.  The 
kids  go  to  school.  Dad  goes  to 
work...  [We're]  just  doing 
what  everybody  else  does 
and  keeping  things  as  normal 
as  possible  for  the  kids. 

Did  you  join  Guiding  Light  to 
curry  favor  with  a  jury  pool? 

First,  I  was  a  member  long  before  I  was 
indicted.  [One  vocal  critic  is]  a  plaintiffs' 
attorney  who  stands  to  gain  tens  of 
millions  of  dollars  in  civil  suits  against 
me  and  HealthSouth,  and  who  never 
wastes  an  opportunity  to  defame  and 
denigrate  me. 

What  do  you  think  it  will  take  to  win? 

Twelve  honest  jurors. 
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Marketing  Brands 


La-Z-Boy :  Up 
From  Naugahyde 

Its  stylish  line,  by  designer  Todd  Oldham, 
may  just  banish  the  stodgy  image 


HERE'S  AN  OLD  JOKE 
about  motor  scooters: 
They're  fun  until  your 
friends  see  you  on  one. 
The  same  can  be  said 
about  reclining  chairs. 
Who  wouldn't  want  to 
kick  back  in  a  La-Z-Boy  Power  Rocker 
with  ten-speed  heated  massage,  remote 
control,  and  a  battery  backup  in  case  of  a 
power  outage?  Then  again,  would  you 
want  your  friends  to  see  you  in  one? 

That  dilemma  creates  a  big  problem 
for  La-Z-Boy  Inc.  The  company  has  one  of 
the  most  recognizable  brand  names  in  the 
nation,  one  practically  synonymous  with 


relaxation.  And  yet  the  76-year-old  Mon- 
roe (Mich.)-based  company  just  isn't 
cool.  That's  why  La-Z-Boy  turned  to 
someone  who  is:  former  fashion  designer 
Todd  Oldham,  42,  who  created  a  new  line 
of  furniture  and  accessories  for  the  easy- 
chair  king.  "I  got  lots  of  laughs,"  Oldham 
admits,  when  he  first  told  his  fashionista 
friends  he  was  designing  for  La-Z-Boy. 
"Then  they  started  asking  questions." 

Oldham  may  end  up  with  the  final 
chuckle.  His  Todd  Oldham  by  La-Z-Boy 
collection  was  the  surprise  hit  of  the  In- 
ternational Home  Furnishings  Market 
show  last  fall  in  High  Point,  N.C.  And  the 
collection,  rolling  out  this  spring  in  323 


RETRO  COOL 

Oldham,  with  Ann, 
on  Snap,  one  of  his 
La-Z-Boy  sofas 


La-Z-Boy  stores,  as  well  as  other 
ture  outlets,  is  generating  plenty  of 
"The  sharpest  collection  ever  to  hit 
mainstream  furniture  market,"  dec! 
a  recent  issue  of  Metropolitan  Hi 
"Talk  about  shaking  things  up," 
the  Chicago  Tribune's  Home  & 
section,  which  featured  an  Oldham 
on  its  cover. 

La-Z-Boy  could  use  a  lift.  If  s  the 
tion's  second-largest  furniture  maker 
ter  Furniture  Brands  International 
But  revenues  have  been  flat  at  an 
$2.1  billion  for  the  past  three  yi 
thanks  to  a  sharp  September  11-relai 
drop-off  in  sales  to  the  hotel  industry 
competition    from    Chinese    impe 
Meanwhile,  profits  fell  about  40% 
year  to   $36   million,  due  to   spe 
charges.  La-Z-Boy  is  counting  on 
uptick  in  its  core  upholstered  furnitui* 

THE  NEXT  GENERATION 

LA-Z-BOY  STARTED  moving  beyond 
diners  in  the  early  1980s,  but  it  has 
done  a  great  job  of  getting  that  messi 
out.  Only  half  the  company's  sales  i 
under  the  La-Z-Boy  brand,  and  reclin* 
make  about  half  of  that.  But  its  stod 
armchair  image  could  become   ev 
more  of  a  problem  as  the  company's  cc 
40-to-60-year-old  customers  exit  tin 
furniture-buying  years  and  a  new  wa 
of  style- conscious    twentysomethin 
rolls  in.  Enter  Oldham,  who  first  work 
with  La-Z-Boy  two  ye? 
ago  when  the  comp 
ny  asked  him  to  cres 
a  chair  for  a  cha  ' 
event.   La-Z-Boy  li 
Oldham's  approach 
hired  him  to  design 
new    line,    which 
eludes  furniture,  lam 
picture   frames, 
and  candles.  The  goi 
to  make  younger  buye 
forget  their  reservatioi 
about  the  brand.  Bo 
rowing  from  such 
century    designers 
Charles  Eames,  Ri 
Wright,  and  Eero  Saai 
nen,  Oldham   put  t« 
gether  a  collection 
stylish,  retro  furnitu 
with  simple  lines. 

If  the  style  doesr 
wow  younger  shopper 
the    prices    might, 
around    $700    for 
armchair   and    $1,0C 
for  a  sofa,  the  line 
priced    slightly   belo 
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Before  you  ask  us  to  change  your  copiers, 

rrinters,  scanners,  or  fax  machines,  we'd  like 
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La-Z-Boy's  regular  lineup.  And  the  size 
of  the  furniture  has  been  scaled  down  to 
fit  apartments  or  starter  homes.  The 
arms,  legs,  and  backs  on  Oldham's  Snap 
sofa  even  come  off  so  that  it  can  become 
a  daybed,  or  just  squeezed  up  a  narrow 
staircase.  "I've  had  too  many  sofas  stuck 
in  doorways  that  had  to  be  returned,'' 
Oldham  says. 

La-Z-Boy  is  tweaking  its  marketing, 
too.  The  company  is  shifting  some  of  its 
overall  advertising  budget,  estimated  at 
$63  million  a  year  by  market  research 
firm  TNS  Media  Intelligence/CMR.  In- 
stead of  media  oudets  aimed  at  the  mid- 
dle-aged, such  as  Reader's  Digest  and 
the  USA  Network,  La-Z-Boy  is  targeting 
hipper  channels  such  as  InStyle  maga- 
zine and  MTV,  with  ads  featuring  the 
boyish-looking  Oldham.  "We're  trying 
to  get  at  people  when  they're  dunking 
not  just  about  homes  but  about  style," 
says  J.  Douglas  Collier,  vice-president  of 
marketing  at  La-Z-Boy.  Of  course,  the 
company's  stores  will  still  carry  large  se- 
lections of  its  traditional  offerings,  for 
those  so  inclined. 

Despite  the  early  praise,  success  is 
anything  but  assured  for  Oldham.  His 
career  as  an  upscale  clothing  designer 
fizzled  in  the  late  1990s  when  he  failed  to 
build  a  following  for  his  high- contrast 
colors  and  patterns.  A  line  of  brighdy 
colored  dorm-room  furnishings  for  Tar- 
get Corp.  quiedy  ended  in  2003  after  two 
years.  But  La-Z-Boy  dealers  love  him. 
"Before  this,  if  we  had  a  customer  who 
wanted  something  clean  and  contempo- 
rary, we  had  maybe  three  models  to 
show  them,"  says  Adam  Simcoe,  man- 
ager of  an  independent  La-Z-Boy  store 
in  Los  Angeles,  where  he  is  creating  an 
industrial-chic  metal  and  brick  Todd 
Oldham  gallery.  If  that  excitement  turns 
into  the  hoped-for  sales  increases,  La-Z- 
Boy  and  Oldham  both  will  be  able  to  put 
their  feet  up  for  a  while.  ■ 

-By  Christopher  Palmeri  in  Los  Angeles 


FLAT  ON  ITS  BACK 


Despite  booming  home  sales, 
La-Z-Boy's  revenues  have  remained 
in  the  fully  reclined  position 
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SciTech  Infection 


Killer  Staph  Is 
Hitting  the  Streets 

Drug-defying  strains  of  the  bacteria 
have  moved  way  beyond  hospitals 


THE  NORMALLY  ROBUST 
Drew  Gooden,  a  forward 
with  the  Orlando  Magic 
basketball  team,  startled 
his  fans  when  he  missed 
thiee  games  in  March  be- 
cause of  infected  hair  folli- 
cles on  his  leg.  This  was  no  ordinary  in- 
fection, however. 

Gooden,  who  at  first  thought  he  was 
suffering  from  spider  bites,  was  laid  low 
by  a  virulent  staph  bacteria.  He  received 
antibiotics  through  an  intravenous  drip 
for  72  hours  while  doctors  repeatedly 
drained  his  leg.  "People  were  trying  to 
make  fun,  like  it  was  nothing,"  Gooden 
said  to  reporters.  "That  was  serious." 

To  say  the  least.  Recent  news  of  the 
battle  against  this  superbug  indicate  that 
Gooden  got  off  lightly.  Staphylococcus  au- 
reus, the  bacterium's  official  name,  re- 
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sides  on  the  skin  or  in  the  nasal  passa   R ; 
of  one  in  three  people.  It  is  usually  I 
nign  but  can  flare  up  to  cause  painful  i  - 
fections.  For  the  past  30  years,  hospir 
have  been  battling  a  mutant  form  call<  s- 
methicillin-resistant  S.  aureus  (MRSj  fe  -; 
that  is  resistant  to  penicillin-related  a 
tibiotics  and  is  especially  lethal.  No  * 
this  drug-defying  strain  is  showing  i  . 
in  the  general  population.  It  can 
deadly  if  it  enters  the  blood  streai  - 
heart,  or  lungs,  killing  anywhere  fro 
25%  to  43%  of  its  victims. 

For  years,  the  best  treatment  fj  r 
MRSA  was  the  powerful  antibiotic  vai  - 
comycin.  But  even  this  weapon  hi^ 
failed  against  new  strains  of  staph  th 
have  emerged.  Some  infectious-diseaf  ^ .. 
experts  predict  that  by  2010,  40%  <-: 
staph  infections  will  be  vancomycin-iju 
sistant.  And  for  the  moment,  there  ail:. 


I 


I  lternatdves.  Cubist  Pharmaceuticals 
[n  Lexington,  Mass.,  won  approval  in 

mber  for  a  new  type  of  antibiotic, 
t;in,  that  works  as  well  as  van- 
rein  against  staph.  But  experts  figure 
Icily  a  matter  of  time  before  the  bug 
Is  to  evade  Cubicin,  too. 
\fo  small  biotech  companies  are  try- 
j  get  around  the  resistance  problem 
larnessing  the  body's  own  immune 
m.    Nabi    Biopharmaceuticals,   in 

Raton,  Fla.,  is  testing  a  vaccine,  and 
ritex  Inc.  in  Alpharetta,  Ga.,  is  devel- 
g  an  engineered  protein  called  a 
oclonal  antibody. 

icrobe  experts  are  intrigued  by  these 
oaches  but  doubt  that  they  will  be 

effective.  Meanwhile,  the  menacing 

bacteria  continue  to  spread  and 

e.  "If  s  too  early  to  know  if  we  are 

to  have  an  epidemic,"  says  Dr. 

it  C.  Moellering  Jr.,  physician-in- 

of  Beth  Israel  Deaconess  Medical 
er  in  Boston,  "but  this  is  a  very  inva- 
d  potent  pathogen." 

ING  TARGET 

LLERING'S     CONCERN     is     well- 

ded.  Hospitals  have  always  been 
ding  grounds  for  infection,  but  with 
A  proliferating,  hospital-spawned 
:tions  are  soaring.  The  Centers  for 
ase  Control  &  Prevention  estimates 
the  incidence  of  drug-resistant  staph 
ctions  in  intensive-care  units,  where 

are  most  dangerous,  doubled  from 
to  1997.  In  England, 
ish  Medical  Journal  re- 
ed in  February  that  800 
3le  died  from  drug-re- 
int  staph  infections  in 
2,  vs.  51  in  1993.  Cases 

also  spiked  in  Japan, 
xe  in  March 
e  patients 
I  of  staph  in- 
ions  at  the 
le  hospital. 
»ut  if  s  the  migra- 

of  drug-resistant 
)h  out  of  hospitals  that 

epidemiologists   most 
xlge.  Alarm  bells  went  off 
mg     infectious-disease 
rialists  in  1999  when  four 
thy  children  in  Minneso- 
ind  North  Dakota  died 
n  MRSA  infections,  even 
ugh  none  had  been  any- 
sre  near  a  hospital.  There 
10  national    UNLUCKY 
abase      to    Gooden 
k  commu-    (right)  was 
abased  in-    infected 


New  Weapons  in  the  War  Against  Staph 


DRUG  (COMPANY) 


CUBICIN 
(CUBIST 
PHARMACEUTICALS) 


STAPHVAX 

(NABI 

BIOPHARMACEUTICALS) 


AUREXIS 
(INHIBITEX) 


METHOD  OF  ATTACK 


A  new  type  of  antibiotic  that  attacks  a  different 
cellular  target  than  vancomycin,  the  favored 
existing  treatment  for  drug-resistant  staph. 


A  vaccine  made  from  the  staph  bacterium's 
outer  coat  and  other  proteins,  which  in 
combination  trigger  an  immune  response. 
White  blood  cells  then  wipe  out  the  bacteria. 


A  monoclonal  antibody  that  binds  to  a  protein 
found  on  the  surface  of  virtually  all  strains  of 
staph.  The  antibody  alerts  the  immune  system 
to  respond  to  the  infection. 


STATUS 


Approved 

September, 

2003 


In  Phase  I 
trials 


In  Phase  II 
trials 


Overuse  of 

antibiotics 

boosts  a 

"uniquely 

adaptive 

microbe 


fections,  but  anecdotal  reports  have 
poured  in  about  breakouts  in  military  bar- 
racks, athletic  clubs,  and  prisons. 

If  s  not  surprising  that  drug-resistant 
strains  are  common  in  hospitals.  Wide- 
spread use  of  antibiotics  gives  the  mi- 
crobe more  chances  to  develop  resistance. 
But  scientists  aren't  sure  why  these  su- 
perbugs  have  spread  to  the  community. 

"Staph  is  uniquely  adaptive,"  notes  Dr. 
Franklin  D.  Lowy,  professor  of  medicine 
at  Columbia  University.  Be- 
cause it  is  carried  in  the 
nose,  the  microbe  has  the 
opportunity  to  come  in  and 
out  of  hospitals  with  every 
visitor.  Staph  is  also  highly 
promiscuous,  able  to  quickly 
exchange  genes  with  other 
strains  and  even  other 
species  of  bacteria.  That 
makes  the  microbe  a  con- 
stantly moving  target  for  an- 
tibiotics, which  work  by 
blocking  production  of  cer- 
tain enzymes  that  the  bacte- 
ria need  to  survive.  Con- 
fronted with  a  drug,  rapidly 
evolving  staph  colonies  grab 
genes  from  some  other  type 
of  bacterium  that  codes  for  a 
different  enzyme. 

Nabi's  vaccine  avoids  this 
problem  by  piggybacking  on 
the  immune  system.  Nor- 
mally, staph  microbes  don't 
trigger  an  immune  reaction 
thanks  to  a  coating  made  of 
sugars,  called  polysaccha- 


rides, that  enables  them  to  avoid  detec- 
tion by  the  body.  Nabi  created  its  Staph- 
VAX  vaccine  by  linking  sugar  molecules 
obtained  from  purified  staph  to  a  nontox- 
ic carrier  protein.  When  the  vaccine  is  in- 
jected, it  prompts  the  immune  system  to 
make  high  levels  of  protective  antibodies 
specific  to  the  staph  bacteria. 

LIMITED  APPLICATION 

IN  A  PHASE  III  clinical  trial  involving 
1,804  patients  with  end-stage  kidney 
failure— a  group  with  few  defenses 
against  bacteria— StaphVAX  cut  staph  in- 
fections over  40  weeks  by  57%.  The  drug 
stopped  working  after  10  months  but  may 
last  longer  in  patients  who  aren't  as  sick. 
Nabi  is  repeating  the  clinical  trial  with 
twice  as  many  patients,  and  CEO  Thomas 
H.  McLain  says  the  company  hopes  to 
seek  approval  by  the  end  of  2005. 

Inhibitex  is  also  taking  an  immune- 
system  approach.  Its  Aurexis  monoclonal 
antibody  binds  to  a  protein  found  on  the 
surface  of  virtually  all  strains  of  staph. 
Once  attached,  it  alerts  the  immune  sys- 
tem to  the  microbe's  presence.  A  safety 
study  was  successfully  completed  in  Sep- 
tember, 2003,  and  Inhibitex  is  enrolling 
60  patients  for  a  Phase  II  trial. 

Infectious-disease  experts  are  cautious 
in  their  appraisal  of  both  drugs.  Neither 
would  work  well  in  a  community  set- 
ting—it would  be  too  difficult,  and  costly, 
to  vaccinate  a  large  population  with 
StaphVAX,  and  Aurexis  must  be  given  in- 
travenously. So  for  now,  it  seems,  the  su- 
perbugs  have  the  upper  hand.  ■ 

-By  Catherine  Arnst  in  New  York 
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SciTech  Developments  to  Watch 


EDITED  BY 
ADAM  ASTON 


INNOVATIONS 


Of  fish  and 
free  radicals 

» Researchers  at  Purdue 
University  have  discovered 
that  genetically  modified 
organisms  may  make  good 
eating-but  could  produce 
devastating  results.  When 
new  genes  are  inserted  into  a 
fish's  chromosome  to  make  it 
grow  larger,  that  big  fish  is 
better  at  attracting  mates,  but 
its  offspring  are  less  likely  to 
survive  into  adulthood.  If  such 
transgenic  fish  were  to  invade 
the  wild,  they  could  displace 
normal  males  and  father  a 
generation  of  short-lived 
offspring  that  could  wipe  out 
the  species.  The  team  based 


its  findings  on  lab  observ- 
ations offish  mating  behavior 
and  computer  models. 
»  Scientists  have  long 
believed  that  molecules  called 
oxygen  free  radicals,  released 
by  white  blood  cells,  fight 
bacteria  but  can  also  harm 
healthy  tissue.  Over- 
production of  free  radicals 
has  been  implicated  in  a  huge 
range  of  diseases,  and  drug 
companies  have  spent  billions 
pursuing  antioxidant  drugs. 
Now,  a  team  at  University 
College  London  claims  in 
Naturethai  the  basic  theory  is 
wrong.  They  found  that  free 
radicals  do  not  attack 
bacteria  at  all.  Instead,  an 
enzyme  produced  by  the 
immune  system  kills  the 
microbes.      -Catherine  Arnst 


EMBRYONIC  R&D 


WHICH  GENES  TELL  AN  EGG 
HOW  TO  BECOME  A  CHICKEN? 


HOW  DOES  A  whole  body 
develop  from  a  clump  of 
identical-looking  cells? 
Scientists  know  that  certain 
cells  in  an  embryo  tell  others 
what  to  do.  But  they're  still 
trying  to  figure  out  which 
genes  are  at  work  and  how 
these  transformations  begin. 
Now  comes  a  new  method 
of  tackling  this  question. 
When  genes  are  active,  they 
make  a  messenger  molecule 
called  MRNA,  which  carries 
the  genetic  instructions  to 
cells'  protein  factories. 
Researchers  commonly  use 
fluorescent  probes  that  home 
in  on  specific  MRNAs.  These 
probes  glow  when  the  MRNA 


is  present,  signaling  that 
the  gene  is  active.  In  a  new 
twist,  Teri  Jo  Mauch  at  the 
University  of  Utah  is  using 
three  fluorescent  colors  to 
chart  the  action  of  three  genes 
simultaneously  at  various 
spots  in  many  cells  within 
chick  embryos  (above). 
Three-gene  detection  had 
been  done  before  in  fruit 
flies,  but  this  is  a  first  for  the 
study  of  higher  animals— and 
it's  more  precise.  Not  only 
does  it  offer  a  better  under- 
standing of  normal  embryo 
development,  it  could  also 
help  scientists  learn  to 
engineer  new  tissues  to  repair 
damaged  organs.  -John  Carey 


SECURITY 

TO  MAKE 
AQUICKI.D., 
PLAY  IT  BY  EAR 

FORGET  RETINAL  scans  and 
face  recognition.  Future  bio- 
metrics may  entail  nothing 
more  intrusive  than  taking  a 
photo  of  your  ear.  Experts  at 
Britain's  University  of 
Leicester  have  developed  a 
high-speed  identification 
system  based  on  the  shape  and 
features  of  that  organ,  and  they 
found  that,  like  fingerprints,  no 
two  ears  seem  exactly  alike. 
The  university's  head  of 
forensic  pathology,  Professor 
Guy  Rutty,  says  the  software 
works  like  fingerprint  sys- 
tems: It  compares  14  to  18 
points  on  a  photo  or  imprint 
of  the  ear.  In  the  past,  ear 


prints  have  been  matched 
manually,  but  this  approach  is 
faster  and  more  accurate. 

Unlike  fingerprints, 
however,  ears  can  be  viewed 
at  a  distance.  This  makes 
them  a  good  candidate  for 
security  applications  in  air- 
ports and  other  public  places. 
For  instance,  says  Rutty,  ears 
can  help  identify  a  person 
from  security  camera  foot- 
age—and in  time,  he  adds,  a 
global  database  of  ear  prints 
could  be  built. 

The  university  ran  its  trial 
jointly  with  K9  Forensic 
Services  Ltd.  in  nearby 
Northampton.  And  while  only 
1,500  ears  were  scanned,  each 
one,  so  far,  appears  to  be 
unique.  More  testing  is 
scheduled  for  coming 
months— time  enough  for  a 
cunning  criminal  to  buy  a  pair 
of  earmuffs.        -Ellen  Groves 


TAKE  HEART 

FINALLY, 
TEENY  TICKEI 
FOR  TINY  TO" 

ADULTS  WHO  NEED  a  heart 

transplant  can  survive  foi 
months  with  an  artificial 
while  awaiting  a  human 
organ.  But  babies  and  sir 
kids  will  die  within  10  da 
a  compatible  heart  can't 
found.  University  of 
Pittsburgh  researchers  ha 
developed  a  prototype 
artificial  heart  that's  rougl 
the  size  of  a  quarter. 
Bioengineering  Chairman 
Harvey  S.  Borovetz  says  it 
may  be  able  to  support  kid^ 
up  to  2  years  of  age  for  as 
long  as  six  months. 
The  hang-up  in 
developing  pint-size 
mechanical  hearts  is  the 
small  market.  Only  about 
500  pediatric  patients  a  y 
need  a  heart  transplant- 
fraction  of  the  35,000  ad 
candidates.  Pitt  has  spent 
$750,000  of  its  own  monejj 
and  hopes  to  win  $20 
million  from  the  National 
Institutes  of  Health  to 
complete  development.  No 
matter  what,  "we're  going  t 
move  ahead,"  Borovetz 
declares.  "This  is  too 
important."  -Otis 
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Mae  Fund. 
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The  Sallie  Mae  Fund,  through  the  Project  Access  initiative,  we  are  opening  doors  to  higher  education  by  providing 
lancial  aid  information  to  families  who  need  it  most.  This  year,  we  will  sponsor  135  free  workshops  in  English  and 
,anish.  And  over  $2.5  million  dollars  will  be  awarded  in  scholarships  to  lower  income  and  minority  students.  To  learn 
,ore  about  The  Sallie  Mae  Fund  or  to  obtain  free  resources  for  families  on  planning  and  paying  for  college 
n  English  and  Spanish),  please  visit  www.thesalliemaefund.org. 


The 


SallieMaeFund 


ie 


Sallie  Mae  Fund,  a  charitable  organization  sponsored  by  Sallie  Mae,  achieves  its  mission-to  i""ease  access 


to  a  postsecondary  education  for  America's  children-by  supporting  programs  and 


tiatives 


mm  open  doors  to  ££**£  families  tor  their  investment,  and  bridge  the  gap  when  no  one  else  can. 
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?0r.       ^ture.  Please  send  i/our 
better  future,   r.  __-<, 
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HE  BUSINESS  WORLD 
AN  BE  A  LONELY  PLACE 
ORASOURCINGEXECUTIV 

ecially  if  you're  responsible  for  a  project  to  evaluate 
sourcing,  which  may  cost  some  colleagues'  jobs,  or  you  re 
jlementing  Strategic  Sourcing  that  may  keep  them  from 
'ing  what  they  want,  where  they  want,  when  they  want. 

-  members  are  here  to  help-by  sharing  with  you  their 

ircinq  experiences  and  lessons  learned.  And,  by  providing 

ovative  ideas  and  information  that  will  help  you  make 
most  informed  decisions,  so  that  it's  done  right  the 

it  time  And,  as  your  friends,  they  are  available  when 
|  •  obstacles  and  negotiations  are  the  toughest,  and  you 
.  uld  like  someone  to  talk  with. 


s 


4 
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Tim  Sourcing  Interests  Group  >s  goal  of  helping  member  companies  network  with  each  other, 
Ihlr  TcomZn  experiences  and  solve  problems  is  a  valuable  byproduct  of^J 
Zr  the  years,  I  hZe  found  SIG  to  provide  and  create  real  value  for  its  members.  The  ROI 
on  our  membership  fee  is  returned  20x  each  year.' 
-TARIQ  HASSAN,  GLOBAL  HEAD  OF  PURCHASING,  DEUTSCHE  BANK 


he  business  world  is  much  less  lonely  for  the  Sourcing 
eaders  who  belong  to  the  Sourcing  Interests  Group. 

.     ~  ■-  iu_ uv  (nrQmnct  momhprcihin  oraanization  of 


|;,:Sr2ThsemUn„uar^rence  May  il.  2004.  please  call  .818)  884-6080  or 

IDE  sit  our  website  at  www.Sourcinglnterests.org. 

ATI0NSHIPS   //   HOTLINE  //   RESEARCH   //   MEMBERS'  LIBRARY  // 

Conferences  //  regional  meetings 


BOOK  EXCERPT 


The  Mouse 
Takes  Manhattan 

How  Disney  cut  a  deal  that  revived  42nd  St.  and  helped  remake  Times  Square 
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efore  Hollywood,  there  was  New  York's  42nd  Street, 
birthplace  of  American  mass-market  entertain- 
ment. Beginning  in  1899,  a  burst  of  construction 
on  a  single  mid-Manhattan  block  created  the  great- 
est concentration  of  playhouses  America  has  ever 
seen  or  likely  will  see  again.  No  place  has  ever 
evoked  the  glamour  of  big-city  nightlife  as  vividly 
as  did  "naughty,  bawdy,  gaudy"  42nd  Street,  stomping  ground  of 
legendary  impresarios  Oscar  Hammerstein  IandFlorenzZiegfeldJr. 
Starting  in  the  1930s,  42nd  Street's  fame  gradually  soured  into 
infamy  as  the  glitzy  musicals  of  its  golden  age  were  supplanted  by 
burlesque  revues  and  B  movies.  XXX fare  descended  on  42nd  Street 
with  a  vengeance  in  the  late  1960s  when  a  vending-machine 
salesman  named  Martin  J.  Hodas  adapted  the  peep  show  machine  to 
pornographic  use.  A  conspicuous  property-value  sinkhole  amid  the 
world's  costliest  stand  of  skyscrapers,  42  nd  Street 
affronted  the  custodians  of  New  York's  economy  no 
less  than  its  guardians  of  public  morality. 

Many  schemes  to  restore  42nd  Street  to  "re- 
spectability" were  floated  over  the  next  few  decades, 
but  redevelopment  did  not  gain  traction  till  the 
mid-1990s,  when  government  officiate  struck  a  cat- 
alytic deal  with  the  Walt  Disney  Co.  to  restore  the 
New  Amsterdam  Theatre. 

The  willingness  of  Disney  CEO  Michael  D.  Eis- 
ner, a  native  New  Yorker,  to  take  a  flyer  on  the 
New  Amsterdam  was  rooted  in  his  own  nostalgic 
memories  of  42nd  Street.  Here  is  an  account  of 
how  the  Disney  deal  was  done,  excerpted  from 
Ghosts  of  42nd  Street:  A  History  of  America's 
Most  Infamous  Block  by  BusinessWeek  Senior 
Writer  Anthony  Bianco. 
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GHOSTS  OF 
42nd  STREET 

A  HISTORY  OF  AMERICAS 
HOST  INFAMOUS  BLOCK 

ANTHONY  BIANCO 


Fond  Memories 


LIKE  MANY  A  BABY  BOOMER  reared  in  New  York,  Michael  Eis- 
ner first  visited  Times  Square  at  a  tender  age,  attending  Broad- 
way shows  with  his  parents.  As  a  teenager  in  the  late  1950s, 
Michael  ventured  forth  on  his  own  from  the  family's  posh  Park 

From  the  book  Ghosts  of  42nd  Street  by  Anthony  Bianco. 
Published  in  April  by  William  Morrow,  an  imprint  of  Harper- 
Collins Publishers  Inc.  Copyright  ©  2004  by  Anthony  Bianco. 
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Avenue  digs  to  take  in  double  features  at  the  grand  but 
New  Amsterdam  theater.  "Afterwards,  my  friends  and  I  wi 
walk  over  and  play  arcade  games  at  Fascination  on  Broa 
and  47th  Street,"  Eisner  recalled.  "It  was  a  more  innocent 
when  Times  Square  was  still  safe  and  fun." 

The  theater-smitten  Eisner  wrote  plays  in  college— bad  o: 
by  all  accounts— but  went  on  to  make  his  mark  in  Hollywi 
a  talented  television  and  movie  producer.  Eisner  was  42  y< 
old  when  he  was  named  CEO  of  Disney  in  1984.  Over  tun 
would  prove  a  flawed,  imperious  sort  of  executive,  but  in 
1980s,  Eisner  delivered  big  time  for  Disney  shareholders  as  U- : 
energy  and  creativity  powered  one  of  the  great  corporate  tui  k i: 
arounds  in  the  history  of  American  business.  ki  : 

After  refurbishing  the  coastal  gold  mines  known  as  Disr 
land  and  Disney  World,  Eisner  yearned  to  build  a  new  ther  toe 
park  of  his  own  but  was  leery  of  taking  businj  A.W 
away  from  the  company's  established  attractioi  tae : 
Was  America  big  enough  to  support  a  third  I 
ney  theme  park?  Eisner's  answer,  at  first,  was 
and  so  he  looked  overseas.  In  1987,  Disney  sigi  :for  \ 
a  partnership  agreement  with  the  governmen|  kw  1 
France  to  build  a  huge  theme  park  on  the  o  flfc? 
skirts  of  Paris.  At  home,  Disney  had  long  been  «a 
lightning  rod  for  cultural  controversy.  But  it  w  Un 
not  until  1992,  the  year  that  Euro  Disney  openi  Nw 
(it  soon  was  renamed  Disneyland  Paris),  that  I  trc 
epithet  fashioned  from  the  company  name  e:  >mj 
tered  the  dictionary— "Disneyfication:  Tl : 
process  by  which  historical  places  are  tran  the; 
formed  into  trivial  entertainment  for  tourists.'  m-i 
Walt  Disney's  troubles  in  launching  new  then  it 
parks  in  Paris  and  in  suburban  Washington,  D.C.,  gave  added  u 
gency  to  its  search  for  smaller-scale  growth  opportunities.  Lor  -1 
before  Eisner's  hiring,  the  company  had  begun  pondering 
move  into  legitimate  theater.  And  why  not?  Disney  already  was 
prolific  producer  of  live  shows  at  its  theme  parks.  But  much  i  P 
Eisner  loved  the  theater,  he  was  leery  of  the  business  of  theate  L^ 
"If  you  produce  a  movie,  it  can  open  in  as  many  as  three  or  foi  II 
thousand  theaters  across  the  country.  Even  if  it  performs  poor! 
it  has  other  lives  on  video,  cable,  network  television,  and  ove 
seas,"  the  CEO  reasoned.  "By  contrast,  if  you  produce  a  full-sea 
Broadway  musical— at  a  cost  not  all  that  much  less  than  lB- 
midrange  movie— it  can  close  in  a  single  night" 

In  the  late  1980s,  Carl  Weisbrod,  then  head  of  the  42n  ns 


RESTORED 

The  New 
Amsterdam    f 


Development  Proj- 

2DP),  tried  to  inter- 

isney  in  restoring  a 

;r  on  the  street,  but 

owhere.  "They  were 

y     unresponsive," 

)rod  recalled. 
_;ner's  resistance  be- 

o  soften  with  the  re- 

of  Beauty  and  the 

in  late  1991.  The  film 

on  to  become  the 
sst-grossing  animated 

j  of  all  time.  Yes, 

musicals  were  riskier 

films,  but  now  every 

in  America  was  en- 
led  with  the  beau- 
Belle  and  her  sensi- 

nonster.  Did  someone 

brand  extension"?  By 

nd  of  1992,  Eisner  had 

ed  the  formation  of 
Disney    Theatrical 

uctions  within  Walt 

ey  Studios.  The  plan 

to  open  the  stage  ver- 
of  Beauty  and  the 

t  in  Houston  and  then 

g  it  to  Broadway,  be- 

e,  as  Eisner  conceded, 

be  a  really  legitimate 

ter  producer,  you  have 
in  New  York." 

ne       afternoon       in 

ch  1993,  Eisner  met  the  architect  Robert  A.M.  Stem  to  go 

•  the  drawings  for  a  project  in  Florida.  Soon  they  began 

ing  instead  about  Disney's  plans  to  bring  Beauty  and  the 

st  to  Broadway  and  the  difficulty  of  finding  a  theater  suit- 
l  •  for  big-budget  musicals  that  wasn't  already  tied  up  by 
3  rew  Lloyd  Webber.  Stern,  who  had  been  hired  as  a  de- 
J  ier  by  42DP,  turned  the  conversation  to  42nd  Street.  When 
«  ier  expressed  interest,  Stern's  assistants  promptly  assem- 
!  1  a  model  of  the  theater  block.  Intrigued,  the  CEO  toured 
nfl  New  Amsterdam  Theatre  the  next  morning  with  his  wile 
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two  sons.  "We  could  see  water  leaking  from  the  roof,  birds 
ting  in  the  ceiling,  puddles  mingled  with  rubble  on  the 
r  The  interior  was  badly  gutted,"  Eisner  recalled.  Still, 
theater's  remarkable  detailing  remained  in  ghostlike 
-..  n-its  Art  Nouveau  decor,  Wagnerian  friezes,  and  allegor- 
Z  murals.  The  once-lavish  grandeur  of  this  building  was 
y  to  visualize,  even  in  its  dilapidated  state.  By  the  time  we 
,  I  felt  excited." 

[in 

x 

i;i 

%  E  NEGOTIATIONS  BETWEEN  Disney  and  representatives 

12DP  commenced  at  once  but  would  drag  on  tortuously  for 

Z  irly  two  years-continuing  long  after  Beauty  had  tri- 

I  iphantly  opened  in  the  spring  of  1994  at  the  Palace  Theater 

Broadway  and  47th  Street.  The  basic  problem  was  that 

;ney  was  far  more  valuable  to  42DP  than  the  New  Amster- 

was  to  Disney,  and  everyone  knew  it.  Eisner  certainly  un- 


Cleanup  for  Disney,  Too 


nr 


derstood  that  he  held  the 
negotiating     advantage 
and  pressed  it  past  the 
point    of  absurdity.    In 
essence,    the    company 
wanted  the  New  Amster- 
dam  not   only   free   of 
charge  but  free  of  risk. 
The  more  42DP  offered, 
the    more    Disney    de- 
manded.      Rebecca 
Robertson,     Weisbrod's 
successor,  committed  to 
subsidizing  the  restora- 
tion of  the  New  Amster- 
dam to  Broadway  stan- 
dards. But  then  Disney 
wanted  42DP  to  under- 
write a  host  of  premium 
finishing  touches,  includ- 
ing a  magnificent  stage 
curtain  decorated  with 
mouse  ears. 

Before    Disney    came 
along,  42DP  had  attracted 
nibbles  from  other  enter- 
tainment companies,  but 
none  matched  Disney's  fi- 
nancial   muscle    or    its 
commercial     credibility. 
When  word  of  Disney's 
interest  in  42nd  Street 
leaked  in  mid-1993, 
ne/s  European  setback 
was  forgotten,  in  the  U.S. 
at  least,  as  its  tarnished 
image  was  cleansed  by 
media  hype.  The  irony  of 
pairing     pop     culture's 
mouse-eared     icon     of 
clean    family    fun    with 
America's     most     infa- 
mously debauched  block 
was  irresistible  to  stand- 
up  comics  and  op-ed  pundits  alike.  But  for  all  the  jokes  at  Dis- 
ney's expense,  the  consensus  was  that  if  any  company  could 
make  42DP  work,  it  was  the  Mouse  House.  The  headlines  prac- 
tically wrote  themselves:  "A  Prince  Charming?  Disney  and  the 
City  Find  Each  Other," "Disney's  Magic  Wand,"  "Disney  Leads 
Cinderella  Transformation  of  42nd  Street." 

The  aggressiveness  Disney  displayed  in  negotiating  its  en- 
try onto  42nd  Street  was  rooted  not  only  in  the  institutional 
arrogance  of  a  company  accustomed  to  imposing  its  will  on 
governments  but  in  uncertainty  and  self-doubt.  A  number  of 
Disney  execs  thought  the  company  had  no  business  setting 
foot  on  the  theater  block  no  matter  how  sweet  a  deal  it  could 
cut  for  itself.  The  city- especially  the  big  city-was  foreign 
territory  to  Walt  Disney  Co.  Its  forte  was  the  creation  of  insu- 
lar Utopias  of  leisure  and  fantasy-think  Disney  World-that 
occupied  the  urban  periphery  and  offered  escape  from  the 
city's  messy  realities. 

When  first  presented  with  the  New  Amsterdam  opportunity, 
Disney's  reflex  was  to  attempt  to  gain  dominion  over  the  entire 
theater  block  of  42nd  Street  and  gate  it-forgettmg  that 
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Eisner  pressed 
his  negotiating 
edge  past  the 
point  of  absurdity 
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180,000  commuters  were  passing  through  the  adjacent  Port  Au- 
thority Bus  Terminal  every  weekday.  "We  do  have  some  genetic  in- 
stincts," conceded  Peter  Rummell,  chairman  of  the  Disney  unit  re- 
sponsible for  real  estate  development,  including  theme  parks.  "The 
question  in  these  urban  environments  really  becomes:  'Is  there  a 
way  you  can  have  enough  control?  Because  we  are  control  freaks." 

The  prospect  of  restoring  the  wreck  of  the  New  Amsterdam 
was  daunting  enough  for  Disney,  which  was  not  well-versed  in 
historic  renovation  and  feared  a  headlong  tumble  down  the 
"black  hole"  of  cost  overruns.  But  it  was  the  dire  condition  of  the 
rest  of  the  block  that  really  scared  the  California  company.  Not 
long  after  Eisner's  guided  tour,  he  sent  an  underling  back  alone 
with  a  video  camera  to  document  the  street's  malevolence.  But 
after  much  internal  debate,  the 
Disney  brain  trust  realized  that  at- 
tempting to  reinvent  a  chunk  of 
Midtown  Manhattan  in  Uncle 
Walt's  image  was  a  fool's  errand. 
"You  don't  do  that  on  42nd 
Street,"  said  David  Malmuth,  the 
Disney  executive  directly  respon- 
sible for  the  New  Amsterdam 
venture.  "It's  a  public  place." 

On  Dec.  30, 1993,  the  last  day 
of  the  David  Dinkins  administra- 
tion, Deputy  Mayor  Barry  Sulli- 
van signed  a  sketchy  "memoran- 
dum of  understanding"  moments 
before  he  left  City  Hall  for  the  last 
time.  Much  haggling  remained, 
but  by  the  end  of  the  next  year  a 
deal  finally  was  struck.  The  trans- 
action was  tightly  wrapped  in  fi- 
nancial and  legal  complications, 
but  its  essence  was  this:  The  state 
would  make  a  $26  million  capital 
investment  in  the  New  Amster- 
dam in  the  form  of  a  subsidized 
loan  to  Disney,  which  would  in- 
vest $8  million  in  equity.  Taking 
into  account  a  federal  tax  credit, 
the  company's  net  investment 
would  amount  to  less  than  $3  million.  Still,  Eisner  and  crew  did 
not  get  everything  they  wanted;  most  important,  Disney  was  un- 
able to  purchase  the  New  Amsterdam  outright,  settling  instead 
for  a  49-year  lease. 

The  agreement  also  left  Eisner  an  out.  The  company  had  the 
option  of  withdrawing  unless  two  more  "nationally  recognized 
and  reputable"  entertainment  companies  had  committed  to 
joining  Disney  on  42nd  Street  by  July  15, 1995.  News  of  Dis- 
ney's interest  in  42nd  Street  combined  with  the  subsidies  dan- 
gled by  the  city  and  state  to  pique  the  interest  of  many  other 
contenders.  The  most  notable  were  wax-museum  proprietor 
Tussaud's  Group  Ltd.  and  movie-theater  chain  American  Multi- 
Cinema  Entertainment.  Tussaud's  and  AMC  both  signed  on 
with  up-and-coming  developer  Forest  City  Ratner  Cos.,  which 
fashioned  a  new  $200  million  retail  and  entertainment  com- 
plex from  parts  of  three  theaters  adjoining  the  New  Amster- 
dam: the  Harris,  the  Liberty,  and  the  Empire. 

On  July  20,  city  and  state  officials  crowded  onto  a  makeshift 
stage  that  was  set  up  in  front  of  the  New  Amsterdam.  Eisner 
could  not  attend  the  ceremony  but  phoned  in  from  his  corporate 
jet.  "This  is  really  going  to  happen,"  he  marveled.  "Even  I'm  sur- 
prised." Governor  George  E.  Pataki  and  newly  installed  Mayor 
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Rudolph  W  Giuliani  both  delivered  speeches,  but  it  was  a; 
lant  Rebecca  Robertson  who  best  summed  up  the  moment ' 
future  of  42nd  Street  has  arrived,"  she  proclaimed. 

V 

Bring  On  the  Bulldozers 

TO  PAVE  THE  WAY  FOR  Disney,  Tussaud's,  AMC,  and  the  i 
of  other  brand-name  companies  that  piled  in  behind  ther 
state  laid  out  $400  million  to  condemn  a  wide  swath  of  pre 
ty  and  obliterate  the  last  remnants  of  the  old,  raffishly  de 
42nd  Street.  The  final  roster  of  evictees  compiled  by  42DP  i 
rials  included  15  sex-video  stores,  six  peep  shows,  five  porn  I 

aters,    eight    sex-parapher 
shops,  four  action-film  ho 
two  hairdressers,  25  lawye 
fast-food  restaurants,  10 
two  sporting-goods  stores, 
newspapers,  one  hatter,  one 
vision  studio,  one  joke  store, 
boxing  gym,  one  pimp,  and 
"sadomasochist  therapist" 

From  1995  to  2001,  aboui 
billion  in  private  funds  was 
vested  in  two  square  blocks 
had  not  seen  any  significant 
tal  investment  since  the  19: 
The  lion's  share  of  the  money 
plowed  into  the  constructio: 
four  huge  office  towers  and  a 
story  luxury  hotel.  But  the 
habbed  theater  block  also  is  hoi 
to  five  functioning  playho 
and  two  movie  multiplexes 
ing  38  screens  among  them 
on  Friday  and  Saturday  ni: 
42nd  Street  is  so  thronged 
sidewalks  are  near  impassible 

No  longer  is  42nd  Street 
town's  economic  Dead  Zone 
has  been  integrated  into  the  citt 
economy,  radiating  financial  ben 
fits  to  businesses  and  proper 
owners  throughout  the  area.  Stij 
there  remains  a  patchwork  qu; 
to  42nd  Street's  revival.  Mi 
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And   in   transplanting   a  glitjK 
theme-park  culture  into  the  hea  E 
of  the  big  city,  42nd  Street's  red  x 
velopers  have  enhanced  its  touri 
appeal  at  the  cost  of  alienat 
many  New  Yorkers. 
But  for  the  Walt  Disney  Co.,  42nd  Street  has  proven  an 
qualified  triumph.  Eliminating  every  trace  of  the  damage  dot 
to  the  New  Amsterdam  by  its  previous  owners'  neglect,  Disnt  P 
restored  the  theater  to  a  condition  approximating  its  origin;  _f 
splendor.  In  late  1997,  the  company  reopened  the  New  Am:  ■ 
terdam  with  a  live  adaptation  of  its  hit  film  The  Lion  King.  A ... 
arresting  fusion  of  middlebrow  storytelling  and  avant-gard  " 
costuming  and  design,  the  drama  won  uniformly  laudatory  «  : 
views.  And,  ranking  high  on  the  list  of  the  longest-running  hit 
in  Broadway  history,  The  Lion  King  continues  to  play  to  fu 
houses  on  the  new  42nd  Street. 
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Comeback  of 
A  Superagent 

Leigh  Steinberg  is  a  player  again  after 
a  nasty  lawsuit  nearly  killed  his  business 


RESSED  IN  BAGGY 
shorts,  Nikes,  and  a  tennis 
shirt  testing  the  strength 
and  stretch  of  the  fabric, 
Leigh  W.  Steinberg,  the 
onetime  king  of  sports 
agents,  is  holding  court. 
His  office,  with  a  sweeping  view  of  New- 
port Beach,  Calif,  is  a  testimony  to  deals 
done  and  celebrities  schmoozed:  Dozens 
of  footballs  signed  by  former  clients  litter 
coffee  tables.  TVs  are  everywhere,  all 
tuned  to  ESPN.  Then  there  are  the  pic- 
tures—Steinberg with  Henry  Kissinger, 
with  Oliver  Stone,  with  former  President 
George  H.W.  Bush. 

There  also  used  to  be  a  poster  on  the 
wall  that  read:  "Ten  reasons  why  Drew 
Bledsoe  will  lack  you  in  the  butt."  That 
was  before  Buffalo  Bills  quarterback 
Bledsoe  added  another  by  taking  the 
stand  in  a  nasty  2001  court  case  that  pit- 
ted Steinberg  against  a  handful  of 
agents  who  broke  away  from  his  firm. 
Relying  partly  on  the  testimony  of  dis- 
gruntled former  client  Bledsoe,  the 
suit— which  Steinberg  won  and  which 
the  breakaway  group  is  now  appealing- 
portrayed  him  as  a  drunk,  public  lout, 
and  out-of-control  womanizer  who  had 
lost  touch  with  some  clients  and  embar- 
rassed others. 

Now  the  54-year-old  Steinberg  is  stag- 
ing a  dramatic  comeback.  When  the  Na- 
tional Football  League  conducts  its  draft 
on  Apr.  24,  Steinberg,  who  has  represent- 
ed seven  NFL  first-round  draft  picks  in  a 
30-year  career,  will  have  at  least  six 
clients  who  could  be  chosen  in  the  first 
three  rounds.  One  is  Miami  of  Ohio  quar- 
terback Ben  Roethlisberger,  who  may  be 
among  the  top  three  picks. 

Not  that  it  has  been  easy.  Steinberg's 
agency  lost  more  than  half  its  86  clients 
when  junior  partner  David  Dunn  quit  to 
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start  his  own  firm,  Athletes  First,  in  2001. 
And  in  a  business  where  mothers  entrust 
their  behemoth  sons  to  dealmakers 
they've  just  met,  bad  reputations  die 
hard.  "Agents  were  smiling  about  [his 
problems]  and  taking  shots  at  him,"  says 
rival  agent  Gary  Wichard.  "This  can  be  a 
sick  business." 

Cordel  Harris,  whose  6-foot,  7-inch, 
320-pound  son  Kwame  signed  with 
Steinberg  last  year  and  now  plays  for  the 
San  Francisco  49ers,  says  rival  agents 
talked  trash  about  Steinberg,  but  he  won 
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Oh,  the  Deals  He'll  Do 

It's  free-agent  signing  time  in  the  NFL,  and 
Leigh  Steinberg  has  been  scoring  touchdowns 
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her  over  anyway.  "He  just  spoke  front 
head  and  his  heart,"  she  says.  It  hd 
that  he  showed  up  in  jeans  and  a  T-4 
instead  of  the  typical  agent's  $1,000  j 
The  new  crop  of  potential  draft  p 
will  help  Steinberg's  depleted  prad 
which  gets  3%  for  negotiating  contn 
So  will  such  off-season  deals  as 
seven-year,   $43   million   contrai 
signed  for  Jacksonville  Jaguars  qu 
back  Mark  Brunell  to  play  for  the 
ington  Redskins. 

But  Steinberg  wants 
to    take    his    practice 
even  higher.  "I'm  in  the 
content  business,"  he 
says,  and  he  is  pushing 
to  find  new  businesses. 
He   says   he   has   op- 
tioned  the    rights   to 
make  a  movie  about 
onetime    high    school 
basketball  phenom 
Spencer  Hayward  and 
has  been  shopping— so 
far  without  luck— a  TV 
show  called  Sports  Wars,  in  which 
would  take  on  other  contestants  in  p] 
ical  tests.  And  in  a  bid  to  find  the  next 
Ming,  the  Houston  Rockets'  star  ce: 
Steinberg  is  spending  $10  million  to 
ate  a  sports  academy  in  Beijing  that 
nurture  basketball, 
and  golf  players. 

That  all  sounds  pro 
ing.  But  the  last 
around,  as  Steinberg's 
tention  wandered  from 
clients,  they  wandered 
He  admits  there  was  sot 
truth  to  the  allegati 
about  his  conduct,  "bui 
was  exaggerated  for 
purposes  of  the  tna 
Chastened  by  the  mass  < 
fection  and  having  und 
gone  counseling,  Ste 
berg  says  he  won't  rep< 
those  mistakes 

For  the  wide-eyed  U 
versity  of  California 
Berkeley  Law  School  gi 
who  jumped  into  the  agt 
business  by  winning 
$600,000  contract  from  1 
Atlanta  Falcons  for  Ste 
Bartkowski,  the  NFL's 
draft  in  1975,  the  ride 
was  fast,  the  trip  down  ev 
quicker.  Now,  Leigh  Ste; 
berg  wants  to  prove  he  c 
still  show  them  the  mone; 
By  Ronald  Gw< 
inLosAnge 


tij 


Washington 
Redskins 


Pittsburgh 
Steelers 


Dallas 
Cowboys 


Tampa  Bay 
Buccaneers 


i- 


It's  not  just  what  you  know, 
it's  when  you  know  it. 

The  BusinessWeek  Digital  Edition 

Every  issue,  in  its 
entirety,  direct  to  your  computer 


■  Same  great  content,  same  great  design 

■  Fastest  delivery  of  each  week's  issue 

■  Find  articles  quickly  with  keyword  search 

■  Digital  archive  for  fast  reference 

■  Live  hyperlinks  for  additional  Web  content 

■  On-screen  highlighter  and  notes  capability 

For  a  FREE  sample  issue  visit 
www.businessweek.com/digital 
or  Wayport  locations  nationwide. 


Subscribe  now  and  get  a  FREE  $25 
high-speed  Internet  access  card  from  Wayport! 


Wayport  Prepaid  High-Speed 
Internet  Connection  Card 


w 

I  '    The 

^M      atari 

^m       For  a  concrete  list  oi  locations.  vM 

V     www.waYport.net/hcations 

WW       For  techno*  support  cat  877-  WAYPORT 


Tl«s  card  b  pal  for*rw  Wh-fi  «nr*«t 
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.  A  connection  is  good  for  unlrmiled  access  until 
midnight  tor  wtrefcss  connections  in  arports  and  hotel  lobbies 
and  until  next  check-in  time  for  guestroom  connections  at  hoteis 

This  card  also  entitles  you  to  2S*  off  wmfalliuii  durjB 
at  any  tuK^ervice  Wayport  laptop  lane  store** 


Use  this  prepaid  card  at  hundreds  of 
Wayport-enabled  hotels  and  airports 
nationwide,  and  select  McDonald's 
locations  in  the  San  Francisco  Bay  area. 

To  find  out  more,  visit 
www.businessweek.com/digital/wayport. 
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Where 

Investors 
Hunt  for 
Refuge 

As  the  bull  struggles,  they're  playing  it  safer  at  home 
-and  investing  more  abroad,  by  lauren  young 
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AFTER  ENJOYING  SPECTACULAR  GJ 
last  year,  mutual-fund  investors  gc 
dose  of  reality  in  the  first  quarter  of  2( 
Renewed  concerns  about  terrorism 
economic  miscues  sent  investors 
from  speculative  stocks  to  more 
drum  value  stocks.  Strangely  enough, 
often-risky  emerging-market  stocks 
flourished.  "The  market  has  two  fac 
says  Rosanne  Pane,  a  mutual-fund  st 
gist  at  Standard  &  Poor's  (S&P). 

It  may  seem  odd  that  investors 
stability  at  home  while  they're  nu 
dicey  bets  abroad.  But  the  flight  to 
in  the  U.S.  follows  last  year's  big  ga 
technology,  Internet,  and  other  high-f 
ing  sectors.  "The  U.S.  market  is  cycliil 
back  to  things  that  are  less  risky,"  sa;  - 
Janna  Sampson,  co-manager  of  the  valu 
minded  $95  million  AmSouth  Select  E< 
uity  Fund,  which  gained  2.2%  during  M  **? 
quarter  through  Mar.  26.  The  averai 
stock  fund  earned  a  total  return  of  1.47° 
the  average  bond  fund,  154%.  (Total  r 
turn  includes  appreciation  plus  reinves 
ment  of  dividends  and  capital  gains  b 
fore  taxes.)  The  best  performer  during  tf 
period  was  American  Heritage,  whic 
despite  its  name,  is  a  quirky  foreign  stoc 
fund.  It  gained  44.44%.  The  Standard 
Poor's  500-stock  index  lost  0.08%.  Fun 
returns  are  calculated  for  BusinessWeek  r 
its  sister  company,  S&P. 
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le  the  average  fund  merely  stayed 

luring  the  quarter,  there  were  some 

kuts.  Among  U.S.  diversified  funds, 

leap  value  funds  performed  best, 

}g  3-3%.  Several  sectors,  including 

lmunications  (up  5-38%)  and  real 

(up  9.15%),  also  delivered  strong 

lances.  Overseas  investing  fared 
|The  average  diversified  emerging- 
Ms  fund  rose  6.15%,  and  Japan 
[gained  a  stellar  12.81%. 

ced-income  markets,  the  biggest 

came   from   long-term   debt: 

Ifunds  that  focus  on  U.S.  Treasuries 

laturities  of  10  years  or  more  rose 

reason:  Interest  rates  contin- 

|o  fall,  confounding  many  experts 

jected  rates  to  spike  in  early  2004. 

TIOUS  MARKET" 

IES  MANAGERS  are  hoping  strong 
uarter  earnings  reports  will  spark 
performance    for    U.S.    stocks, 
t  we  have  is  a  very  cautious  mar- 
says  S&P's  Pane.  "It  needs  to  hear 
news  on  earnings."   Profits  for 
-cap  stocks  are  likely  to  climb  24.1% 
first  quarter,  while  large-cap  profits 
■cpected  to  rise  173%,  says  Steven  De- 
ris, a  small-cap  strategist  at  Pruden- 
quity  Group.  Small-cap  funds  are  ex- 
id  to  continue  to  beat  large  caps 
use  small  companies  are  cheaper  and 
higher  growth  rates  than  blue  chips, 
though  the  U.S.  market  remains  in  a 
■and-see  mode,  mutual  funds  are  en- 
ig  an  uptick  in  popularity.  Strategic 
;ht,  a  fund  consulting  firm,  estimates 
equity  and  balanced  fund  inflows 
ig  the  first  quarter  will  near  the  prior 
terly  inflow  record  of  $134  billion 
hed  in  the  first  quarter  of  2000.  The 
x  is  a  mixed  blessing,  because  man- 
s  say  if  s  getting  harder  to  find  new 
s.  Dodge  &  Cox  Stock  Fund  closed  to 
investors  in  January,  after  raking  in 
billion  in  2003. 

he  problem  is  even  more  acute  in  the 
11-cap  arena:  More  than  24  small- 
pany  funds  have  closed  in  the  past 
•,  according  to  S&P.  The  $1.1  billion  RS 
ners  Fund,  for  example,  nearly  dou- 
1  since  September.  To  cope  with  a  big- 
asset  base,  portfolio  manager  Andy 
ra  is  stretching  the  fund's  small-cap 
verse  from  stocks  with  market  capital- 
ions  up  to  $700  million  to  those  up  to 
jillion.  Pilara  says  he  wants  to  avoid 
oming  a  mid-cap  fund.  "We  are  con- 
ring  when  to  close,"  he  says, 
mall-cap  veteran  Mary  Lisanti,  man- 


The  Best  Performers 

FUND                                                                      TOTAL  RETURN* 

FUND                                                                      TOTAL  RETURN' 

American  Heritage 

44.44% 

Buffalo  Small  Cap 

13.03% 

Third  Millennium  Russia 

27.54 

Commonwealth  Japan 

12.92 

ProFunds  Wireless  Ultrasector  Inv. 

25.48 

The  Japan  S 

Morgan  Stanley  Japan  D 

iShares:S&P  T0PIX  150  Index 

12.89 
12.82 
12.76 

ING  Russia  A 

21.91 

US  Global  Accolade  Eastern  European 

21.79 

Bruce 

20.92 

Morgan  Stanley  Instl.  Jap.  Val.  Equity  B  12.75 

iShares  MSCI  Mexico  Index 

20.32 

T.  Rowe  Price  Japan 
JPMorgan  Fleming  Japan  A 

12.69 
12.33 

ProFunds  Ultra  Japan  Inv. 

20.09 

Morgan  Stanley  Instl.  Asian  Real  Est.  B 

16.62 

Fidelity  Japan 

12.31 

T.  Rowe  Price  Emerg.  Eur.  &  Mediterr. 

16.35 

Jacob  Internet 

11.80 

Japan  Smaller  Companies 

15.95 

GAM  Japan  Capital  A 

11.74 

iShares  MSCI  Austria  Index 

15.24 

Morgan  Stanley  Instl.  Intl.  Small  Cap  A  11.55 

Vontobel  Eastern  European  Equity 

15.11 

Dreyfus  Premier  Japan  A 

11.55 

PIMCO  Commod.  Real  Ret.  Strat.  Instl.  14.62 

Alpine  US  Real  Estate  Equity  Y 

11.15 

Rydex  Large  Cap  Japan 

14.56 

iShares  Goldman  Sachs  Netwkg.  Index  11.14 

Matthews  Japan 

14.53 

Morgan  Stanley  Intl.  Small  Cap  A 

11.07 

Fidelity  Advisor  Japan  A 

14.04 

Vanguard  Pacific  Stock  Index 

10.96 

iShares  MSCI  Malaysia  Index 

13.95 

AFBA  Five  Star  Small  Cap  A 

10.95 

Jennison  Health  Sciences  A 

13.90 

Strategic  Partners  Real  Est.  Secur.  A 

10.78 

ProFunds  Real  Estate  Ultrasector  Inv. 

13.77 

Credit  Suisse  Japan  Equity  Adv. 

10.66 

Fidelity  Select  Wireless 

13.69 

iShares  MSCI  South  Korea  Index 

10.65 

Scudder  Global  Biotechnology  A 

13.55 

Oppenheimer  Intl.  Small  Company  A 
Undiscovered  Managers  REIT  Inst. 

10.57 
10.56 

Fidelity  Japan  Small  Co. 

13.44 

iShares  MSCI  Japan  Index                  13.05           iShares  Cohen  &  Steers  Realty  Majors  10.53 

•Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes.  Jan.  1-Mar  26. 2004                                        Data:  Standard  &  Poor's 

The  Worst  Performers 

FUND                                                                     TOTAL  RETURN* 

FUND                                                                    TOTAL  RETURN* 

Grand  Prix  A 

-18.97% 

Ameritor  Investment 

-5.88% 

Thurlow  Growth 

-17.16 

Van  Wagoner  Emerging  Growth 

-5.81 

ProFunds  Semiconductor  Ultrasector  Inv. 

-13.69 

Emerald  Select  Technology  A 

-5.73 

Navellier  Perf.  Aggressive  Growth 

-10.37 

Gabelli  Gold  A 

-5.73 

Corbin  Small  Cap  Value 

-10.19 

Rydex  Large  Cap  Europe 

-5.73 

Proftmds  Precious  Metals  Ultrasector  Inv. 

-9.63 

Oberweis  Micro-Cap 

-5.56 

Rydex  Dynamic  Velocity  100 

-8.18 

Fidelity  Select  Gold 

-5.43 

ProFunds  UltraOTC  ProFund  Inv. 

-8.01 

Fidelity  Select  Transportation 

-5.41 

Royce  Technology  Value 

-7.27 

Kinetics  Internet  Adv.  A 

-5.33 

Hallmark  Eqty.  Intl.  Small  Cap  R 

-7.05 

Brazos  Micro  Cap  Y 

-5.21 

Oppenheimer  Gold  &  Special  Minerals  A 

-7.03 

USAA  Precious  Metals  &  Minerals 

-5.19 

ProFunds  Ultra  Technology  Inv. 

-7.02 

Bridgeway  Micro-Cap  Limited 

-5.10 

Profimds  Basic  Materials  Ultrasector  Inv. 

-6.99 

Pioneer  Papp  Strategic  Growth  A 

-5.09 

Proftjnds  Pharmaceuticals  Ultrasector  Inv. 

-6.72 

Trainer  Wortham  First  Mutual 

-5.08 

Monetta  Select  Technology 

-6.70 

0CM  Gold 

-4.93 

iShares  MSCI  Germany  Index 

-6.69 

Potomac  0TC  Plus  Inv. 

-4.92 

Rydex  Electronics  Adv. 

-6.64 

Fidelity  Select  Multimedia 
ING  Precious  Metals 

-4.91 
-4.90 

Gabelli  Westwood  Small  Cap  Equity  AAA 

-6.59 

Marketocracy  Technology  Plus 

-6.55 

Vanguard  Precious  Metals 

-4.88 

PBHG  Emerging  Growth 

-6.47 

iShares  MSCI  Brazil  Index 

-4.87 

Nevis 

-6.26 

Bailard  Biehl  &  Kaiser  Enhanced  Growth 

-4.85 

iShares  MSCI  Netherlands  Index 

-6.15 

ASAF  Prof  und  Managed  0TC  C 

-4.76 

Strong  Advisor  Technology  B 

-6.15 

Delaware  Technology  &  Innovation  B 

-4.73 

Rydex  Transportation  Adv. 

•Appreciation  plus  reinvestment  of  dividends  and  capital 

-6.05            Potomac  Small  Cap/Short  Inv.            -4.73 

gains  before  taxes.  Jan  1-Mar  26. 2004                                         Data:  Standard  &  Poor's 
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ager  of  the  new  Adams  Harkness  Small 
Cap  Growth  fund,  anticipates  at  least  five 
more  years  of  outperformance  for  small 
companies,  mainly  because  so  many 
stockpickers  ignore  small  caps  and  un- 
derestimate their  growth  potential.  In 
addition,  small  caps  are  outpacing  large 
caps  in  terms  of  return  on  capital. 
"That's  the  tipoff  to  small  caps  outper- 
forming," Lisanti  says.  She  likes  special- 
ty retailers  such  as  AnnTaylor,  which  im- 
proved inventories  and  is  finally  fixing 
merchandising. 

SAFETY  IN  VALUE 

LOOKING  AT  THE  BROADER  market,  val- 
ue funds  that  focus  on  unloved,  conserva- 
tive stocks  are  beating  funds  that  invest  in 
high-flying  companies  with  strong  earn- 
ings growth.  A  favorite  of  AmSouth's 


Sampson  is  payroll  giant    "H"ip-V|  Wfirlfl 

Automatic  Data  Process-  &1J 

ing,  which  has  a  solid  bal- 
ance sheet  and  a  steady 
income  stream  from  pay- 
check  processing.   Even 
better,  "it's  one  of  the  few 
stocks  that  will  benefit  if 
short-term  interest  rates 
rise,"      Sampson     says. 
Right  now,  ADP  is  set  to 
earn  about  $300  million 
this  year  on  the  tax  and 
payroll  payments  it  parks  in  the  commer- 
cial paper  market  for  short  periods  of 
time.  If  rates  rise,  the  company  will  earn 
even  more,  Sampson  says. 

Among  single  sectors,  real  estate  funds 
jumped  9.15%  during  the  quarter,  as  con- 
tinued record  low  interest  rates  kept  the 


oil  and  gas 

E rices  are 
elping 
energy-rich 
Russia 


Strong  Showings  from  Asian  Funds 

CATEGORY 

TOTAL  RETURN* 

CATEGORY 

TOTAL  RETURN* 

Japan 

12.81% 

Mid-cap  Growth 

1.62% 

Real  Estate 

9.15 

International  Hybrid 

1.52 

Diversified  Pacific/Asia 

6.73 

Small-cap  Growth 

1.29 

Diversified  Emerging  Markets 

6.15 

All  Cap 

1.22 

Latin  America 

5.43 

Domestic  Hybrid 

1.03 

Telecommunications 

5.38 

Large-cap  Value 

0.56 

Pacific/Asia  ex-Japan 

3.65 

Miscellaneous 

0.43 

Financial 

3.32 

Europe 

0.27 

Small-cap  Value 

3.30 

Large-cap  Blend 

0.00 

Health 

3.06 

Large-cap  Growth 

-0.44 

Small-cap  Blend 

2.80 

Technology 

-1.01 

Mid-cap  Value 

2.63 

Precious  Metals 

-3.82 

Foreign 

2.48 

All  International  Funds 

2.99 

Natural  Resources 

2.32 

Mid-cap  Blend 

2.28 

All  Equity  Funds 

1.47 

Utilities 

2.27 

U.S.  Diversified  Funds 

0.94 

World 

Standard  &  Poor's  500 

-0.08 

•Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes.  Jan.  1-Mar  26.  2004 

Data:  Standard  &  Poor's 

Long-Term  Bond  Funds  Lead  the  Pack 


CATEGORY 

TOTAL  RETURN* 

Long  Government 

4.20% 

Long  (General) 

3.86 

Emerging  Markets  Bond 

2.49 

Intermediate  (General) 

2.23 

Intermediate  Government 

2.08 

Convertibles 

1.91 

Muni.  High  Yield 

1.66 

Muni.  California  Long 

1.61 

Muni.  Single-State  Long 

1.54 

Muni.  National  Long 

1.46 

Muni.  New  York  Long 

1.36 

Multisector 

1.34 

High  Yield 

1.26 

CATEGORY                                                         TOTAL  RETURN* 

International  Bond 

1.19% 

Muni.  Single-State  Intermediate 

1.19 

Muni.  National  Intermediate 

1.17 

Muni.  New  York  Intermediate 

1.14 

Short  (General) 

1.13 

Muni.  Calif.  Intermediate 

1.11 

Short  Government 

1.08 

Muni.  Short 

0.50 

Ultrashort 

0.49 

Taxable  Bond  Funds 

1.76 

All  Bond  Funds 

1.54 

Municipal  Bond  Funds 

1.27 

•Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes.  Jan.  1-Mar  26.  2004 


Data:  Standard  &  Poor  s 


market  for  new  hous 
commercial  properties 
Telecommunications 
which  soared  more  than 
in  2003,  continued  th 
bound     as     well.     Ti 
O'Brien,  manager  of  the 
rnillion  Evergreen  Ui 
Telecommunications 
says  many  telecoms  are 
ter  financial  shape  after 
ding  debt  and  cutting 
es.  With  more  fat  to 
enhanced  revenue  growth,  he's  b 
the  sector.  "You  can't  save  your 
prosperity,  but  so  far,  so  good,"  O 
says.  His  top  holdings  include  SBC 
munications,  Verizon,  and  BellSouth 
Energy  has  also  caught  the  e 
fund  managers.  Energy  demand 
creasing  amid  global  growth,  but ! 
is  shrinking.  That's  why  Larry  Ba 
manager  of  the  $1.6  billion  Victo 
versified  Fund,  is  making  a  bet  o 
sector  with  positions  in  BP  and  El 
"It's  an  industry  where  the  major 
panies  have  underinvested  in  the 
decade,"  he  says.  "There  is  going  to 
lot  of  catch-up  spending."  Although 
ploration  and  production  outfits  hi 
had  a  big  run,  oil  service  stocks  are] 
starting  to  move. 
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TOPPING  THE  CHARTS 

DURING  THE  FIRST  quarter,  inve: 
also  found  relief  overseas,  particular! 
the  emerging  markets.  S&P  doesn't  h 
category  that  tracks  Eastern  Europe, 
funds  that  focus  on  the  region  are  toppjjjjukr. 
the  charts.  "The  developed  markets 
coming  down,  and  Eastern  Europe  is 
ing  fine,"  says  Soeren  Rytoft,  manag 
the  Metzler/Payden  Eastern  Euro 
fund,  which  is  up  16.8%  in  2004. 

High  oil  and  gas  prices  are  help: 
energy-rich  Russia.  And  natu: 
resource  companies  in  the  region,  es 
daily  copper  and  silver  producers 
Poland,  are  benefiting  from  high  mata  Br; 
als  prices.  Rytoft  sees  even  better  tini'  M; 
ahead,  with  10  Eastern  European  com  :re: 
tries,  including  Hungary,  Poland,  tl  : 
Czech  Republic,  and  Slovakia,  set  to  jo:  ."A 
the  European  Union  in  May. 

Elsewhere  in  the  emerging  market  tn- 
managers  remain  bullish  on  Asia.  Ma  *  J 
than  18%  of  the  $2.2  billion  William  Bhj  of  i 
International  Growth  fund  is  invested  i  kb 
Asian  companies.  Manager  W.  Geoifi? 
Greig  says  China  is  fueling  a  region;  is 
boom,  even  in  once-sluggish  Japan.  H  rb 
says  Asia  should  continue  to  deliver  hig  th 
growth  because  economies  are  in  gook 
shape,  balance  sheets  are  solid,  and  cuii 
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tiggest  Funds 


i  Index  Inv. 
sllan 

jmpany  of  America  A 
Mutual  Investors  A 
I  of  America  A 
[Poor's  Depositary  Rcpts.  42.4 


37.4 
34.2 
34.0 
32.1 
31.2 
30.5 
29.6 


rafund 
Stock 

of  America  A 
Growth  A 
ft  &  Income 
live  A 

Priced  Stock 

tal  Stock  Mkt.  Index  Inv.  26.2 
llington  Inv.  25.3 

indsor  II  Inv.  24.3 

ity- Income  24.3 

wth  Company  23.7 

le  Chip  Growth  23.2 

30  Index  Tracking  Stock    22.8 


ASSETS        TOTAL 
(SBILLION)   RETURN' 

78.5  -0.01% 

68.3  -0.36 

60.5  -0.12 

58.1  -0.06 

52.0     1.47 

-0.35 

1.50 

3.19 

-0.35 

4.50 

-0.40 

1.10 

3.69 

0.69 

0.97 

2.68 

-0.12 

0.76 

-0.71 

-3.56 

us  reinvestment  of  dividends  and  capital 

ices.  Jan.  1-Mar  26. 2004  Data:  Standard  &  Poor's 

s  are  well  supported.  Retailer  Es- 
br  example,  offers  "the  perfect 
of  Hong  Kong  sourcing  and  Ger- 
nerchandising,  Greig  says. 
t  emerging  markets  are  also  a  fa- 
of  fixed-income  investors  waiting 
S.  interest  rates  to  spike.  "It's  a 
of  chicken,"  says  Jan  Faller,  lead 
ger  of  the  $425  million  Scudder 
:gic  Income  Fund.  "Sooner  or  lat- 
u  know  rates  are  going  to  rise.  But 
s  not  rewarded  for  taking  signifi- 
interest-rate  risk  in  the  U.S." 
s  why  Faller  is  spreading  his  risk 
ig  emerging-market  bonds  that 
correlate  as  closely  with  the  U.S. 
market.  "We  view  the  emerging 
:ets  as  a  place  to  hide  for  now," 
r  says.  The  fund  holds  sovereign 
s  from  Russia,  Romania,  Bulgaria, 
3razil. 

bile  U.S.  junk  bonds  don't  offer 

returns  relative  to  U.S.  Treasuries, 

managers  think  they  are  a  decent 

"As  the  economy  improves,  default 

should  go  down,"  says  Richard  T 

tney,  manager  of  the  $2.1  billion  T 

e  Price  Balanced  Fund,  which  has 

Df  its  portfolio  in  high-yield  bonds. 

bond  prices  are  less  vulnerable  to 

g  rates  because  in  a  good  economy, 

issuers'  finances  are  improving  and 

become  better  creditors.  In  a  mar- 

thafs  moving  in  disparate  direc- 

s,  adding  a  little  junk  to  your  hold- 

;  is  not  a  bad  strategy.  ■ 


A  Muscle  Truck 
That's  All  Looks 

GM's  pricey  SSR  sport  pickup  has  macho  glamour, 
but  it's  a  rough  ride.  BY  DAVID  WELCH 


WHO  SAYS  GEN- 
eral  Motors 
can't  build  cool 
cars?  Just  look 
at  the  ret- 
ro muscular 
Chevrolet  SSR 
convertible  sport  pickup.  With  its  big 
grille,  round  headlights,  and  wide, 
flared  fenders,  the  styling  harks  back  to 
the  Chevy  pickups  of  the  late  1940s. 
Add  to  that  a  brawny  V-8  engine,  and 


RETRO  CHEVY  The 

hard  top  retracts  for 
open-air  cruising 


gree  right  turn  quickly,  and  the  rear  end 
went  swinging  to  the  left.  It  was  fun,  I 
admit,  but  it  shows  the  SSR  is  more 
about  style  than  handling. 

The  pickup  bed  is  useable,  although 
the  SSR  is  hardly  the  kind  of  truck  you 
would  load  up  with  mulch.  You  don't 
want  to  scratch  this  baby.  The  bed  is  cov- 
ered by  a  painted,  locking  hard  cover. 
Thaf  s  handy  if  you're  transporting  some 
valuable  cargo  and  want  to  stow  it  away 
out  of  sight.  Another  nifty  feature  is  the 


the  SSR  promises  to  be  a  pretty  cool 
package. 

Does  the  SSR,  which  runs  from 
$42,000  to  $45,000,  deliver  on  that 
promise?  It  does  if  you're  looking  for 
panache.  But  it  lacks  great  driving  per- 
formance. While  the  300-horsepower  V- 
8  makes  the  car  roar,  serious  sports  car 
fans  will  want  more  power.  The  SSR  is 
built  on  the  bulky  chassis  of  the  Chevro- 
let TrailBlazer  SUV,  which  is  one  reason 
the  SSR  weighs  in  at  a  hefty  4,800 
pounds.  A  bigger  engine,  like  the  350- 
horses  in  the  Pontiac  GTO,  would  make 
this  one  scream. 

The  SSR  also  could  use  more  refine- 
ment. It's  low  to  the  ground  like  a  sports 
car  but  the  ride  is  harsh.  I  took  a  90-de- 


hard  top  that  retracts  at  the  push  of  a 
button  for  open-air  cruising. 

The  pickup's  biggest  drawback  is  its 
price.  With  chrome  accents  stretching 
across  the  steering  wheel  and  on  the  gear 
shift,  center  console,  stereo  controls,  and 
door-lock  knobs,  it's  stylish  inside.  Still,  it 
suffers  in  comparison  with  other  cars  in 
the  same  price  range  that  are  more 
warmly  appointed  with  soft  leather. 
Since  the  SSR  is  not  a  true  performance 
car,  you're  not  getting  the  kind  of  bang 
for  your  buck  that,  say,  a  BMW  delivers. 

The  SSR  is  a  sexy  convertible  for  burn- 
ing down  the  boulevard.  But  you  really 
have  to  be  enamored  with  its  looks  and 
all-American  image  to  be  satisfied  with 
the  truck  at  this  price.  II 
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Business  Benefits 


HowtoReelln 
Soaring  Pill  Prices 

Ask  about  generics  or  other  alternatives,  check  the 
Net,  and  try  mail  order,  by  arlene  weintraub 


DICK  LEVITT  USED  TO 
spend  $1,800  a  year  in 
insurance  co-payments 
for  the  14  medications  he 
and  his  wife  were  taking 
regularly.  Then  Levitt,  an 
entrepreneur  in  Ontario, 
Calif,  got  creative.  He  had  his  wife  ask  her 
doctor  for  the  double-strength  version  of 
her  blood-pressure  drug.  With  a  pill  split- 
ter, Levitt  cuts  the  pills  in  half  and  gets  two 
months'  worth  for  the 
price  of  one.  He  also  fills 
the  prescription  through 
Drugstore.com.  Now  the 
Levitts  are  saving  $92  a 
year  just  on  that  one 
medication  and  about 
$600  a  year  on  their  total 
drug  bill. 

Even   people  with   a 
prescription  plan  are  suf- 


fering sticker  shock  at  the  pharmacy  (page 
28).  With  co-payments  for  a  one-month 
supply  jumping  from  $10  to  $20,  or  even 
$50  for  some  brand-name  drugs,  and  with 
health  plans  refusing  to  cover  some  drugs 
altogether,  there's  a  remedy:  Shop  around. 
When  filling  a  prescription  in  a  drug 
store,  always  ask  what  the  "cash"  price  is 
before  you  present  your  insurance  card. 
Many  generics  cost  less  than  $10  a 
month,  but  some  plans  allow  the  phar- 


macy to  collect  the  co-pay  anyway. ) 
your  plan  if  the  retail  price  is  lowe^ 

If  you  take  the  drug  regularly, 
the  90-  or  100-pill  price.  It's  often  i 
er  to  buy  in  bulk  out  of  pocket  than  | 
the  co-pay  for  each  refill.  (Insi 
companies  generally  limit  you  to  a : 
supply  per  co-pay.)  Sav-On  Drugs 
Angeles,  for  example,  charges  $10. 
a  30-day  supply  of  hydrochlorothiaj 
popular  blood-pressure  remedy.  A  t\ 
supply  costs  the  same  $10.99,  anf 
tablets  are  $13.69 

You  can  stretch  your  co-pay  by  i 
mail-order  option.  Major  insurers,  si) 
Aetna  Inc.  and  WellPoint  Health  Net 
Inc.,  have  discount  agreements  withl 
order  pharmacies  to  send  you,  say,| 
months'  worth  of  medication  fo 
equivalent  of  two  monthly  co-pays.i 
you  send  in  the  initial  prescription 
can  order  refills  via  phone  or  the  Inttf 

BEWARE  OF  TV  ADS 

CHECK  INTERNET  PHARMACIES! 
Costco.com     sells     that     same 
drochlorothiazide  at  $6.39  for  100 
and  will  ship  it  free— and  you  don't- 
to  be  a  Costco  warehouse  club  me 
Drugstore.com  has  good  prices  on  g 
ics,  and  24-hour  on-call  pharmacist 

When  all  else  fails,  consider  swit 
to  a  different  medication  altog 
Health  plans  put  the  highest  co-pa 
many  new  drugs  to  encourage  consu 
to  use  cheaper  alternatives  that  may  b 
as  effective.  Call  your  plan  pharmacis 
ask  if  any  of  the  drugs  you  take  hav< 
expensive  substitutes.  Then  ask  your 
tor  if  you  can  safely  switch. 

Beware  of  what's  promoted  o 
Some  of  the  most  heavily  adver 
medicines  have  the  highest  co-pay 
cause  insurers  believe  they  are  little  i 
than  slightly  tweaked  versions  of 
less  pricey  drugs.  The  "purple  pill  c; 
Nexhim"  for  acid  reflux  disease  coulc 
$50  or  more  a  month  through  you 
surance.  But  Prilosec,  a  close  relative, 
over  the  counter  for  about  $20. 
enough  to  give  you  heartburn  over  ri 
drug  prices— and  to  send  you  searci 
for  more  reasonably  priced  options. 


Saving  at  the 
Pharmacy 

If  your  prescription  costs  top  dollar,  ask 
your  doctor  if  you  can  try  a  cheape ' 
alternative.  Here's  how  much  a  month's 
worth  of  some  drugs  may  run  in  a 
typical  three-tiered  health  plan: 


CONDITION 

TIER  3  (Non- 
formulary  drug) 

TIER  2  (Covered 
brand-name  drug) 

TIER  1  (Generic)/ 
OVER  THE  COUN" 

High  cholesterol 

Crestor/ 
$50  co-pay 

Zocor/ 
$35  co-pay 

Generic  Mevacc 
$10  co-pay 

Allergies 

Clarinex/$50 

Flonase  Nasal 
Spray/$35 

Generic  Claritin 
retail  for  60  pill; 

Acid  reflux 

Nexium/$50 

Prevacid/$35 

Prilosec/ 
$20  retail* 

•  These  drugs  are  sold  over  the  counter  and  are  not  covered  by  any  health  plan. 

Data:  Aetna  Inc..  WellPoint  Health  Networks  Inc..  drugstore  com 
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INSURANCE 


RETIREMENT  PLANNING  \    EDUCATION  FUNDING 


ESTATE  PLANNING 


There  are  times  in  life  when  you  could  really  use  expert 
financial  advice.  For  more  than  145  years,  Northwestern 
Mutual  and  its  products  have  quietly  earned  a  most  enviable 
reputation.   Visit   www.nmfn.com    for   more    information. 


W  Northwestern  Mutual 

FINANCIAL  NETWORK* 
It's  time  for  a  Quiet  Conversation? 


for  these 

:  offered  tl 


Personal  Business  Leisure 


Whatever  Floats 
Your  Boat 

More  American  families  are  discovering  the  fun 
of  building  their  own  small  craft.  BY  ELAINE  S.  SILVER 


d 

k 

* 

' 

! 

IN  THE  CENTER  OF  A  LOOSE 
circle  formed  by  the  Nimr  family 
of  Southport,  Conn.,  a  17-foot 
kayak  called  a  Merganser  is  tak- 
ing shape.  Kristen,  Amer,  and 
their  three  sons— Rakan,  13; 
Ramzi,  11;  and  Rashad,  8— start- 
ed in  February  at  Wooden  Boat  Work- 
shop in  Norwalk,  Conn.,  with  24  pieces 
of  precut  plywood  panels.  Now  they  are 
stitching  the  top  and  bottom  halves  to- 
gether using  copper  wire.  When  they  are 
finished  with  this  stage  of  the  project, 
they  will  apply  fiberglass  tape  to  the 
seams,  remove  the  stitching,  and  paint 
on  an  epoxy  glue  to  hold  the  two  halves 
together.  They've  set  aside  three  hours 
every  Saturday  to  work  on  the  little  ves- 
sel so  that  by  June,  they  can  launch  it 
into  the  Long  Island  Sound. 

EVERYONE  WORKS 

LIKE  THE  NIMRS,  families  coast  to 
coast  are  discovering  that  building  a 
boat  can  be  an  enjoyable  way  to  learn 
new  skills  and  create  something  tangible 
together.  With  the  boat-building  season 
getting  under  way,  you  can  sign  up  for 
courses  lasting  10  or  15  weeks  at  mar- 
itime museums,  yacht  clubs,  and  car- 
pentry shops.  Wooden  Boat  magazine 
runs  one-  and  two-week  workshops  in 
all  aspects  of  boat-building  at  its  head- 
quarters in  Brooklin,  Me.,  and  other  lo- 
cations around  the  country.  Or  you  can 
assemble  a  boat  in  two  to  three  days  at 
one  of  the  more  than  24  venues  from 
California  to  Arkansas  and  Maryland 
that  are  participating  in  Family  Boat 
Building  Week,  July  19-25  (familyboat- 
building.com).  The  cost  ranges  from 
$500  to  $1,500  per  family,  depending  on 
the  location,  duration  of  the  course,  and 
type  of  boat  you  make. 

Don't  worry  if  you  don't  know  a  skiff 
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NORWALK,  CONN.  A         from  a  schooner, 
sailboat  shapes  up         "with  the  prop- 

(t£P)ualthe.NirTS  er    instruction 

^^kayak  and       easy-to- 

build  boat,  any- 
one can  do  it,"  says  Carl  Cramer,  publish- 
er of  Wooden  Boat,  which  is,  along  with 
the  Alexandria  (Va.)  Seaport  Foundation, 
a  sponsor  of  Family  Boat  Building  Week. 
At  the  programs  run  by  Alexandria's  Ex- 
ecutive Director  Joe  Youcha,  participants 
assemble  a  rowboat  called  the  Bevin's 
Skiff  by  nailing  together  30  pieces  of  pre- 
cut wood.  After  listening  to  a  talk  about 
safety,  materials,  and  how  to  use  a  caulk- 
ing gun,  the  families  watch  as  group  lead- 
ers demonstrate  how  to  measure  the  cen- 
ter frame  and  attach  it  to  the  stem,  a  part 
of  the  boat's  bow,  or  front.  The  trickiest 


part  is  fitting  the  chines— the  points 
which  the  sides  of  the  boat  meet  the 
bottom.  If  you  don't  seal  these  sea 
properly  with  special  pieces  of  wood,  I 
boat  will  leak. 

Everyone  works.  Kids  as  young  al 
can  hammer  in  nails,  while  even  lid 
ones  can  fetch  supplies.  Last  Octob 
Marvin  and  Kayo  Motsenbocker  a 
their  three  daughters,  aged  11,  9,  anc 
built  a  rowboat  in  Alexandria  that  the)* 
ready  to  use  this  spring.  "If  you  had  asl 
my  kids:  'Could  you  do  this?'  they  woi 
have  said  no.  But  now  they  know— if  3 
take  something  step  by  step  and  take  yai 
time,  you  can  do  it,"  says  Marvin.  "Thi 
have  a  great  deal  of  pride  in  what  theyN 
done."  And  they  can't  wait  to  go  fishiB 
with  their  grandpa  in  their  new  craft.  I 


GAME  PLAN 


ANOTHER    REASON    PSEG    HAS    WALL    STREET'S    ATTENTION] 


In  the  end,  the  team  with  the  most  runs,  not  home  runs,  wins.  That's 


been  our  game  plan  at  PSEG  for  one  hundred  years.  Our  corporate 


style  is  to  stick  to  what  we  know  best.  We  go  for  singles  and  doubles. 


Rather  than  swing  for  the  fences.  Besides,  our  portfolio  of  businesses 


gives  us  a  balanced  lineup  of  performers,   including  a  New  Jersey 


utility,   a  Northeast,   generating   company   and   other  energy  related 


businesses.   And  as  our  overall  earnings  record  suggests,   good 


things  happen  when  you  cover  all  the  bases. 


PSEG 

We  make  things  work  for  you. 


www.pseg.com 


Personal  Business  Travel 


Homage  To 
Catalonia's  Bubbly 

Cava  is  wildly  popular  in  Barcelona-and  its  makers 
are  pushing  it  hard  in  the  U.S.  BY  ELLEN  HOFFMAN 


A  FRUITY  AROMA  WAFTS 
around  our  tour  group 
as  we  meander  through 
a  series  of  century- old 
cellars.  In  these  dimly 
lit  tunnels,  with  their 
arched  ceilings  and  walls 
of  brick  and  stone,  the  temperature  is  al- 
ways about  57F.  In  the  shadows  is  a  seem- 
ingly endless  procession  of  wine  bottles, 
stowed  in  wooden  racks. 

The  sparkling  wine  in  those  bottles  is 
known  as  cava,  the  Catalan  word  for  cave. 
Grape  growers  in  the  Spanish  province  of 
Catalonia  have  been  making  their  local 
version  of  Champagne  since  1872.  The 
cava  is  considered  so  versatile,  it's 
quaffed  as  a  pre-dinner  drink,  along  with 
the  appetizer  or  main  course,  or  with 
dessert.  Cava  is  also  the  mainstay  of  bars 
known  as  xampanyerias.  But  it's  only  in 
recent  years  that  producers  such  as 
Codorniu  and  Freixenet  have  been  pro- 
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moting  cava  extensively  in  the  U.S., 
where  their  sparkling  wines  usually  sell  in 
the  $8-to-$30  range. 

If  you're  visiting  Barcelona,  try  a  day 
trip  by  train  or  car  to  Sant  Sadurni 
d'Anoia,  about  25  miles  west.  More  than 
80  cava  producers  are  in  the  area,  but 
Codorniu  (www.codorniu.es)  and  Freix- 
enet (www.freixenet.es)  are  the  largest  by 
far  and  can  accommodate  numerous  vis- 
itors. Free  tours  at  both  wineries,  which 
last  about  45  minutes,  take  you  under- 
ground to  where  the  cava  is  "sleeping"  as 
it  ferments  and  conclude  with  a  tasting. 

Codorniu  offers  the 
more  comprehensive 
tour.  The  complex— 
with  its  stained  glass, 
ceramic  tiles,  and  iron- 
work—is a  national 
historic  and  artistic 
landmark  designed  by 
Josep  Puig  i  Cadafalch, 


an  important  architect  of  the  r 
turn-of-the-century  Modernista,  or 
Ian  Art  Nouveau,  style. 


WINEPRESSES 

A  GUIDE  GREETS  each  group  in 
ernous  reception  hall  dominated  by 
of  imposing  brick  arches.  First  sto| 
screening  room  to  view  a  video 
cava's  history,  the  Raventos  family 
founded  Codorniu,  and  the  making  < 
sparkling  wine.  The  tour  then  movi 
the  museum,  which  displays  such 
facts  as  wine  presses  and  bottling  d 
A  staircase  in  the  museum  descen 
levels  to  Codorniu's  18  miles  of  c 
where  you  travel  on  foot  and  by  tr; 

Codorniu  cava  is  made  of  four 
white  grapes,  pressed  into 


r.M     CODORNIU 
_~m  ,     WINERY      .X — 
Sadurnf     m     ^^ 

d'Anoia  — e^x 

■\J*3\ 
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fS  WINERY 
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^J^       SPAIN 
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Mediterranean 
Sea 

juice,  that  is  fermented  in  stainless 
tanks  for  100  days,  then  botded 
with  precise  quantities  of  sugar  and 
for  a  second  fermentation.  During  the 
mentation  period  of  at  least  nine  mort 
the  bottles  are  rotated  systematically 
eighth  of  a  turn  at  a  time— by  hand  fon 
finest  cava,  by  machine  for  the 
These  rotations  disperse  the  sedim 
and  turn  the  liquid  into  the  clear,  bub 
final  product.  In  the  tasting  room, 
sipped  Anna  de  Codorniu,  a  mid-p: 
cava  with  a  fruity  taste. 

Visitors  can  round  off  the  trip  wi 
leisurely  three-course  lunch  at  the  el 
Mirador  de  les  Caves,  about  a  two-n 
drive  from  the  vineyard  in  the  town 
Subirats.  Typical  dishes  include  fide 
fine  noodles  cooked  in  seafood  bra 
black  rice  with  duck  and  wild  mm 
rooms;  and  crema  Catalana,  a  regioi 
take  on  flan.  A  three-course  meal  starts 
about  $25  a  pers< 
and  a  bottle  of  cava  c 
add  from  $10  to  $* 
Americans  usually  1 
serve  sparkling  win 
for  special  occasioi 
With  cava,  Catalonia 
often  add  a  little  fiza 
their  day.  ■ 
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AT&T  Wireless 


Sprint 


Get  information  in  25%  more  places  on  the  Sprint  high-speed  wireless  data  network. 


Your  employees  can  get  email  and  corporate  data  in  more 
places  nationwide  with  Sprint  than  with  AT&T  Wireless. 

The  Sprint  high-speed  wireless  data  network  covers  a  larger  area 
and  more  people  than  the  AT&T  Wireless  GPRS/EDGE  network. 
So  your  employees  can  be  more  productive  in  more  places. 

•  25%  larger  coverage  area 

•  25  million  more  people  covered 

All  this  and,  of  course,  clear  calls  on 
the  nation's  most  complete,  all-digital 
wireless  network  to  make  your 
business  more  effective. 

Get  the  facts  at  sprint.com/facts  or  call 
877-459-8144  for  a  Business  Representative. 


Sprint, 


One  Sprint.  Many  Solutions. 


Voice/Data 


PCS  Wireless  Internet  Services  E-Business  Solutions  Managed  Services 


Iprint  Nationwide  PCS  Network  reaches  over  245  million  people.  Coverage  not  available  everywhere.  Coverage  claims  based  on  the  Sprint  Nationwide  PCS  Network  and  the  AT&T  Wireless  GPRS/EDGE 
lonal  Network  excluding  roaming  areas  Screen  shot  simulated.  Copyright  ©Sprint  2004.  All  rights  reserved.  Sprint  and  the  diamond  logo  are  trademarks  of  Sprint  Communications  Company  L.P. 


Personal  Business  Footnotes 


EDITED  BY  TODDI  GUTNER 


INVESTING 


TWIN  TESTS  FOR 
STOCKS THAT 
MEASURE  UP 


Hewitt  Heiserman,  Jr. 

IT'S  EARNINGS 
THAT  COUNT 

Finding  Stocks  with  Earnings 
Powu  for  Long-Term  Profits 


LOW-RISK  growth 
stocks.  To  many 
investors,  they're  the 
Holy  Grail.  Now 
analyst  and  author 
Hewitt  Heiserman 
Jr.  has  come  up  with 
a  way  of  zeroing  in 
on  them.  Even 
though  his  new 
book  is  called 
It's  Earnings  That  Count  (McGraw-Hill, 
$2795),  Heiserman  ignores  standard 
reported  earnings.  Instead,  he  sketches 
out  two  alternative  income  statements: 
a  "defensive"  one  takes  the  risk-averse 
oudook  of  a  commercial  banker,  while 
an  "enterprising"  one  comes  at  a 
company  as  a  venture  capitalist  might. 
Why?  "For  the  same  reason  that  you 
would  get  a  second  or  third  opinion 
for  a  medical  situation,"  he  says. 
From  the  defensive  view,  an  investor 
looks  to  see  how  much  hard  cash  a 
company  truly  earns;  the  enterprising 
income  statement,  by  contrast,  credits 
such  intangibles  as  research  spending 
that  can  obscure  potential  for  future 
profits.  Together,  these  twin  tests 
eliminate  most  companies.  But  not 
all.  Several  stocks  lately  pass 
Heiserman's  scrutiny  (table).  Two  to 
avoid?  Allied  Waste  Industries  and 
General  Motors.  -Robert  Barker 


Heiserman's  Picks... 

STOCK/SYMBOL 

PRICE' 

Amerigroup  AGP 

$44.65 

FirstAmerican  FAF 

30.35 

Infosys  Technologies  INFY 

85.04 

Paychex  PAYX 

35.71 

Sanderson  Farms  SAFM 

37.03 

UnitedHealth  Group  UNH 

6&25 

...And  Pans 

Allied  Waste  Industries  AW 

$12.90 

General  Motors  GM 

46.60 

♦Mar  29 

Data:  3o>  inessWee* 
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EDUCATION 

College  Break 

HERE'S  SOME  GOOD  NEWS  for  parents  banking  on  financial  aid  to  help  pay  for  colle 
If  you  own  a  Coverdell  Education  Savings  Account  or  state-sponsored  529  savings 
account— both  of  which  allow  investments  to  grow  tax-free— you'll  have  an  easier] 
time  qualifying  for  aid,  thanks  to  a  recent  clarification  of  the  federal  aid  formula. 
As  long  as  a  parent  sets  up  a  Coverdell,  the  U.S.  Education  Dept.  now  says  it  will 
treated  like  a  529  and  considered  parental  property.  That' s  important,  since  in 
calculating  how  much  a  family  can  afford  to  pay  for  college,  the  feds  count  up  to 
5.64%  of  a  parent's  assets,  compared  with  35%  of  a  studenf  s  assets.  Before  this 
ruling,  the  Coverdell— which  caps  annual  savings  at  $2,000  per  child,  vs.  total 
savings  of  as  much  as  $300,000  in  a  529— had  been  deemed  student  property. 
Better  still,  withdrawals  from  a  Coverdell  or  529  will  no  longer  count  against  you^ 
says  ICC.  Dempster,  director  of  program  development  at  College  Money,  a  Marlto^ 
(N.J.)  consulting  firm.  Before,  every  dollar  you  withdrew  cut  your  aid  by  50<f.  Wit 
college  bills  escalating,  parents  can  use  all  the  help  they  can  get.  -Anne  \ 


TRAVEL 

DO  YOU  LIKE  THOSE  TIME-SAVING  kiosks  that  print  out  your 
boarding  pass  at  the  airport?  Big  hotel  chains,  such  as  Hilton,  | 
Sheraton,  and  Hyatt,  are  starting  to  put  them  in  their  lobbies, 
too.  Insert  your  credit  card  in  the  touchscreen  console,  and  u| 
pops  your  reservation.  Follow  the  prompts,  and  the  kiosk  spits 
out  an  electronic  room  key, 
which  you  activate  by 
inserting  it  into  the  credit- 
card  slot.  The  whole  process 
takes  two  minutes  tops.  You 
can  also  use  the  kiosks  to 
check  out-and  have  the 
receipt  e-mailed  to  your 

Office.  -Michael  Arndt 
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TWIN  TESTS  FOR 
STOCKS THAT 
MEASURE UP 


Hewitt  Heiserman,  Jr. 

IT'S  EARNINGS 
THAT  COUNT 

Finding  Stocks  with  Earnings 
Power  for  Long-Terra  Profits 


LOW-RISK  growth 
stocks.  To  many 
investors,  they're  the 
Holy  Grail.  Now 
analyst  and  author 
Hewitt  Heiserman 
Jr.  has  come  up  with 
a  way  of  zeroing  in 
on  them.  Even 
though  his  new 
book  is  called 
It's  Earnings  That  Count  (McGraw-Hill, 
$27.95),  Heiserman  ignores  standard 
reported  earnings.  Instead,  he  sketches 
out  two  alternative  income  statements: 
a  "defensive"  one  takes  the  risk-averse 
oudook  of  a  commercial  banker,  while 
an  "enterprising"  one  comes  at  a 
company  as  a  venture  capitalist  might. 
Why?  "For  the  same  reason  that  you 
would  get  a  second  or  third  opinion 
for  a  medical  situation,"  he  says. 
From  the  defensive  view,  an  investor 
looks  to  see  how  much  hard  cash  a 
company  truly  earns;  the  enterprising 
income  statement,  by  contrast,  credits 
such  intangibles  as  research  spending 
that  can  obscure  potential  for  future 
profits.  Together,  these  twin  tests 
eliminate  most  companies.  But  not 
all.  Several  stocks  lately  pass 
Heiserman's  scrutiny  (table).  Two  to 
avoid?  Allied  Waste  Industries  and 
General  Motors.  -Robert  Barker 


Heiserman's  Picks... 

STOCK/SYMBOL 

PRICE* 

Amerigroup  AGP 

$44.65 

FirstAmerican  FAF 

30.35 

Infosys  Technologies  INFY 

85.04 

Paychex  PAYX 

35.71 

Sanderson  Farms  SAFM 

37.03 

UnitedHealth  Group  UNH 

63.25 

...And  Pans 

Allied  Waste  Industries  AW 

$12.90 

General  Motors  GM 

46.60 

•Mar  29 

Data:  BusinessWeek 
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EDUCATION 

College  Break 

HERE'S  SOME  GOOD  NEWS  for  parents  banking  on  financial  aid  to  help  pay  for  colle 
If  you  own  a  Coverdell  Education  Savings  Account  or  state-sponsored  529  savings 
account— both  of  which  allow  investments  to  grow  tax-free— you'll  have  an  easier] 
time  qualifying  for  aid,  thanks  to  a  recent  clarification  of  the  federal  aid  formula. 
As  long  as  a  parent  sets  up  a  Coverdell,  the  U.S.  Education  Dept.  now  says  it  will  1 
treated  like  a  529  and  considered  parental  property.  Thaf  s  important,  since  in 
calculating  how  much  a  family  can  afford  to  pay  for  college,  the  feds  count  up  to 
5.64%  of  a  parent's  assets,  compared  with  35%  of  a  studenf  s  assets.  Before  this 
ruling,  the  Coverdell— which  caps  annual  savings  at  $2,000  per  child,  vs.  total 
savings  of  as  much  as  $300,000  in  a  529— had  been  deemed  student  property. 
Better  still,  withdrawals  from  a  Coverdell  or  529  will  no  longer  count  against  you, 
says  K.C.  Dempster,  director  of  program  development  at  College  Money,  a  Marlto^ 
(NJ.)  consulting  firm.  Before,  every  dollar  you  withdrew  cut  your  aid  by  50<t.  Wit 
college  bills  escalating,  parents  can  use  all  the  help  they  can  get.  -Anne  Teq 

TRAVEL 

DO  YOU  LIKE  THOSE  TIME-SAVING  kiosks  that  print  out  your 
boarding  pass  at  the  airport?  Big  hotel  chains,  such  as  Hilton,  | 
Sheraton,  and  Hyatt,  are  starting  to  put  them  in  their  lobbies, 
too.  Insert  your  credit  card  in  the  touchscreen  console,  and  u| 
pops  your  reservation.  Follow  the  prompts,  and  the  kiosk  spits 
out  an  electronic  room  key,     ^^_ 
which  you  activate  by 
inserting  it  into  the  credit- 
card  slot.  The  whole  process 
takes  two  minutes  tops.  You 
can  also  use  the  kiosks  to 
check  out-and  have  the 
receipt  e-mailed  to  your 

Office.  -Michael  Arndt 
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Personal  Business  The  Barker  Portft 


BY  ROBERT  BARKER 


Will  a  Larger  Chico's 
Look  as  Sharp? 


At  first  I  thought,  only  I  would 
find  this  weird.  Why  is  Chico's, 
one  of  today's  hottest  retailers 
of  women's  apparel, 
advertising  before  dawn  on 
CNBC?  Thaf  s  the  time  and 
place  for  ads  from  insurers, 
brokers,  and  those  (think 

Boeing)  with  nasty  PR  problems.  Chico's  and 
its  lissome  models  just  don't  fit. 

Yet  as  the  spots  kept  popping  up  recently,  my 
curiosity  about  Chico's  FAS  (its  full  corporate 
name)  got  the  best  of  me.  Soon,  I  found  myself 
at  a  Chico's  in  Vero  Beach,  Fla.,  looking  through  the  "casual-to- 
dressy"  clothes— a  $98  black  jacket  with  orange  and  pink  floral 
trim,  for  example,  and  a  tableful  of  $39  linen-and-silk  sweaters. 
Much  about  Chico's  is  distinctive,  from  its  original  designs  to 
the  fact  that  most  of  the  clothes  come  in  just  four  roomy  sizes 
(0, 1, 2,  and  3,  covering  the  usual  range  of  women's  sizes  4  to 
16).  Its  TV  ads,  which  along  with  the  rest  of  their  ads  are 
produced  in-house,  stand  out  too.  The  ones  I  saw  featured 
models  slowly  showing  off  the  clothes  to  a  sedate,  down-tempo 
trumpet  solo.  "We  have  more  control"  this  way,  Charlie 
Kleman,  Chico's  chief  financial  officer,  said.  "Ad  agencies 
wouldn't  have  a  clue  about  what  we're  up  to." 

WHATEVER  CHICO'S  HAS  been  up  to  within  its  Fort  Myers  (Fla.) 
headquarters,  if  s  clicking.  Sales  soared  45%  in  fiscal  2003, 
and  this  year  they're  headed  up  30%  or  so,  to  $1  billion.  The 
stock  recently  touched  $47.60,  a  184%  gain  in  one  year's  time. 
Just  the  same,  skeptics  have  to  wonder:  As  well  as  Chico's  has 


CHICHI  CHICO'S 


Hot  stock... 


.cooling  growth 


DOLLARS 


PERCENT 
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DISTINCTIVE 

Ads  are  made 
in-house 


done  for  investors,  how  much  better  can 
Chico's  shareholders  have  it? 

To  see  what  I  mean,  first  examine  the 
source  of  so  much  of  its  recent  growth 
September,  Chico's  paid  $93  million  for 
another  chain  of  women's  boutiques, 
House/Black  Market,  or  WHBM,  which 
specializes  in,  you  guessed  it,  white  and 
apparel.  The  deal  came  just  as  WHBM  w; 
ready  to  go  public.  It  vaulted  Chico's  to  a 
total  of  536  stores,  from  417.  But  the  aver 
WHBM  store  sees  a  20%  profit  margin,  w 
below  the  32%  at  an  average  Chico's. 

Next,  note  that  the  company  a  year  age 
figured  North  America  could  hold  up  to  6 
Chico's  stores.  Now,  based  on  showings  c 
units  in  such  spots  as  Boise,  Idaho,  and 
Billings,  Mont.,  Kleman  says  Chico's  is 
aiming  higher,  for  up  to  800  locations.  Ye 
^^™  outposts  in  secondary  or  tertiary  market1- 

have  to  work  overtime  to  yield  as  much  p 
as  units  in  such  lusher  locales  as  Short  Hills,  N.J.,  or  Palo , 
Calif.  Similarly,  before  it  agreed  to  be  bought  by  Chico's, 
WHBM  dreamed  of  running  up  to  400  stores;  Chico's  now 
thinks  the  market  can  absorb  500-plus  WHBMs. 

Even  if  Chico's  keeps  its  profit  margin  while  expanding 
broadly,  as  it  gets  bigger,  the  rate  of  profit  growth  will  like 
slow  (chart).  Most  investors,  who  at  $45  a  share  are  pricir 
Chico's  at  31  times  this  year's  expected  profit,  betray  little 
worry.  But  not  all.  Chico's  largest  shareholder,  Fidelity 
Investments'  parent  FMR,  has  been  selling.  A  year  ago,  F^ 
held  nearly  5.9  million  shares,  or  6.9%  of  Chico's.  In  Febn 
it  said  it  cut  that  by  a  fifth,  to  less  than  4.7  million  shares. 
A  Fidelity  spokesman  declined  to  explain.  But  noticeabl 
selling  by  such  a  sharp  operator  as  FMR  brings  me  back  tc 
those  Chico's  ads  on  CNBC.  I  wondered:  Did  Chico's  run 
them  as  much  to  bolster  the  stock  as  to  sell  skirts? 
"Absolutely,  positively  not,"  Kleman  told  me.  The  ads,  he 
said,  ran  on  CNBC  almost  by  fluke— bonus  time  in  a  bigge 
national  ad  buy.  "It  was  just  so  cheap  there  was  no  reason 
to."  Perhaps.  Yet  it's  also  worth  noting  that  I  was  not  alon< 
scratching  my  head.  Jefferies  analyst  Robin  Murchison,  wl 
recendy  downgraded  the  stock  to  a  hold,  also  queried  Chic 
about  the  ads.  They  seemed  so  oddly  placed,  she  said.  Wh< 
suggested  the  target  audience  might  not  be  just  women 
looking  for  a  new  jacket  but  investors,  too,  she  paused  anc 
then  said:  "That's  probably  closer  to  the  truth."  ■ 
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1LS0N   EXECUTIVE 
'ELOPMENT   CENTER 


ihe  Carlson  Executive  Development  Center. 
Because  true  leaders  never  stop  growing. 


You've  already  risen  through  the  ranks.  The  real 
challenge  is  to  attain  your  full  potential.  Our 
Executive  Development  programs  can  help  you 
achieve  that. 


Custom  Designed  programs,  in  fact,  are  created 
in  collaboration  with  your  company  to  apply 
advanced  thinking  to  your  most  pressing  issues. 
General  Management  programs  focus  on  broad 


Designed  to  accelerate  growth  and  broaden 
your  reach,  the  renowned  Carlson  Executive 
Development  Center  assembles  accomplished 
leaders  in  an  environment  where  great  ideas 
aren't  just  imparted,  they're  born,  challenged, 
and  validated. 


Here  you'll  be  exposed  to  leading-edge  concepts 
and  practices.  You'll  have  the  opportunity  to 
network  with  other  high-potential  executives 
in  a  setting  that  not  only  ignites  debate,  but 
sparks  relationships.  And  you'll  leverage  the 
Carlson  School's  vast  resources  to  address  your 
specific  needs. 


business  and  leadership  skills  for  executives  with 
strategic  responsibilities,  while  Topic  Specific 
programs  keep  you  ahead  of  the  curve  in  a 
wide  range  of  core  disciplines  such  as  marketing 
and  finance. 


EXECUTIVE   DEVELOPMENT                 ^^^^_ 

PROGRAMS                                                 ^^J 

>  Custom  Designed 

>  General  Management 

>  Topic  Specific 

Discover  the  difference  between  taking  a 
course  and  setting  one.  Visit  our  website  at 
www.carlsonschool.umn.edu/edc  or  call  toll-free 
800-388-3863  for  more  information. 


Carlson 

SCHOOL    OF     MANAGEMENT 


University  of  Minnesota 


I  he  Universit)  of  Minnesota  is  an  equal  opportunity  educator  and  employer,  s  200 1  Regents  of  the  University  of  Minnesota 
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A  PUSH  INTO  CHINA  AND  A  U.S.  SUITOR  HAVE  PEPPED  UP  REEBI 
BORLAND'S  HOT  WEB  SOFTWARE  MAKES  IT  A  TAKEOVER  TARGI 
IMPROVED  VALVES  MAY  SPELL  ROBUST  SALES  AT  ATS  MEDICAL] 
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REEBOK 
INTERNATIONAL 


AUG.  4,  03        MAR.  31,  '04 
Data:  Bloomberg  Financial  Markets 


Reebok  Sprints  Ahead 

INVESTORS  IN  REEBOK  International  (RBK),  No.  2  in  U.S. 
athletic  shoes,  may  score  twice:  In  October,  Reebok  will 
launch  a  major  push  into  China.  And  it  is  said  to  be  the 
target  of  a  U.S.  apparel  company  seeking  new  brands.  Reebok 
has  signed  up  Houston  Rockets  basket- 
ball star  Yao  Ming  to  endorse  a  line  of 
shoes.  "The  popularity  of  Yao  Ming  in 
China  is  huge— like  Michael  Jordan, 
Tiger  Woods,  and  Muhammad  Ah 
combined,"  says  Tony  Dong  of  Munder 
Capital  Management,  a  recent  buyer  of 
Reebok  shares.  The  sneakers  market  in 
China  is  $500  million,  and  Reebok's 
sales  there  a  mere  $40  million,  he  says. 
Ifs  planning  on  a  20%  share,  says 
Dong.  "We  aim  to  be  a  major  player  in 
China,"  says  Reebok's  John  Lynch.  The 
Yao  Ming  line  will  appear  in  the  U.S.  in  October.  Meanwhile, 
some  pros  say  Reebok  is  buyout  bait.  "Fast  growth  is  getting 
tougher  in  apparel,"  notes  William  Smith,  president  of 
Financo,  which  specializes  in  retail  mergers.  Reebok  has 
spiffed  up  its  marketing  and  products— including  kids'  shoes 
and  the  new  RBK  shoes  and  clothes  for  the  young.  As  a  result, 
Reebok  stock  is  up  from  31  in  August  to  41.35  on  Mar.  31. 
Standard  &  Poor's  Yogeesh  Wagle  says  Reebok's  U.S.  footwear 
sales  will  leap  4%  in  2004.  He  sees  Reebok  earning  $2.85  a 
share  in  2004,  up  from  $2.43  in  2003.  Wagle  has  upgraded  the 
stock  from  hold  to  accumulate.  Reebok  declined  comment. 

Is  Borland 

In  Microsoft's  Sights? 

BORLAND  SOFTWARE  (BORL)  has  been  an  under- 
achiever.  But  this  year,  management's  turnaround 
efforts  may  take  hold,  says  Rodney  Hathaway  of  Heart- 
land Advisors,  which  owns  shares.  Borland's  software 
simplifies  writing  applications  to  set  up  e-businesses  using 
major  computing  systems,  such  as  Sun  Microsystems'  Java 
and  Microsoft's  .Net  platforms.  Hathaway  says  Microsoft  may 
go  after  Borland.  He  explains  that  since  most  companies  now 
are  looking  to  do  business  over  the  Internet,  demand  for 
Borland's  tools  will  be  on  the  rise.  Borland's  software  lets  big 
corporate  programmers  use  Sun's  Java  and  Microsoft's  Web- 
based  .Net  platform,  which  is  more  flexible,  with  multiple 
connection  capabilities.  And  if  Borland  is  owned  by  Microsoft, 


NOT  MUCH 
PROGRESS 


DOLLARS 


BORLAND 
SOFTWARE 


AUG.  4,  "03        MAR 
Data:  8loomterg  Financial  1 


it  could  induce  more  programmers  to 
use  .Net.  Hathaway  doesn't  think  a 
Microsoft-Borland  deal  will  bother 
regulators.  Borland,  he  figures,  is  worth 
14  based  on  his  earnings  estimate  of 
30$  a  share  in  2004  and  50<t  in  2005. 
Cheng  Lim  of  Fulcrum  Global  Partners 
says  Borland  trades  at  21.6  times  2005 
estimates,  with  projected  growth  of 
58%  vs.  its  peer  group's  28  times  on 
projected  growth  of  43%.  He  rates  it  a 
buy.  Borland  didn't  return  calls. 
Microsoft  declined  comment. 

Taking  Heart 
At  AT5  Medical 

NEW  MANAGEMENT  AT  ATS  Medical  (ATSl),  a  1 
mechanical  heart  valves,  is  giving  shareholders  fire 
hope.  Although  the  stock  tumbled  from  6  in  Febru] 
to  5.10  on  Mar.  31,  some  see  it  hitting  new  highs  in  a  year. 
Earnings  and  revenues  are  headed  up.  A  heart  valve  that  il 
"clinically  superior,"  plus  an  experienced  sales  force,  have  J 
generated  strong  momentum,  says  Gregory  Simpson  of  in| 
ment  firm  Stifel  Nicolaus.  He  rates  ATS 
"outperform,"  with  a  12-month  target 
of  8.  ATS  is  chipping  away  at  St.  Jude 
Medical's  nearly  50%  share  of  the 
world  mechanical-valve  market,  he 
says,  because  St.  Jude  is  focusing  more 
on  pacemakers.  ATS  has  about  10%  of 
the  world  market,  which  Simpson  sees 
jumping  to  17%  in  2005  and  to  25%  in 
2006.  He  expects  ATS  to  reduce  its  loss 
in  2004  on  sales  of  $27.7  million,  up 
from  $18.5  million  in  2003.  Dan  Per- 
kins of  Perkins  Capital  Management, 
which  owns  shares,  says  ATS  valves,  which  use  a  pivot  desil 
minimize  blood  accumulation— and  lower  the  risks.  "ATS  il 
compelling  play  as  it  is  in  its  growth  phase,"  says  Sunaina 
Murthy  of  AIM  Capital  Management,  with  a  6.1%  stake. 


BusinessWeek 


Gene  Marcial's  Inside  Wall  Street  is  posted  at  I 
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Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  thl 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investn| 
banking  or  other  financial  relationships  with  them. 
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The  UK's  leading  supermarket  chain  wanted  to  provide 

the  freshest  food  possible  in  the  most  environmentally  friendly  way. 

Who  did  Tesco  turn  to  for  help? 
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COMMENTARY 

Equities  climbed  as  buyers  bet  on 
strong  first-quarter  results.  The 
rise  was  even  more  impressive 
given  a  so-so  factory  report  on 
Mar.  31  and  soaring  oil  prices. 
Offsetting  the  negatives,  though, 
was  a  resurgence  in  M&A  action 
in  such  areas  as  biotech,  where 
Amgen  announce  that  it  planned 
to  buy  Tularik.  Looking  ahead,  the 
job  numbers  should  dictate  much 
of  this  week's  action. 

Data:  Bloomberg  Financial  Markets,  Reuters 
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THE  WEEK  AHEAD 


NONMANUFACTURERS'  INDEX 

Monday,  Apr.  5, 10  a.m. 
EOT  »The  Institute  for  Supply 
Management's  March 
.nonmanufacturing-activity  index  is 
forecast  to  have  improved  to  61%. 
That's  according  to  the  median 
forecast  of  economists  surveyed 
by  Action  Economics.  In  February, 
the  index  rose  to  60.8%. 
EXPORT-IMPORT  PRICES 
Wednesday,  Apr.  7,  8:30 
a.m.  EDT  »  Export  prices 


U.S.  MARKETS 

MAR.  31 

WEEK 

S&P500 

1126.2 

3.2 

Dow  Jones  Industrials 

10,357.7 

3.1 

NASDAQ  Composite 

S&P  MidCap  400 

1994.2 
603.6 

4.4 

4.4 

S&P  SmallCap  600 

286.7 

5.2 

Wilshire  5000 
SECTORS 

11,039.4 

3.5 

BusinessWeek  50* 

627.2 

2.8 

BW  Info  Tech  100" 

349.1 

3.7 

S&P/BARRA  Growth 

554.3 

3.1 

S&P/BARRA  Value 

567.6 

3.3 

S&P  Energy 

234.5 

3.9 

%CHANGE 

YEAR  TO     LAST  12 
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GLOBAL  MARKETS 

MAR  3! 

WEEK 

% 

YEARl 
DATf 

S&P  Euro  Plus  (U.S.  Dollar) 

U77.0 

3.6 

London  (FT-SE 100) 

4385.7 

1.8 

-2. 

Paris  (CAC  40) 

3625.2 

3.0 

Frankfurt  (DAX) 

3856.7 
11.715.4 

3.5 

-2. 

Tokyo  (NIKKEI  225) 

3.1 

Hong  Kong  (Hang  Seng) 

12,681.7 

0.0 

0. 

Toronto  (S&P/TSX  Composite)  85853 

2.0 

Mexico  City  (IPC) 

10,517.5 

3.5 

396.1 


2.6 


4.3       41.4 


S&P  REIT 

S&P  Transportation 

128.5 
190.6 

2.1 
3.1 

11.0 
-5.6 

43.6 
20.5 

S&P  Utilities 

123.3 

1.8 

42 

31.7 

GSTI  Internet 

146.3 

9.1 

U 

67.3 

PSE  Technology 

714.3 

4.2 

2.4 

56.5 

•Mar.  19. 1999=1000     "Feb.  7.  2000=1000 


FUNDAMENTALS  mar.  30  week  ago 

S&P  500  Dividend  Yield  1.58%  1.63% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  22.5  21.9 

S&P  500  P/E  Ratio  (Next  12  mos.)*        17.9  17.4 

First  Call  Earnings  Revision*  1.60%  1.51% 

TECHNICAL  INDICATORS  mar  30  weekagc 

S&P  500  200-day  average               10587  1055.1 

Stocks  above  200-day  average  81.0%  76.0% 

Options;  Put/call  ratio  0.68  0.80 

Insiders:  Vickers  NYSE  Sell/buy  ratio  6.79  6.78 


BEST-PERFORMING 
GROUPS 


LAST 
MONTH* 


LAST  12 
MONTHS* 


Home  Entertainment 

14.4 

Divsfd.  Metals  &  Mining 

137.7 

Casinos 

11.9 

Fertilizers  &  Ag.  Chems. 

123.6 

Fertilizers  &  Ag.  Chems. 
Employment  Services 

11.0 
10.6 

Steel 
Homebuilding 

114.4 
112.0 

Internet  Software 

9.4 

Employment  Services 

104.1 

WORST-PERFORMING 
GROUPS 

Food  Chains 
Photographic  Products 
Aluminum 
Biotechnology 
Drug  Chains 


LAST 
MONTH* 

-8.8  Photographic  Products 

-8.3  Airlines 

-7.4  Health-Care  Facilities 

-7.3  Pharmaceuticals 

-7.1  Distributors 


EQUITY  FUND  CATEGORIES 


4-WEEK  TOTAL  RETURN 
LEADERS 

■-. 

52-WEEK  TOTAL  RETURN 
LEADERS 

* 

Japan 

9.9 

Diversified  Emerg.  Mkts. 

78.4 

Precious  Metals 

5.0 

Latin  America 

75.1 

Real  Estate 

2.8 

Precious  Metals 

74.2 

Diversified  Pacific/Asia 

LAGGARDS 

2.7 

Japan 

LAGGARDS 

71.0 

Communications 

-4.4 

Domestic  Hybrid 

23.2 

Europe 

-3.8 

Miscellaneous 

30.4 

Pacific/Asia  ex- Japan 

-3.7 

Large-cap  Growth 

30.8 

Technology 
EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN 
LEADERS 

-2.6 
% 

Large-cap  Blend 

52-WEEK  TOTAL  RETURN 
LEADERS 

31.4 
% 

American  Heritage 

30.0 

Apex  Mid  Cap  Growth 

148.8 

Fidelity  Japan  Small  Co. 

15.8 

ProFds.  Ult.  Sm.  Cap  Inv. 

142.7 

Fidelity  Advisor  Japan  B 

14.0 

Reynolds 

141.4 

Matthews  Japan 

LAGGARDS 

13.1 

Pacific  Advs.  Sm.  Cap  A 

LAGGARDS 

129.3 

INTEREST  RATES 


KEY  RATES 

money  MaiKex  runas 


MAR  31 


90-Day  Treasury  Bills 
2-Year  Treasury  Notes 
10-Year  Treasury  Notes 
30-Year  Treasury  Bonds 

30-Year  Fixed  Mortgage  f 


058% 

0.95 

L58 

3.84 

478 

5.49 


mm  _ 
0.94 

L45 

3.71 
4.66 

5.38       5 

fBanxQuot' 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 


ProFds.  Smicdr.  Ultsr.  Inv.  -9.3 

PFds.  Pharmcls.  Usr.  Inv.  -9.2 

Kopp  Emerg.  Gr.  Retail  -9.1 

Wireless  -8.6 


ProFunds  UrtSh.  OTC  Inv.  -56.4 

Rydex  Dynam.  Vent.  100  -56.2 

ProFunds  UKraBear  Inv.  -46.2 

Rydex  Dyn.  Tempest  500  -46.2 


10-YR.  BOND 

30-YR.a 

General  Obligations 

3.49% 

4.5 

Taxable  Equivalent 

4.99 

oA 

Insured  Revenue  Bonds 

3.64 

A7. 

Taxable  Equivalent 

5.20 

6.7' 

probably  increased  by  0.4%  in 
March,  following  a  0.6%  jump  in 
February.  Import  prices  very  likely 
moved  up  by  0.5%,  after  a  0.4% 
gain  in  the  prior  month.  Higher 
petroleum  and  commodity  prices 
are  fueling  the  recent  acceleration 
in  import  prices. 
INSTALLMENT  CREDIT 
Wednesday,  Apr.  7,  3  p.m. 
EDT  »Consumers  probably 
tacked  on  another  $9.6  billion 
in  debt  over  February,  after 


adding  $14.3  billion  in  January. 
INITIAL  UNEMPLOYMENT  CLAIMS 

Thursday,  Apr.  8,  8:30  a.m. 
EDT  »  New  filings  for  state 
unemployment  benefits  probably 
totaled  around  335,000  for  the 
week  ending  Apr.  3.  Figures  can  be 
volatile  around  the  Easter  holiday. 
Even  so,  recent  jobless-claims 
data,  along  with  regional  and 
national  purchasing  managers' 
indexes,  point  toward  improvement 
in  the  labor  market. 


The  BusinessWeek  production  ir 
improved  to  214.6  for  the  v. 
ended  Mar.  20,  a  10.6%  inert 
from  the  previous  year.  Be 
calculation  of  the  four-week  ma 
average,  the  index  climbed  to  21! 


BusinessWeek  on  I  i 


For  the  BW50,  more  investmer 
data,  and  the  components 
of  the  production  index  visit 
www.businessweek.com/rnagazine>fextr: 
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I  Charles  H.  James  III 

:.-|  ceo  of 

C.H.  James  &  Co., 

the  oldest  black-owned 

company  in  America 

Father  to  future 

entrepreneurs  Nelson, 

William  and  C.H. 


Trust  Northern. 

And  ensure  your  legacy  lives  on. 

Believing  in  bedrock  values  has  kept  the  American  dream 
going  strong  for  the  James  family  for  four  generations  —  and 
counting.  It's  also  why  Chuck  has  put  his  trust  in  Northern. 
Our  renowned  personal  service  and  dedication  to  quality  form 
a  solid  foundation  for  lasting  relationships.  We've  been  helping 
families  build  businesses  and  structure  personal  finances  for 
more  than  a  century.  Just  as  we  can  help  preserve,  protect  and 
grow  capital  for  you,  your  family  and  your  interests. 

Call  William  Morrison,  President  —  Personal  Financial 
Services,  at  800-468-2352.  For  a  future  bright  with  the 
expectations  of  dreams  fulfilled. 


Northern  Trust 


Private  Banking    I    Investment  Management    I    Financial  Planning    I  Trust  Services    I   Estate  Planning  Services    I    Business  Banking 

www.northerntrust.com 


Northern  Trust  Corporation         Member  FDIC 


Index 


The  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with 
a  significant  reference  to  a  company.  Most  subsidiaries 
are  indexed  under  their  own  names.  Companies  listed  only 
in  tables  are  not  included. 


Adams  Harkness  Small 
Cap  Growth  Fund  100 
Aetna  (AET)  104 
AIG(AIG)32 
AIM  Capital 
Management  114 
Alliance  Capital  45 
Allied  Waste  Industries 
(AW)  110 

American  Heritage  Fund 
100 

American  Multi-Cinema 
94 

America  Online  (TWX) 
42 

Ameritrade  (AMTD)  14 
Amgen(AMGN)45 
AmSouth  Select  Equity 
Fund (ASECX) 100 
AnnTaylor(ANN)100 
Anystream  26 
AT&T  (T)  45, 85 
AT&T  Wireless  (AWE)  13 
Athletes  First  98 
Atlanta  Falcons  98 
ATS  Medical  (ATSI)  114 
Automatic  Data 
Processing  (ADP)  100 
AXA  Financial  45 


B 

Bank  of  America  (BAC) 

84 

Bayer  (BAY)  40 
Bear  Stearns  (BSC)  13, 

45, 78, 82 

BellSouth  (BLS)  100 
Best  Buy  (BBY)  45 
BetonSports.com  45 
BJ's  Wholesale  Club 

(BJ) 76 
Blue  Cross  Blue  Shield 

62 

BMW  103 
Boeing  (BA)  62 
Borland  Software 

(BORL)  114 
BP(BP)100 
Buffalo  Bills  98 


Cablevision  Systems 
(CVC)  14, 42 

Calpine(CPN)14 

Canon (CAJ) 52 

Cathay  Pacific  Airways 
62 

CBS  (VIA)  42 

Charles  Schwab  (SCH) 

14 

Charter 

Communications 

(CHTR)  42 

Chico's  FAS  (CHS)  112 

Cingular  Wireless  13 
Citigroup  Smith  Barney 

(C)76 

Coach  (COH)  18 
Coca-Cola  (KO)  62 
College  Money  110 
Comcast  (CMCSK)  42 
Compaq  Computer 

(HPQJ45 
Computer  Associates 

(CA)45,78 
Credit  Suisse  First 

Boston  (CSR)  32 
Costco  (COST)  76, 104 
Cubist  Pharmaceuticals 

(CBST)  90 


D 

Dell  (DELL)  18 
DirecTV  42 
Dodge  &  Cox  Stock 

Fund  100 
Drugstore.com  (DSCM) 

104 


Eastman  Kodak  (EK)  52 
Electronic  Data 
Systems  (EDS)  36 
Eli  Lilly  (LLY)  28 
El  Paso  (EP)  100 
Enron  85 
ESPN  98 
E*Trade(ET)14 


Evergreen  Utility  & 
Telecommunications 
Fund  (EVYBX)  100 


Fannie  Mae  (FNM)  84 
Fidelity  Investments  14, 

112 

Financo  114 
First  Capital  Mortgage 

82 

Forest  City  Ratner  94 
Freddie  Mac  (FRE)  84 
Fuji  Photo  Film  (FUJIY) 

52 
Fulcrum  Global 

Partners  114 
Furniture  Brands  (FBN) 

88 


G 

Gallup  47 
Gartner  52 
General  Electric  (GE) 

62, 78, 120 
General  Motors  (GM) 

62, 85, 103. 110 
GfKGruppe29 
GMAC(GM)84 
Goldman  Sachs  (GS) 

50 


H 

HealthSouth(HLSH)86 
Heartland  Advisors  114 
Heidrtck  &  Struggles 

(HSII)62 
Hewlett-Packard  (HPQ) 

45,52 

Hilton  Hotels  (HLT)  110 
Home  Depot  (HD)  62 
Houston  Rockets  98 
Human  Genome 

Sciences  (HGSI)  40 
Hyatt  110 


IMG  42 

Imperial  Capital  14 
IndyMac  Bancorp 
(NDE)82 


InfoTrends  Research  52 
Inhibitex  90 
International  Game 
technology  (IGT)  18 


Jacksonville  Jaguars  98 
Jeffries  (JEF)  112 
Jupiter  Research  42 


KBHome(KBH)84 
K9  Forensic  Services  92 


Lanzhou  Oil  Refinery  48 
La-Z-Boy(LZB)88 
Lehman  Brothers  (LEH) 

18,50 
Liberman  Broadcasting 

84 

Upper (RTRSY) 85 
Los  Angeles  Dodgers  16 
Lyra  Research  52 


M 

Manpower  (MAN)  29 
McGraw-Hill  (MHP)  45 
McKinsey  62 
Medtronic  (MDT)  114 
Merck  (MRK)  28, 62 
Merrill  Lynch  (MER)  32, 
62, 120 

Metzler/Payden  Eastern 
European  Fund  100 
MGM  Mirage  (MGG)  14 
Microsoft  (MSFT)  26, 
42, 114 

Miramax  (DIS)  32 
MLB  Advanced  Media 
42 

Morningstar85 
MSN  (MSFT)  42 
MTV  (VIA)  88 
Munder  Capital 
Management  114 


N 

Nabi  Pharmaceuticals 

(NABI)90 
Netscape  (TWX)  32 
New  Balance  Athletic 

76 
New  York  Yankees  16, 

42 

Nextel(NXTL)14 
Nokia  (NOK)  52 
Novartis(NVS)28 


Oakland  Athletics  16 
Oakmark  Equity  & 

Income  Fund  (OAKBX) 

85 
Oakmark  Fund 

(0AKMX)85 
Opsware  (OPSW)  32 
Oxford  Bioscience  40 


P 

Perkins  Capital 

Management  114 
Pfizer  (PFE)  28 
Portales  Partners  82 
PPL  Therapeutics  40 
Procters  Gamble  (PG) 

62 

Progressive  (PGR)  32 
Prudential  Equity  Group 

100 


Reebok  International 
(RBK)  114 
RS  Partners  Fund  100 


San  Francisco  49ers  98 
Sav-on  Drugs  104 
SBC (SBC) 100 
Scudder  Strategic 

Income  Fund  (KSTAX) 

100 

Sears  (S)  62 
Second  Federal  Savings 

84 

Seiko  Epson  52 
Singapore  Airlines  62 
SMR  Research  82 
Sony(SNE)45 
Springboard  82 
Sprint  PCS  (PCS)  52 
St.  Jude  Medical  (STJ) 

114 
Standard  &  Poor's 

(MHP)  14. 45, 100, 114 
Starwood  Hotels  (HOT) 
110 

Stifel  Nicolaus  114 
Strategic  Insight  100 
Strategy  Analytics  52 
Sun  Microsystems 
(SUNW)  114 


T 

Tampa  Bay  Dev( 

42 

Target  (TGT)  I 
Thomson  FinarJ 

(TOC) 14 
Thomson  First  (J 


(TOC) 29 

3M(MMM)62.V- 
TNS  Media  Intel! 

88 

Toho  16 

T  Rowe  Price  A  f 
Tularik(TLRK)4*J* 
Tussaud's  Group      ft 

U 

UBS  (UBS)  32 

USA  Network  (V  ■■ 

toe 
by 

Vanguard  Group  urn's 
Verizon 

Communicatiottx;, 

13. 100 
Victory  Diversify 

(SRVEX) 100 
Vodafone  (VOD) 


bi 


m 


w 

Wal-Mart  Store 
38,76 

Walt  Disney  (DIS  | 

94 
Washington  Mutu| 

(WM)82 
Washington  Reds 

98 
WellPoint  Health 

Networks  104 
Wells  Fargo  (WFC 
WHBM(CHS)112 
William  Blair 

International  Grc 

Fund  (WBIGX)  1C 
Williams  deBroe  [-^ 
W.  Wall  85 
W.W.  Grainger  (GV\- 

62 
Wyeth  (WYE)  28 


Yanshan  Petroche 
48 
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IarketPlace 


For  more  advertiser  information,  log  onto 
www.businessweek.com/classifieds 
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bss/Career  Opportunities 


■f: 


j'OII 


current  economy  is  making 

1EY  for  loan  ana  leasing  brokers! 

WN  YOUH  OWN 
ri£3  LOAN  C0M8ANY 

loons/Foctoring/Equipment  leasing 

e  business  loons  and  leases 

0,000  to  $10  million. 

lireeHy  with  national 
No    experience 

I.     We     completely 

and     support     you 
ted   earning   potential 
sidual  income. 

A  FREE  VIDEO 
INFO  BROCHURE 


1  800-336-3933 

(ewtk.com  (•'The  Loan  Consultants,  Inc. 


JCREDIBLE  INVENTION 


/en  to  cut  electricity  costs 
by  up  to  40%. 

ifacturer  seeks  USA  &  overseas 

Uttxjtors  for  this  top  quality  high  tech 

jet  with  amazing  customer  demand. 

0  el:  +44  (0)  1872  223  000 
mail:  info@somar.co.uk 

for  information  pack 


■r 


I     SIX  FIGURES... 
Plus  Car  &  Home  Benefits 
lion  S  Int'l  Health  Corp.  from 
>an.  Unlimited  Earning  Poten- 
tial from  Your  Home  Office, 
i  Business  Ownership  details,  call 
877-747-6629 
w.  5pi  liars,  com/mmiller 


anced/Distance  Learning 


BSOLUTELY  FREE 
EVALUATION 


achelor's  -  Master's  - 
Ph.D.  Degrees 

sed  on  life  and  work  experience. 
Confidential  --  Fast  --  Student 
Loans,  www.arrc.org 

800-951-1203 


Health/Fitness 


ffotfyffa/7 

Weight  Training 
with  Reduced  Stress 
and  Strain  on 
Back! 


ww.bodyrail.com 


Business/Career  Opportunities 


American  Diagnostic  Centers 


Net  annual  income  of  $400,000 

Own  a  Medical  Diagnostic  Center  in  your  area.  NO  medical 
experience  required.  $150,000  initial  fee  and  $300,000 
of  investment  capital  is  required.  Can  reach  profitability 
in  6  months. 

(866)  862-1222 

info@americandiagnosticcenters.com 
www.americandiagnosticcenters.com 


For  Ad  Rates  and  Information 
Phone:(312)464-0500 
Fax:  (312)  464-0512 


Yacht  Charters 


Discover  the 

yachting 

world  of  Greece 

on  a 

VALEF  YACHT 

Since   1  969 


Men's  Footwear 


MEN...L00K  TALLER! 


-'j 


ELEVATORS™. Shoes  that  make  you  appear 
up  to  3'  taller.  Over  1 00  styles  Money  Back 
Guarantee.  Hidden  height  increaser  inside 
shoes  Making  men  taller  since  1939  Call 
or  write  lor  FREE  color  catalog. 
www.elevatorshoes.com/lOJUiu 

ELEVATORS®  _ 

RICHLEE  SHOE  CO..  DEPT.  BW44 
P.O.  BOX  3566,  FREDERICK,  MD  21705 


1-800-343-3810 


Advanced/Distance  Learning 


DISTANCE  LEARNING 


BBAand  MBA  in  Business 

BA  and  MA  in  Psychology 

Southern  California  University 

for  Prof essiorul  Studies 
IMO  t  17*  Sntct  SaaU  Aa>,  CA.  tDB 

Since  1978 
Educational  Loans  Available 
(•00,  477-2254 


Distance  Learning  •  Off  Campus 
Home  Study 


Fimsh  yoi  r  Rs  or  Ms  Degrek 


Degree  completion 
programs  available 

•  Business  Administration 

•  Management 

•  Psychology 

•  Education 

Credit  for  Career     Life  experience  available 

Seif-P»ced  Program 

Open  Enrollment  •  Start  Anytime 

CaWornrJ*W 

University 

?O0  North  Main  Straw 
Santa  Ana.  CaWomia  9Z701 


Call  Today     '714,  S47  9625  •  (800)  854-8768 


Jewelry 


:(AN  expression 
Of  love" 


Add-A-Pearl 

The  precious  children's  gift  that  grows 

in  beauty  and  value  every  year! 

Four  cultured  pearls  on  14k  gold  chain 

necklace.  Add  one  pearl,  or  pearls  by 

the  inch,  for  each  birthday,  Christmas, 

any  special  occasion. 

Juergens  &  Andersen 

Fine  jewelry  for  over  85  years. 

1-800-621-8333 
tvunv.addapearl.com 


800. 223. 3845 


info  5  Valefyachts.com 


Valefyachts.com 


VALEF  YACHTS  LTD 
P  O   BOX  385  AMBLER.  PA  19002 


Marketplace  Advertisers 


The  BusinessWeek  Marketplace... It  Works! 

•  Advertise  in  the  BusinessWeek  Marketplace 

and  reach  5  million  responsive  readers. 

•  Reaching  more  business  professionals  than 

any  other  business  magazine... 
BusinessWeek  is  the  place  to  be  with  your  ad. 

Call  for  special  advertising  rates  and  value  added  features: 

800-424-3090 
Email:  bwmarketplace@aol.com 

(For  customer  service/subscription  call  800-635-1200) 
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Editorials 


Innovation  Is 
Job  One 


THERE  WAS  A  TIME  when  3M  Co. 
epitomized  U.S.  innovation.  For  years,  this 
great  Midwestern  company  consistently 
generated  up  to  a  third  of  its  annual 
profits  from  new  products.  Some  time  in 
the  1990s,  the  company  that  invented  sandpaper, 
floppy  disks,  Scotch  tape,  and  Post-it  Notes  lost  its 
magic  and  got  stuck.  James  McNerney, 
an  alumnus  of  General  Electric  Co.  who  became  chairman 
and  CEO  in  2001,  is  trying  to  light  3M's  fire  once  again. 
Nothing  is  more  important  to  3M  than  his  success. 

McNerney's  challenge  is  to  show  that  he  has  the  DNA  for 
innovation  (page  62).  He  is  cutting  costs,  visiting  customers, 
and  introducing  Six  Sigma  to  boost  management  rigor  and 
measure  performance.  He  is  focusing  3M's  $1.1  billion  annual 
research  budget  and  1,000  scientists  and  engineers  on  hot 
new  growth  markets  in  health  care  and  high-tech  displays  for 
consumer  electronics.  But  innovation  is  about  embracing 
uncertainty  and  taking  risks,  and  McNerney  has  yet  to  show 
that  he  can  do  that.  The  GE  way  to  success  is  through 
measurement— stating  precise  goals  and  surpassing  them. 


3M's  success  had  been  in  taking  commercial  advantage  i 

unexpected  scientific  discoveries. 

America's  challenge  is  to  keep  its  innovation  economy  | 

running.  It  is  disturbing  to  see  that  the  latest  disruptive 

technology— camera  cell  phones— originated  in  Europe  i 

Asia.  Camera  phones  are  remaking  the  digital  camera,  pr 

film,  and  telephone  industries  | 
(page  52).  This  is  the  heart  of 
innovation:  a  fusion  of  new 
technologies  that  change  all  lo| 
of  behavior  and  businesses. ' 
U.S.,  hobbled  by  incompatible ! 
phone  standards,  is  lagging. 

It  is  worrisome  as  well  to  se 
best  and  brightest  foreign  stuc 
turning  away  from  U.S. 
universities  because  they  can't^j 
visas.  One  of  the  country's  sot 
of  innovation  is  this  stream  of 
young  people,  who  come  to  st 

and  stay  to  start  companies,  especially  in  high  tech.  Now 

many,  particularly  from  Asia,  are  going  to  China. 

Finally,  it  is  disturbing  to  see  that  the  issue  of  innovation] 

being  virtually  ignored  in  the  Presidential  campaign. 

Certainly  it's  important  to  talk  about  taxes,  budget  deficits. 

and  Social  Security.  But  the  question  underlying  all  of  thes 

how  best  to  get  America  to  innovate,  because  that's  the  pat 

to  growth,  jobs,  income,  and  wealth. 

McNerney's  struggle  to  restart  the  3M  innovation  machj 

is  part  of  a  larger  fight  to  keep  America  at  the  leading  edge] 

innovation.  Both  must  be  won. 


For3M- 
andthe 
U.S.-ifs 
the  way  to 
jobs  and 
growth 


The  Fat  Cats  Are 
Cozier  Than  Ever 


AFTER  YEARS  OF  DEBATE,  Congress 
passed  the  McCain-Feingold  campaign- 
finance  law  in  2002.  The  result?  Special 
interests  are  playing  an  even  greater  role 
in  raising  money  for  the  2004  Presi- 
dential campaign  than  ever,  hoping  to  parlay  their 
big  bucks  into  post-election  inside-the-beltway 
power.  True,  online  giving  is  bringing  millions  of 
small  donors  into  politics  for  the  first  time.  But  the  failure  of 
campaign-finance  reform  to  curb  the  influence  of  special 
interests  in  Washington  is  disheartening.  Americans  need  to 
believe  that  their  political  leaders  are  doing  what  is  best 
overall  for  the  nation,  not  just  their  campaign  contributors. 

Despite  McCain-Feingold,  a  whole  new  generation  of  fat  cat 
fund-raisers  is  funnding  millions  to  the  election  campaigns  of 
President  George  W.  Bush  and  Senator  John  F.  Kerry  (page 
32).  They  are  the  bundlers— executives  and  lobbyists— who 


can  pony  up  the  legally  permissible  $2,000  and  persuade 
dozens  of  friends,  family,  and  business  associates  and 
employees  to  do  the  same.  Bush  bundlers  come  from  Wall 
Street,  oil  and  gas,  health  care,  and  manufacturing  compani 
His  top  bundler  is  Merrill  Lynch  &  Co.  Chairman  Stanley 
O'Neal.  Kerry's  bundlers  come  from  Washington  law  firms  s 
lobbyists,  trial  lawyers,  and  large  media  conglomerates. 

Then  there  are  the  527s,  which  are  advocacy  groups,  tax 
exempt  under  Section  527  of  the  Internal  Revenue  Code,  th; 
do  not  direcdy  call  for  the  election  or  defeat  of  specific 
candidates  but  finance  more  general  political  ads.  These  52', 
are  the  new  receptacles  of  soft  money.  Used  mosdy  by 
Democrats,  groups  such  as  America  Coming  Together  and  t 
Media  Fund  are  financed  by  unions  and  a  new  breed  of  sup< 
fat  cats  who  are  writing  megamillion  dollar  checks.  The  bes 
known  is  George  Soros,  who  has  donated  $15  million  of  his 
own  money. 

McCain-Feingold  isn't  a  total  failure.  Campaign 
contributions  are  now  more  transparent.  Rich  donors  can't 
simply  write  million-dollar-checks  direcdy  to  political  partie 
That's  all  to  the  good  but  not  good  enough.  Special  interests 
still  dominate  the  campaign  process. 

The  best  hope  for  the  nation  is  for  the  Web  to  unleash  a 
torrent  of  small  donor  contributions  so  great  that  it  eventual 
erodes  the  political  power  of  the  fat  cat  contributors.  The 
White  House  and  Congress  should  not  be  sold  to  the  highesi 
bidder  even  if  we  now  know  who  they  are. 
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If  you  still  think  of  Pitney  Bowes  as  the  postage-meter  people,  here's  a  thought: 
Today,  we're  working  with  nearly  every  FORTUNE  500  company,  engineering  solutions 
that  go  far  beyond  the  mailroom. 

By  optimizing  the  flow  of  documents,  mail  and  data  that  stream  into  and  out  of 
your  organization,  we  can  transform  it  into  a  powerful  tool  for  advancing  business. 

The  results  can  be  extraordinary:  From  more-profitable  customer  relationships  to 
improved  cash  flow;  a  safer,  more-secure  operation  to  24/7  backup  in  case  of  disaster. 
The  list  is  virtually  endless.  But,  then,  so  are  our  ideas. 

Hopefully,  we've  piqued  your  curiosity.  But  we  can  assure  you  that  it  will  be  fully 
rewarded  with  a  visit  to  pb.com/solutions.  Or,  if  you  prefer,  a  call  to  1  866  DOC  FLOW. 


"1 


I  Pitney  Bowes 


Engineering  the  flow  of  communication" 


Pitney  Bowes  Inc.  All  Rights  Reserved. 
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GM  HYBRID-POWERED  BUSES  INCREASE  FUEL  EFFICIENCY 
UP  TO  60  PERCENT.*  FIRST  STOP,  SEATTLE. 


How  do  you  get  more  people  to  use  hybrid  vehicles?  Build  one  a  whole 
city  can  use. 

In  Seattle,  the  local  transit  authority  has  begun  taking  delivery  of  235 
GM  hybrid-powered  buses,  the  largest  single  order  for  hybrid  buses  ever 
placed  in  the  U.S.  This  single  fleet  is  slated  to  save  over  750,000  gallons  of  fuel 
annually,  the  equivalent  of  thousands  of  small  hybrid  cars. 

If  the  nine  largest  U.S.  cities  replaced  their  1 3,000  conventional  buses  with 
GM  hybrid-powered  buses,  they  would  save  over  40  million  gallons  of  fuel 
annually.  A  positive  impact  the  whole  country  could  feel. 

That's  how  we  approach  the  environment  here  at  GM.  We  deliver  real-world 
solutions  that  make  a  real-world  difference. 

In  head-to-head  fuel  efficiency  comparisons,  our  trucks  win  more  often  than 
any  other  manufacturer.  GM  has  built  more  than  a  third  of  all  flexible-fuel 
vehicles  on  America's  roads  today.  And  when  it  comes  to  fuel  cells, 
our  hydrogen-powered  Hy-wire™  concept  car  set  the  standard. 

We've  set  the  bar  high.  And  we're  charging  towards  it  every  day.  In  cars. 
In  trucks.  And  in  big,  magic  buses.  Jump  aboard. 


gm.com 

CHEVROLET     PONTIAC     BUICK     CADILLAC     GMC 
OLDSMOBILE      SATURN      HUMMER      SAAB 


*Claims  compared  to  a  conventional  diesel  bus  on  an  urban  schedule. 

©2004  GM  Corp  All  rights  reserved  The  marks  of  General  Motors  and  its  divisions  are  registered  trademarks  of  General  Motors. 
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When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 


LIQUOR  BRAND/PRICE* 

OUR  AWARD 

TOP  3  GINS 

/Hendrick's 

i430/750ml 

Most^^ 
Flavorful^ 

Tanqueray  No. 

Ten  $26/750ml 

Smoothest 

Juniper  Green 
Organic 

$26.50/750ml 

Best 
Presentation 

HEND 


crs 


G  I  N 


HENDRICK'S 


A  Most  Unusual  Gin 

CuCUMBERGtN.COM 


BusinessWeek  online 


WWW.BUSINESSWEEK.COM  Updated  every  business  day. 

BusinessWeek  magazine  is  available  online  free  to  subscribers:  Go  to 
www.businessweek.com  and  tpllow  instructions  to  register.  Find  links  to  the  online-only 
highlights  below  at  www.businessweek.com/tnagazine/content/04_16/online.htm 

The  Penguin  Is  Popping  Up 
All  Over  the  Place 

Linux  is  fast  breaking  out  of  its  original  stomping 
ground  in  servers  and  into  cell  phones,  cars, 
telecom  gear,  and  consumer  electronics.  This 
Special  Report  looks  at  the  open-source  outlook 

The  Stakes  Are  Rising  for  Poker 

With  TV  shows  World  Poker  Tour  and  Celebrity  Poker  Showdo\ 
the  game  is  on  a  big  winning  streak.  Card  Player  magazine's 
Barry  Shulman  talks  about  why  poker  is  seeing  such 
unprecedented  popularity,  especially  online 

It  May  Be  Too  Soon  to  Say 
It's  Safe  to  Buy  Tyco 

Despite  the  lingering  legal  uncertainty,  many  Wall 
Street  analysts  give  CEO  Ed  Breen  high  marks  for 
the  changes  he  has  made— and  are  recommending 
the  stock.  They  may  be  rushing  their  verdict 

Big  Catches  for  Two  Big  B-Schools 

Columbia  and  the  University  of  Southern  California  have  lande< 
new  high-profile  deans  in  Glenn  Hubbard  and  Yash  Gupta, 
respectively.  Here's  a  look  at  what  they'll  be  tackling 


Incentives  Keep  Driving 
New  Car  Sales 

Auto  execs  point  to  March's  4%  rise  in  light-vehicle 
sales  as  proof  of  rebounding  consumer  demand- 
but  they  aren't  ready  to  abandon  the  rebate  habit. 
That  will  be  one  uphill  climb 
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Original  streaming  video 
featuring  industry  experts  and 
BW  editors 
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»TOOLS  »FORUMS 

Your  Portfolio,  Stock  Screener,      Join  in  ongoing  discussions 
MBA  Search,  and  Mutual  Fund     on  investing,  business 
Scoreboards  schools,  and  more 

Tune  in  This  Weekend  for: 

I  Combating  High  Drug  Prices  I  Don't  Retire,  Be  Your  Own  Boss 
Find  program  dates  and  times  in  your  area  at  www.bt_nessweektv.wi 
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Knowledge  is  power.  Feel  free  to  flex. 


Introducing  Citiqroup's  Office  of  Financial  Education.  When  you  understand  your  finances,  the  rest 
of  your  life  works  better.  Access  to  financial  information  can  help  everyone  make  the  most  of  their 
money,  and  their  lives.  We  work  with  people,  businesses  and  institutions  to  help  them  manage  their 
finances  wisely.  We  support  financial  education  programs  and  organizations  in  more  than  40  countries, 
because  we  believe  knowledge  is  your  greatest  asset.  Visit  citigroup.com  for  more  information. 


Financial  education.  Knowledge  is  your  greatest  asset." 


Citigroup 
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YOUR  WORKFORCE  IS  MOBILE. 


SHOULDN'T  THEIR  OFFICES  BE  MOBILE  TOO? 


T-Mobile  HotSpot  empowers  mobile  employees  with  wireless  acces 
information  they  need  on  the  road.  Each  location  offers  WU=i  Internet  se 
laptops  or  PDAs,  and  is  a  part  of  the  nation's  largest  Wi-Fi  network.  Che* 
Download  data-rich  files.  Upload  presentations  on  the  fly.  It's  Wi-Fi  in  rts  mo 
and  reliableform^ndit'shere  to  help  the  modem  workforce  get  more  out  of. 

For  more  information,  log  on  to  www.t-mobile.com/hotspot  or  call  1-877-8, 


UNITED 


*€m 


T-  ■  -Mobil 
HotSi 


Available  at  over  4500  locations  nationwide  including: 

_    AmericanAirfciM' 
MOB    kinkCS    BORDERS.  *d*.  Fted  Carpet Ojb* 

VJB?        ■%■■  ■■*»    •        una  wnc  warns  an         w 

■  .  m,*  a  T-Mobile  USA.  Inc  ©2004  T-Mobile  USA.  Inc.  All  other  marks  are  properties  of  their  resf 
T-Mobite  is  a  reg.stered  trademark  of  Deutsche  Tetekom  AG.  The  Hotpot  logo  *  a  serv.ce  mark  of  T-MoMe  US 
Membership  required  for  adi  '"line  clubs. 
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"When  we  discuss 
job  reductions,  we 
are  talking  about 
positions,  not 
necessarily  people." 

-Marc  Oken,  Bank  of  America 
CFO,  on  the  bank's  recent 
elimination  of  12,500  slots 
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LY  EVENING  on  a  lonely 
[ch  of  highway,  and  you 
.  billboard  advertising  a 

'  breakfast  special  20 
\s  ahead.  Good  message, 
Itiming.  But  what  if  the 


DIGITAL  BOARDS 

go  nationwide 


m  changed  at 

fjnertime  to 
mote  pork 
ps  or  sushi?  That's  the 
i  brewing  at  Clear  Channel 
door,  the  billboard  unit  of 
Antonio  radio  giant  Clear 


IE  BIG  PICTURE 


Channel,  which  already 
operates  flashing  signs  in 
New  York's  Times  Square. 
Now  if  s  looking  to  operate 
computerized  signs  in  the 
hinterland,  says  Michael 
Hudes,  who  takes  over  on 
Apr.  12  as  the  company's 
digital  marketing  strategist. 
The  challenge  is  expense. 
Large-screen  billboards  that 
light  up  Manhattan  and  Las 
Vegas  can  cost  $250,000 

apiece.  Hudes'  task  is  to 
produce  far  cheaper 
signs  for  highways 
within  two  or  three 
years— and  change  the 
nature  of  billboards. 
"We  won't  sell  space 
anymore,  but  time," 
he  says. 

This  is  the  latest 
push  by  the  $21 
billion  outdoor  ad 
business  to  vie  with 
more  nimble  radio 
and  print.  The 
challenge  for  drivers  in  this 
new  age  of  lively  highway 
ads?  Keeping  an  eye  on 
the  road.  -Tom  Lowry 


MY  BURDEN  The  Financial  Accounting 
ndards  Board  plans  to  require  expensing  of 
fcck  options.  If  the  rule  were  in  place,  heres 
>w  it  would  hit  a  few  2003  earnings  per  share: 


y 


CLEANING  UP  But  the 

insurers'  worries  ro  on 


LITIGATION  NATION 


GAAP  diluted  EPS  from  continuing  operations 
Data:  Credit  Suisse  First  Boston 


Asbestos  Clouds 
Over  MetLife 

METROPOLITAN  LIFE  Insurance  Co.  doesn't  cover  property  and 
casualty  losses,  and  it  doesn't  make  or  sell  asbestos.  But  on 
Apr.  19,  when  the  Senate  begins  debate  on  a  $124  billion 
corporate-funded  trust  to  take  asbestos  cases  out  of  court, 
MetLife  execs  will  be  watching  from  the  edge  of  their  seats. 

Why  the  concern?  In  1932,  a  doctor  hired  by  MetLife 
examined  more  than  1,000  workers  at  an  asbestos  plant  in 
New  Jersey  and  found  evidence  of  lung  disease.  In  recent 
years,  plaintiffs  have  filed  suits  against  MetLife,  charging  that 
the  insurer  concealed  the  study.  MetLife  denies  the  allegation. 

Even  though  some  state  courts  have  dismissed  the  claims, 
MetLife  has  paid  out  $180  million  in  the  past  two  years  to 
settle  others.  So  the  suits  keep  coming— 112,700  at  last  count. 
In  March,  the  company  upped  its  asbestos-liability  reserves  by 
50%,  to  $1.2  billion.  "Asbestos  litigation  is  out  of  control," 
says  MetLife  spokeswoman  Holly  Sheffer. 

A  trust  fund  promises  relief,  but  negotiators  are  still 
haggling  over  its  size.  They  also  worry  that  once  asbestos 
claims  are  cleared  up,  victims  might  sue  anyway  over  similar 
illnesses  caused  by  silica  dust.  MetLife  lawyers  are  already 
jousting  over  that  issue  in  court.  -Lorraine  Woellert 
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TAXING  MATTERS 

WHY  IS 
THIS  MAN 
SMILING? 

SCORE  IT  Diller  1,  Tax  Man  0. 
BusinessWeek  has  learned  that 
a  New  York  tax  examiner 
ruled  on  Mar.  17  that  Barry 
Diner's  InterActiveCorp  may 
keep  collecting  hotel  taxes  in 
New  York  at  a  lower  rate  than 
officials  in  several  other 
states  have  been  demanding. 


HONCHOS 

A  PERK 

PACKAGE  WITH 
AIR  RIGHTS 

A  RETIREMENT  package  for 
former  Anadarko  Petroleum 
CEO  Robert  Allison  Jr. 
includes  200  hours  a  year 
on  the  company  jet.  If  the 
Houston  company  grounds 
its  fleet,  Allison  is  entided  to 
rentals  on  Anadarko's  dime. 
Researcher  Paul  Hodgson 
of  the  Corporate  Library 
says  this  may  be  a  first.  The 
company  calls  it  a  just 
reward  for  17  years  of  strong 
leadership.  But  jet  rentals 
could  get  pricey.  Going  rates 
extend  from  $50,000  a  year 
for  a  Piper  Aztec  to  $1 
million  a  year  for  a  mighty 
Gulfstream  V. 

-Stephanie  Anderson  Forest 


The  ruling,  if  adopted 
elsewhere,  could  save  IAC  up 
to  $150  million  in  back  taxes. 

The  issue  arose  from  the 
way  the  Internet  has  changed 
hotel  sales  since  2000. 
Instead  of  selling  rooms  for  a 
10%  commission,  IAC's 
Expedia  and  Hotels.com  sites 
buy  rooms  from  hotels 
cheaply  and  mark  them  up 
for  resale.  Like  competitors 
Travelocity  and  Orbitz,  they 
have  collected  tax  from 
consumers  only  on  the  price 
the  Web  sites  pay  the  hotel 
for  rooms,  not  the  price  the 
consumer  pays  the  Web  site. 
The  difference:  $3  to  $4  in 
tax  per  room  night. 

The  New  York  ruling  says 
it's  up  to  hotels,  not  travel 
agents,  to  collect  the  taxes. 
IAC  declined  comment. 
Rulings  in  such  states  as 
Florida  and  Pennsylvania  are 
pending.  But  if  they  follow 
New  York's  lead,  a  persistent 
cloud  over  IAC's  shares,  and 
its  future,  could  lift  quickly. 

-Timothy  J.  Mullaney 


CAR  TALK 


TINY,  TOPLESS,  AND  HOT  Dealers  are  eager 
the  new  Mini  convertible  to  hit  U.S  and 
European  showrooms  this  summer.  Orders 
the  follow-up  to  the  wildly  successful  remak 
the  '60s  classic  already  total  3,000  in  Britai 
and  market  researchers  say  global  sales 
could  hit  25,000  this  year.  Some  176,000  M 
were  sold  worldwide  in  2003.  BMW,  which 
owns  the  marque,  has  nurtured  Mini  mania 
from  the  start  by  keeping  supplies  of  the  pin 
size  car  ($17,000  to  $25,000)  running  just  sh 
of  demand,  so  it  could  likely  sell  more.  In  fad 
more  than  half  of  Mini  buyers  end  up  waiting] 
three  months  for  delivery.  What's  next?  BMW 
isn't  saying,  but  analysts  expect  to  see  a  Mini 
wagon  in  2006— followed,  perhaps,  by  a 
roadster  version  in  2007       -Gail  Eomond 
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Microsoft 


How  do  you  make  3,000  miles 
feel  more  like  3  feet? 


Now  you  can  meet  with  groups  of  two  to  thousands,  wMrout  leaving  your  desk.  AH  thanks  to  a  service  called  M,crosoft 
Office  Live  Meeting.  With  just  a  phone,  a  PC  and  an  Internet  connection  you  can  give  a  live  sales  demo,  discuss  new 
praduot  developments  or  even  execute  a  PR  event.  All  in  real  bme.  All  wKhout  the  hassle  and  expense  of  business  travel. 
Plus  rfs  a  hosted  service  so  there  are  no  costly  infrastructure  changes  or  headacrles  for  your  IT  department.  It's 
a  big  part  of  what  makes  the  new  Microsoft  Office  System  so  different.  See  for  yourself.  You'll  save  time,  save  money 
and  maybe  even  earn  yourself  the  title  of  office  superhero. 


of  service,  on  us. 


Visit  www.microsoft.com/livemeet. 


meeting 


1#J    Microsoft  Office 

lib  Live  Meeting 


A  PlaceWare  Service 


2004  Microsoft  and  PlaceWare  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation 


or  PlaceWare,  inc.  in  the  United  States  and/or  other  countries.  Placeware.  Inc.  is  a  wholry-owned  subsidiary  of  Microsoft  Corporation. 
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FACE  TIME 

R.GLENN 
HUBBARD 


SHAKING  UP 

COLUMBIA 

B-SCHOOL 

Longtime  Columbia  Univer- 
sity economist  R.  Glenn 
Hubbard  took  a  break  from 
academia  to  help  push 
through  President  George  W. 
Bush's  controversial  tax  cuts. 
Hubbard  stepped  down  last 
year  as  chairman  of  the 
President's  Council  of 
Economic  Advisers,  and  on 
July  1,  he's  taking  over  as 
dean  of  Columbia  Business 
School.  His  goal:  To  shake  up 
B-school  education. 

Hubbard,  45,  says  he 
wants  to  push  entrepre- 
neurial thinking  into  the  core 
MBA  curriculum.  He  says  this 
means  approaching 
problems  with  a  startup 
mentality-even  within  big 
companies.  Traditionalists  at 
Columbia  may  resist  infusing 
rigorous  finance  and 
management  courses  with 
lessons  on  risk-taking  and 
improvised  departures  from 
the  business  plan.  But 
students  could  find  an  extra 
advantage  in  Hubbard's 
approach.  Facing  a 
competitive  job  market, 
entrepreneurial-minded 
grads  might  launch  startups 
of  thei r  own.  -Jennifer  Merritt 


R&D  WATCH 

RUSSIA: 
WHERE  THE 
LABS  ARE 

WHERE  DO  KOREAN  companies 
go  for  innovation?  Increas- 
ingly, to  Russia.  Samsung,  LG 
Electronics,  and  Daewoo, 

among  others,  are  relying  on 
Russian  engineers.  "There's 
an  enormous  pool  of  scientif- 
ic and  engineering  talent  we 
can  tap,"  says  Song  Yong 
Won,  a  Russia  specialist  at 
the  state -run  Korea  Institute 
of  Science  &  Technology. 

Examples  of  Russian  tech- 
nical prowess  abound.  It  was 
a  Russian  who  helped  devel- 
op the  cooling  pipes  that  are 
crucial  for  LG  air  condition- 
ers. Another  played  a  role  in 
the  invention  of  the  long- 
lasting  recording  heads  that 
helped  Daewoo  sell  4.2  mil- 
lion vcrs  last  year.  And  Rus- 
sians lent  a  hand  designing 
the  image-processing  chips 
in  Samsung's  digital  TVs. 

A  Korean  company  has 
even  found  a  market  for  a 


SPACE  TEST 

For  Russian 
cosmonauts 


treatment  from  the  Russian 
space  program  to  remove 
toxins  from  the  bloodstream 
of  cosmonauts.  Salus  Biotech 
rebranded  the  serum,  called 
KGB,  and  has  sold  70,000 
vials  as  a  fail-safe  hangover 
remedy. 

Why  are  so  many  Russians 
working  for  Koreans?  Partly 
because  Korea  can  no  longer 
depend  on  its  traditional  in- 
dustrial patrons,  the  Japa- 
nese. It  was  Mitsubishi  Motors 
that  taught  Hyundai  Motor  to 
build  cars,  and  Sanyo  that  in- 


OVER  THERE 

FILL  TR  UP  Nearly  all  the  world's  oil  is  priced  in 
dollars— and  prices  have  soared  for  three  years. 
Because  the  euro  has  gained  on  the  dollar, 
Europeans  have  seen  their  oil  bills  drop  a  tad. 


CHANGE  IN  OIL  PRICES" 


W- 


\\ 


troduced  TV  technolog} 
Samsung.  Now  these  cc 
nies  are  Japan's  fiercest 
petitors,  and  Tokyo  is  n 
longer  eager  to  help. 
The  Russian  conn 
likely  to  become  strong  < 
still.  The  Korean  gove 
is  helping  some  60  Kon 
startups  with  $19  millic 
tap  Russian  technology 
long  as  the  money  con 
to  flow,  the  Russian  invt 
won't  be  inclined  to  sav 
to  any  prospective  Kore 
employers.       -Moon  I 


THE  STAT 


The  number  of  hoi 
of  sleep  lost  on  the 
average  three-day 
business  trip.  On 
average,  travelers 
also  consume  14% 
morecaffeine- 
perhaps  to  offset  th 
30%  boost  in  aloof 

Data:  H  ton  Hotels  &  Resorts 
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Readers  Report 


Why  the  obsession  with 
Ann  Fudge's  two-year 
sabbatical?  Something 
tells  me  ifs  fueled 
by. . .  envy." 


BusinesxWiv 

ACT 
TWO 


-Sandy  Greenberg 
New  York 


A  BIG  STIR 

OVER  A  SABBATICAL 

WHY  THE  OBSESSION  with  Ann  Fudge's 
two-year  sabbatical?  ("Act  II,"  Cover  Sto- 
ry, Mar.  29).  Something  tells  me  it's  fueled 
by  the  envy  of  people  who  lack  the  power, 
self-confidence,  and  sheer  will  to  seek  life 
over  work,  even  for  a  fleeting  moment. 

-Sandy  Greenberg 

Executive  Vice-President 

Group  Creative  Director 

Foote  Cone  &  Belding  Advertising 

New  York 

KUDOS  TO  ANN  FUDGE  for  her  bold 
move  to  walk  away  from  the  corporate 
world  for  two  years  to  redefine  the  direc- 
tion of  her  life  and  to  experience  what  lies 
outside  the  high-powered,  driven-execu- 
tive  suite.  After  devoting  nearly  30  years 
of  her  life  to  Corporate  America,  does 
Fudge  deserve  to  have  detractors  criticiz- 
ing her  two-year  sabbatical? 

-Victoria  T.  Brown 
New  York 

BASED  ON  PERSONAL  experience,  I 
think  Ann  Fudge's  "can't  we  all  just  get 
along?"  approach  to  Young  &  Rubicam 
Inc.'s  corporate  problems  is  doomed  to 

IN  MEMORIAM:  IRENE  M.  KUNII,  1953 

BusinessWeek  has  lost 
one  of  its  most  respected 
foreign  correspondents. 
Irene  M.  Kunii,  our  science 
and  technology  reporter  in 
Japan,  died  of 
complications  related  to 
cancer  on  Mar.  31  at  St. 
Luke's  Hospital  in  Tokyo. 

Besides  being  an  admired  and  valued 
colleagu  at  the  magazine,  Irene  was  deeply 
respecter'  within  the  Tokyo  press  corps  for 
her  knowleag--*  and  her  generosity.  Fluent  in 
Japanese  and  a  two-decade  veteran  of  the 
Japan  story,  she  had  many  personal  and 


failure.  Over  a  32-year  advertising  can 
in  Houston,  I  bought  agencies  twice 
sold  twice.  Without  exception,  there 
an  us-vs.-them  mentality  that  was  im 
sible  to  overcome. 

Great  agencies  are  staffed  with  peoi 
with  giant  egos.  Fudge's  approach  mig 
work  in  some  corporations,  but  she  w 
soon  discover  it  will  never  work  in  t 
communications  business. 

-ArtCasf 
Houst 

FIGHTING  TERROR- 

OR  SPREADING  ITS  SEEDS? 

THANKS  FOR  YOUR  thoughtful  piece 
the  aftermath  of  the  Madrid  terror  boir 
ings  ("Fighting  a  new  Cold  War,"  Nev 
Analysis  &  Commentary,  Mar.  29).  I  '<■ 
still  shocked  by  those  terrible  images.  Ii 
a  priority  indeed  to  forge  a  new  U.S-E 
rope  alliance,  similar  to  the  common  u 
demanding  that  led  us  to  NATO  aft 
World  War  II.  Anti-Americanism  in  Eui 
pean  public  opinion  should  not  be  undt 
estimated.  Europeans  who  are  pro -Am 
ican  (as  I  am)  are  at  a  point  where  th 
are  nearly  unable  to  voice  their  thinki] 
publicly.  Anti-Americanism  has  reach 
the  point  of  a  cultural  dogma.  The  ch; 

2004 

professional  friends  in  the  technology, 
corporate,  and  political  arenas,  and  they 
opened  doors  for  her  that  others  never  even 
knew  existed. 

Irene  was  a  vital  presence  on  the  Tokyo 
scene.  She  had  a  big  laugh  that  filled  the 
room  and  her  ever-present  confidence  was 
infectious.  Despite  Japan's  decade  of 
economic  distress,  she  always  believed  that 
her  adopted  country's  ingenuity  and 
resilience  would  win  the  day. 

Irene  was  a  great  credit  to  our  magazine, 
and  an  absolute  joy  to  work  with.  We  extend 
our  deepest  condolences  to  Irene's  husband, 
Osamu,  her  family,  and  myriad  friends. 
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There  must  be  a  more  intelligent  way 
to  cut  your  operational  costs. 


n 
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Business  Intelligence  from  Business  Objects 


These  days,  everyone  wants  to  cut  costs.  But  no  one 
wants  to  cut  the  ability  to  make  a  profit.  So  how  do 
you  find  the  best  ways  to  save?  With  industry  standard 
business  intelligence  software  from  Business  Objects. 
Our  software,  you  see,  mines  all  your  financial  and 
operational  systems  and  gives  you  a  complete,  detailed 
view  of  all  your  costs  all  across  the  enterprise.  You  can 
access  and  create  reports.  Analyze  data.  And  find  ways 
to  make  your  operations  more  cost  effective.  All  based 
on  up-to-the-moment  information. 
All  of  which  enables  you  to  better  track,  understand, 


and  manage  your  business  to  maximize  enterprise 
performance.  You'll  have  the  information  you  need  to 
make  better  decisions,  improve  operational  efficiency, 
and  discover  new  sources  of  revenue. 
Every  day,  more  than  24,000  companies  rely  on  our 
software  to  unlock  the  power  of  information.  Perhaps 
you  should,  too.  For  your  free  copy  of  our  business 
paper  "Driving  Organizational  Performance  with  Business 
Intelligence,"  visit  www.businessobjects.com/cost. 
Or  call  Business  Objects  at  1-800-877-2340.  And  lefs 
put  away  the  chainsaw  before  your  enterprise  gets  hurt. 


Business  Objects' 

The  business  intelligence  standard. 


Readers  Report 


lenge  of  Islamic  terrorism  requires  close 
cooperation  at  the  economic  and  political 
levels,  as  well  as  shared  intelligence. 

Europe  has  been  dismantling  its 
armies  and  secret  services  for  years.  Now 
we  need  to  reestablish  them.  As  in  1945, 
we  will  need  America's  help.  It  is  a  pity 
that,  after  September  11  and  March  11,  we 
are  still  quarreling,  defying  common 
sense,  and  airing  our  differences.  Perhaps 
it  is  not  too  late.  It  is  a  time  for  diplomacy. 
Let  us  repair  the  transatlantic  bond. 

-Francisco  J.  Perez-Latre 
Pamplona,  Spain 

"FIGHTING  A  NEW  Cold  War"  should  be 
sent,  with  dispatch,  to  all  heads  of  state 
in  open  societies.  It  contains  thoughtful 
and  measured  advice  that  should  be  dis- 
cussed and  acted  upon  by  political  lead- 
ers and  their  governments.  To  disavow 
and  appease  the  enemy  at  this  inflection 
point  will  only  cost  the  world  more  in 
terms  of  future  human  lives  and  eco- 
nomic resources. 

-Patrick  L.  Romano,  Major 
U.S.  Air  Force  (Ret.) 

Washington  Township,  N.J. 
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BRUCE  NUSSBAUM'S  commentary  is  ex- 
actly the  type  of  nonpartisan  editorial  that 
keeps  me  an  avid  BusinessWeek  reader 
and  subscriber.  No  recent  article  on  the 
war  against  terrorism  and  the  state  of  af- 
fairs between  the  U.S.  and  Europe  better 
sums  up  my  feelings  than  this  one  does. 
-John  Sidney  Trahan 
Wimberley,  Tex. 

THERE  IS  A  fundamental  difference  be- 
tween the  American  approach  that  sees 
only  al  Qaeda  as  the  problem  and  the  Eu- 
ropean approach  that  sees  radical  Islam 
as  the  problem  and  al  Qaeda  only  as  its 
most  urgent  symptom.  Take  Iraq.  From 
the  American  point  of  view,  Saddam  Hus- 
sein's fall  is  at  worst  irrelevant  to  the  fight 
against  al  Qaeda,  and  there  is  a  good 
chance  that  it  will  help  by  providing  the 
Arab  world  with  a  democratic  alternative. 
From  the  European  point  of  view,  the 
chances  for  a  democratic  Iraq  are  small, 
and  we  may  be  lucky  if  we  can  save  it 
from  anarchy.  But  worse  is  that  we  have 
removed  the  main  secular  alternative  in 
the  region  and  thereby  given  the  rich  rad- 
icals in  Saudi  Arabia  and  the  Gulf  states  a 


free  hand  to  concentrate  on  financing 
spread  of  their  ideology  all  over  the  < 
Yes,  the  fight  against  radical  Ish 
like  the  fight  against  communism, 
munism  as  an  ideology  crumbled 
communist  parties  and  organizat 
worldwide  were  no  longer  sustain* 
money  from  Moscow.  Islamic  radk 
will  crumble,  too,  when  we  shut  do^ 
financing.  But  until  that  time,  we 
keep  seeing  Islamic  revolts  and  p( 
grabs  from  Thailand  and  the  Philippi 
in  the  East  to  Nigeria  and  Ivory  Cos 
the  West. 

-Wim. 
Leiden,  NetherL 

A  WAR  ON  TERRORISM  will  succeed  < 
in  bringing  more  acts  of  terror  upon 
well  as  the  Europeans.  Should  one 
an  example,  look  no  further  than  Israe 
a  country  that  has  been  at  war  with 
rorists  for  decades  and  is  no  safer 
than  it  was  decades  ago.  What  the  U.J 
ally  needs  to  do,  if  in  fact  a  safer  societ 
what  is  truly  desired,  is  to  quit  mes 
around  in  other  peoples'  backyards,  i 
if  those  people  control  a  precious  resoi 


The  cure  for  cabin  fever?  A  bigger  cab' 


Fractional  shares  available  on  the  following  models:  Legacy,  Challenger  601 .  Citation 
Hawker  800XP,  Citation  650,  Citation  V,  Hawker  400XP,  Beechjet  400A,  CitationJet  a 
King  Air  B200.  Flight  Options,  LLC  is  an  affiliate  of  Raytheon  Company. 


toich  we  are  dependent.  That  said, 
De  clear  about  one  thing:  These  peo- 

0  not  hate  us  because  we  are  a  free 
Dpen  society,  as  both  Nussbaum  and 
Resident  claim.  They  hate  us  for  who 
re  on  their  own  soil— a  tyrant. 

-Robert  M.  Hamburger 
Crestone,  Colo. 

A HAS TURNED 
)TECHINTOAMcJOB 

'  DARE  A  COUNTRY  like   India 
^ten  to  "backlash"  and  "revert  to  a 
;d"  society  when  all  they  are  is  a  vac- 

1  sucking  up  U.S.  [information-tech- 
-gy]  jobs  and  lowering  the  overall 

es  of  the  sector  ("Ban  outsourcing? 
idea,"  International  Business,  Mar. 
All  they  have  done  is  turn  IT  into  a 
ob,  and  even  worse,  force  us  to  train 
overseas  replacements. 

-Mark  Okubo 
Auburn,  Wash. 

IV  THE  U.S.  CAN 

l/IBAT  HIGH  GAS  PRICES 

ROCKETING   GAS   PRICES   are  pn- 
■ily  the  result  of  the  OPEC  oil  cartel's 


CORRECTIONS  &  CLARIFICATIONS 

The  title  of  Peter  B.  Lewis  was  incorrect  in 
"The  new  fat  cats"  (News:  Analysis  & 
Commentary,  Apr.  12).  He  is  chairman,  not 
CEO,  of  Progressive  Corp. 

"A  step  in  the  right  direction  for  Iraq" 
(Economic  Viewpoint,  April  5)  should  have 
noted  that  the  new  Iraqi  currency  is  an 
updated  variant  of  the  Swiss  dinar,  which 
previously  had  circulated  in  the  Kurdish 
regions. 


ability  to  squeeze  off  production  world- 
wide ("Are  refiners  boosting  the  pain  at 
the  pump?"  News:  Analysis  &  Commen- 
tary, Mar.  29).  The  U.S.  government  has 
been  a  de  facto  member  of  OPEC  because 
of  the  occupation  of  Iraq.  The  Bush  Ad- 
ministration has  supported  everything 
OPEC  has  done  in  the  past  year.  President 
Bush  could  remove  Iraq  from  OPEC  with 
the  stroke  of  a  pen.  We  wish  he  would. 

-Carl  Olson,  Chairman 

State  Department  Watch 

Washington 


Introducing  the  Legacy 

S1, 368,750  (1/16,h  share) 


Purchase  now  and  fly  at  the  Hawker  800XP 

hourly  rate  (*1,990/hr)*  during  the  first 

24  months  of  ownership. 


The  newest  member  of  the  Flight  Options  family  is 
the  13- passenger  Legacy.  It  offers  the  spaciousness 
of  a  large-cabin  aircraft  with  the  occupied  hourly  rate 
of  a  mid-size  model.  And  you'll  only  find  it  here.  To 
find  out  more  about  the  terms  and  conditions  of  our 
purchase  options,  call  us  at  877.703.2348  or  visit  us 
at  www.flightoptions.com. 

<  y  Fuel  Adjustment  Factor  and  Federal  Excise  Tax  (FET)  apply. 


IN  THE  PICTURE  ON  PAGE  48,  I  find  it 
telling  that  the  service  station  reminds 
patrons  it  has  an  ATM  machine  should 
they  need  extra  cash.  Who  wouldn't  need 
cash  with  prices  like  that? 

-MattEssig 
Denver 

AMERICANS  CONTINUE  TO  consume 
more  and  more  gasoline.  Most  of  us  re- 
fuse to  drive  less,  buy  fuel- efficient  vehi- 
cles, or  slow  down.  All  of  those  actions 
would  lessen  the  capacity  problem. 

Absent  a  national  energy  policy— with 
all  its  regulatory  intrusions  into  our  lives 
and  pocketbooks— we  can  do  something 
about  shortages  right  now.  We  need  to  be- 
gin thinking  of  the  responsible  conserva- 
tion of  gasoline  as  a  patriotic  priority. 
The  dividends  would  be  considerably 
more  than  decreased  price  at  the  pumps. 

-Dave  Redic 
Dayton 


THIS  KIND  OF  OUTSOURCING 
HAS  NO  SILVER  LINING 

I  AGREE  WITH  Paul  Craig  Roberts  in 
"The  harsh  truth  about  outsourcing" 
(Special  Report,  Mar.  22).  Outsourcing 
equals  the  erosion  of  wealth  for  all  First 
World  nations.  Although  outsourcing  of 
manufacturing  was  detrimental  to  the 
factory  workers  of  the  U.S.,  the  "compar- 
ative advantage  principle"  was  in  place 
and  provided  a  path  to  retrain  and  absorb 
workers  back  into  American  business.  In 
contrast,  outsourcing  of  "knowledge- 
based"  jobs  provides  a  direct  path  to  eco- 
nomic disaster.  It  begins  with  call  centers, 
followed  by  programming,  auditing,  ac- 
counting, engineering  design,  telemar- 
keting, animation,  editing,  transcription, 
legal  assistance,  and  finally  core  research. 
While  corporations  and  stockholders 
may  realize  short-term  gains,  these  too 
will  be  eroded.  Those  very  governments 
that  are  receptive  to  the  relocation  of  U.S. 
jobs  may  not  be  so  receptive  to  the  pur- 
chase of  U.S.  autos,  U.S.  branded  appli- 
ances, U.S.  cosmetics,  U.S.  pharmaceuti- 
cals—or U.S.  magazines,  for  that  matter. 

-Austin  Neary 
Andover,  NJ. 
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The  Great  Innovators 


CELEBRATING 


As  part  of  its  anniversary  celebration,  BusinessWeek  is 
presenting  a  series  of  weekly  profiles  of  the 
greatest  innovators  of  the  past  75  years.  Some  made 
their  mark  in  science  or  technology;  others  in 
management,  finance,  marketing,  or  government. 
In  late  September,  2004,  BusinessWeek  willpubhsh  a 
special  commemorative  issue  on  Innovation. 


SellingStocks 
To  the  Masses 


AFTER  THE  1929  stock  market  crash, 
mistrust  of  financial  markets  soared. 
Millions  of  ordinary  investors  had  lost 
their  jobs,  fortunes,  or  both.  But  as  their 
dreams  turned  to  dust,  Charles  E.  Merrill 
was  just  starting  to  pursue  his.  Over  the 
next  decade  he  burnished  a  revolutionary 
idea:  Bring  Wall  Street  to  Main  Street  by 

democratizing  the  market.  In  1940,  he  gave  his 
vision  shape  by  creating  the  brokerage  firm  now 
known  as  Merrill  Lynch  &  Co. 

Merrill  believed  passionately  that  the  middle 
class  should  be  able  to  profit  from  quality  stocks. 
Until  then,  Wall  Street  catered  to  the  ultra-rich.  A 
veteran  of  the  bad  old  pre-Securities  &  Exchange 
Commission  days,  when  the  stock  market  was  rife 
with  promoters  and  con  artists,  he  instilled  a  strong 
code  of  ethics  at  the  firm,  seeking  a  level  playing 
field  for  average  investors.  He  insisted  on  keeping 
research  honest  by  separating  it  from  banking  and 
paying  brokers  a  salary  rather  than  commissions 
alone.  One  wonders  what  he  would  have  made  of         ^"^™ 
today's  mutual-fund  and  analyst  scandals. 

Short  in  stature  and  bull -like  in  tenacity,  Merrill  was  an 
unlikely  revolutionary.  Called  "Good-Time  Charlie"  by  friends 
with  whom  he  loved  to  party,  the  charming  Southerner  had 
humble  roots.  His  father,  a  country  doctor,  ran  a  pharmacy 
where  Charlie  worked  as  a  boy,  stocking  shelves  and  serving 
customers.  After  moving  to  New  York  in  1909,  he  took  a  job  at 
Geprge  H.  Burr  &  Co.,  a  small  bond-sales  firm.  He  excelled  at 
the  job  but  soon  discovered  he  was  often  pushing  the  bonds  of 
companies  teetering  on  bankruptcy.  Occasionally,  he  had  to 
tell  customers  they'd  lost  their  shirts— a  task  he  hated. 

Merrill  left  Burr  in  disgust.  Within  two  years  he  had  started 
a  small  partnership  with  former  roommate  and  soda-fountain- 
equipment  salesman  Edmund  C.  Lynch.  They  underwrote  and 
sold  securities  for  mass  retailers  such  as  grocer  Safeway  Inc. 
and  McCrory  Stores.  The  firm's  motto:  "Investigate,  then 


Charles  Merrill 
insisted  on 
salaries  for 
brokers  and 
separation  of 
research 
and  banking 


invest."  By  1928,  Merrill  was  telling  anyon 
within  earshot  that  stocks  were  overheated 
Many  thought  he  was  nuts.  But  he  cashed 
out  of  the  firm  and  the  market  in  the  spring 
of  1929,  well  before  the  October  crash. 

By  then,  he  had  a  controlling  interest  in 
Safeway  and  began  running  it  He  learned  t 
make  big  profits  by  selling  discounted,  high 
volume  products.  The  knowhow  served  hirr 
well  when  he  leaped  back  into  the  brokerag 
business  in  1940.  Merrill  was  one  of  the  first 
"wire  houses,"  with  branches  across  the 
nation  linked  by  telegraph.  The  firm 
^™  pumped  out  "How  to  Invest"  ads  and 

articles.  And  from  gleaming  Airstream 
trailers,  it  ran  free  seminars  preaching  lifetime  investing. 

When  Charlie  Merrill  died  in  1956,  Merrill  Lynch  was  the 
largest  brokerage  in  the  U.S.,  with  nearly  a  half-million  clients 
—  and  it's  still  the  biggest.  Today,  the  firm  focuses  more  on 
affluent  clients  and  earns  huge  investment-banking  revenues. 

Other  financial  giants,  such  as  J.  Pierpont  Morgan  and 
Warren  E.  Buffett,  loom  large  over  the  past  century.  But  Merrill 
left  a  unique  legacy.  Democratization  of  the  stock  market— an 
idea  he  conceived  and  gave  form— was  a  radical  trend  that 
retains  its  power  today.  He  paved  the  way  for  the  investor  class. 
In  1940,  just  16%  of  Americans  invested  in  stocks.  Now  over 
50%  do— thanks  to  the  explosion  of  401(k)  plans,  the  wide 
availability  of  mutual  funds,  lower  trading  costs,  and  accessible 
research.  Thanks,  also,  to  Good  Time  Charlie.  ■ 

-By  Marcia  Vicker. 
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Run  this  for  18  months. 


Save  this  much  fuel. 


Look  what  just  came  down  the  tracks. 

The  reliable  new  Evolution  Series™  locomotive  from  GE  squeezes 
more  miles  out  of  less  fuel  than  any  comparable  model.  It  also  cuts 
down  on  emissions  so  efficiently,  it  exceeds  EPA  standards. 

Is  that  any  way  to  run  a  railroad?  We  think  so. 


imagination  at  work 


Books 


Drugs:  Is  Something  Rotten? 


THE  $800  MILLION  PILL  The  Truth  Behind  the  Cost  of  New  Drugs 

By  Merrill  Goozner;  University  of  California;  297pp;  $24.95 


In  an  ideal  world,  pharmaceutical 
companies  would  devote  their  vast 
research  resources  to  searching  for  long- 
shot  cures  for  major  scourges  such  as 
Alzheimer's  disease.  They  would  sponsor 
trials  to  help  doctors  figure  out  what 
treatments  work  best  and  are  most  cost- 
effective.  They  would  develop  drugs  and 

vaccines  against  malaria,  schistosomiasis,  and  other  Third 
World  diseases,  even  though  there's  little  chance  of  making 
money  off  them.  And  they  wouldn't  threaten  cuts  in  research 
and  development  for  breakthrough  medicines  whenever 
politicians  challenged  their  ability  to  charge  high  prices. 

What  a  world  it  would  be.  But  the 
pharmaceutical  industry  is  no  paragon  of  selfless 
public  service,  as  Merrill  Goozner,  former  chief 
economics  writer  for  The  Chicago  Tribune, 
documents  in  his  provocative  but  insufficiently 
reflective  The  $800  Million  POL  The  industry's 
claim  that  it  needs  big  profits  to  create  tomorrow's 
cures  is  a  half-truth  at  best,  for  instance.  Goozner 
shows  that  50%  of  the  industry's  $30  billion 
research  budget  "is  spent  on  drugs  that  add 
nothing  significant  to  physicians'  armamentarium 
for  fighting  disease."  Instead,  they  are  often  new 
entries  in  already  crowded  classes  of 
medicines.  He  recounts  how  many  drugs  were 
created  with  government  funding— then  were 
sold  to  consumers  at  sky-high  prices.  And  he  proves 
that  Big  Pharma  need  not  require  $800  million  to  develop  an 
important  new  drug,  as  it  insists.  The  industry  has  "skewed 
priorities,"  he  charges. 

Yet  Goozner  really  shouldn't  be  that  surprised.  What  he  has 
actually  discovered  is  that  the  pharmaceutical  industry  is  a 
business,  with  all  the  good  and  bad  that  capitalism  brings.  Of 
course,  drugmakers  charge  the  highest  prices  the  market  will 
bear  for  their  products,  just  as  other  manufacturers  do. 
Anything  less,  and  they're  not  doing  their  duty  to 
shareholders.  And  is  it  really  a  shock  that  companies  spend  a 
big  chunk  of  their  R&D  budgets  on  drugs  that  sometimes 
show  no  clear  medical  advantage  but  that  bring  surefire 
profits,  or  on  trials  aimed  solely  at  boosting  sales? 

Goozner  calls  these  uses  of  research  dollars  a  "waste  of 
resources."  Yet  they  do  increase  revenues,  which,  after  all,  is  the 
goal  of  business.  And  if  consumers  are  paying  high  prices  for 
drugs  discovered  with  taxpayer  money,  how  is  that  different 
from  the  computer  and  Internet  world,  where  tech  businesses 
profit  on  research  that  was  originally  funded  by  the 
government? 
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In  fact,  there  often  is  an  inherent  conflict  between  doing 
well  financially  and  doing  what's  best  for  medicine.  At  the 
same  time,  there  are  plenty  of  public-spirited  industry 
scientists  and  executives  who  are  horrified  at  the  shenanig 
some  companies  use  to  maximize  profits.  The  author  tells 
some  of  the  disturbing  stories  but  fails  to  recognize  the 
demands  of  business. 

The  tales  of  avarice  and  misbehavior  raise  serious 
questions:  Should  drugmakers  be  held  to  a  higher  stand; 
than,  say,  auto  makers?  Do  we  need  new  regulations  or 
incentives  to  prod  the  industry  into  focusing  more  of  its 
on  important  medical  needs?  This  book  was  a  golden 
opportunity  to  tackle  these  deeper  issues.  But  Goozner  larj 
ends  up  emptying  his  notebooks,  while  taking  the  usual 
potshots  at  the  industry. 

Along  the  way,  though,  he  does  offer  good  narratives,  suclj 
as  the  story  behind  Amgen  Inc.'s  blood-boosting  EPO,  the 
world's  best-selling  biotech  drug.  That  tale 
involved  decades  of  work  by  an  academic 
scientist— and  the  collection  of  2,550  liters  of 
urine  from  Japanese  patients.  And  the  author 
brings  a  keen  eye  to  the  development  process.  1 
One  insight  is  that  the  perseverance  of  individij 
scientists  is  often  crucial.  Novartis  is  reaping 
plaudits  and  billions  of  dollars  in  revenues  rig] 
now  from  its  cancer  drug  Gleevec,  but  the 
treatment  would  have  never  come  to  market 
without  Brian  Druker  at  the  Oregon  Health  & 
Science  University.  The  company  originally 
thought  that  the  market— patients  with  a  rare 
leukemia— was  too  small  to  justify  developing 
the  drug.  Druker,  however,  lobbied  hard  for 

human  trials  after  showing  that  the 
medicine  worked  in  a  test  tube.  He 
even  gave  Novartis  an  ultimatum. 
"Either  get  it  into  clinical  trials  or 
license  it  to  me,"  he  said.  Now, 
Gleevec  is  a  blockbuster.  Yet  "it  took 
dedicated  researcher. . . before  a 
reluctant  drug  company  delivered  oi 
the  promise  of  its  proprietary 
product,"  observes  the  author. 

Goozner  also  emphasizes  the 
pressing  need  to  uncover  the  basic   1 
mechanisms  of  disease,  and  he  describes  how  universities  and 
nonprofit  groups  are  filling  some  of  the  gaps  in  drug 
development.  And  he  offers  a  promising  solution  to  the 
problem  of  not  knowing  which  drugs  work  best:  a  govern- 
ment-funded institute  that  would  pit  drugs  against  each  other 
in  trials.  But  he  did  miss  the  chance  to  help  readers  understand 
the  often  conflicting  interests  of  drugmakers  and  public 
health— and  to  explore  further  solutions  to  this  dilemma.  ■ 

-By  John  Care) 
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Look  at  the  facts.  You'll  see  that  Centra's  solution  for  Enterprise  Application  Rollout  dramatically  improves 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 


Don't  Let  Word 
Give  Away  Your  Secre 


When  SCO  Group,  a  litigious  Lindon  (Utah)  software  company,  filed  a 
breach-of-contract  suit  in  Michigan  against  DaimlerChrysler  in  March,  il 
revealed  a  lot  more  than  it  intended.  A  CNET  News  reporter,  poking 
through  the  Microsoft  Word  filing,  discovered  that  the  case  had  originalb 
been  drawn  up  as  a  suit  against  Bank  of  America  in  a  California  court. 


There's  a  lot  more  than  meets  the  eye  in 
many  Word  documents,  a  fact  often 
overlooked  when  people  e-mail  Word  files 
or  post  them  to  Web  sites.  The  information 
that  may  be  hidden  in  a  Word,  Excel,  or 
PowerPoint  file  may  include  the  names  of 
the  author  and  anyone  who  edited  the 
document,  reviewers'  comments,  the  types 
and  identification  of  computers  on  which 
the  file  was  opened,  and  deleted  text. 

Most  problems  involve  Word  documents. 
One  useful,  but  potentially  dangerous, 
feature  of  Word  is  "track  changes."  When 
turned  on,  it  keeps  a  record  of  who  made 
what  alterations  and  when.  Unless  you 
carefully  clean  up  the  document,  which  can  sometimes  be 
done  with  a  single  mouse  click,  anyone  receiving  it  can  see  the 
record  of  changes  by  using  the  "show  markup"  mode.  This  is 
what  trapped  SCO.  Another  feature  lets  you  keep  an  audit  trail 
by  saving  versions  of  a  Word  document  as  it  goes  through 
revisions.  Unless  all  but  the  last  version  is  deleted  before  the 
file  is  circulated,  a  recipient  will  be  able  to  see  them. 

OTHER  INFO  CONCEALED  INSIDE  A  WORD  FILE  requires  more 
skill  and  effort  to  retrieve.  The  most  straightforward  way  to 
see  the  information  is  to  open  a  Word  document  in  a  text 
editor  such  as  Windows  Notepad.  Most  of  what  appears  on 
the  screen  will  be  gibberish,  but  there  can  be  a  lot  of 
interesting  information  buried  in  the  nonsense,  such  as  the 
names  of  everyone  who  worked  on  the  document.  For 
example,  a  Wired  News  analysis  of  a  Word  document 
circulated  by  California  Attorney  General  Bill  Lockyer  urging 
other  attorneys  general  to  crack  down  on  file-sharing  showed 
that  the  text  had  been  edited  or  reviewed  by  an  official  of  the 
Motion  Picture  Association  of  America. 

Nearly  every  business  exchanges  electronic  documents 
with  partners,  competitors,  and  customers.  If  those 
documents  are  written  in  Word,  they  are  likely  to  contain 
information  you  would  rather  not  share  outside  your  own 
organization.  How  do  you  prevent  it?  One  way  is  to  select 
"Track  Changes"  from  the  tools  menu  and  view  the  document 


as  "Final  Showing  Markup/ 
Make  sure  that  all  your  chanj 
have  been  either  accepted  or 
rejected  by  the  program— a  st 
that  removes  the  tracking 
information.  And  make  sure : 
versions  but  the  last  have  beer 
deleted.  But,  as  the  electronic 
newsletter  Woody 's  Office  Wat 
notes,  "if  s  very,  very  difficult  i 
delete  potentially  embarrassi 
information  all  of  the  time." 

One  tool  that  helps  get  the  j( 
done  is  Microsoft's  Remove 
Hidden  Data,  a  free  add-in  to 
Office  XP  and  2003.  But  it's  a 
better  idea  to  avoid  distribut 
Microsoft  Office  files  unless 
absolutely  necessary.  People  ne 
to  share  information,  but  they 
don't  need  to  give  the  recipient 
access  to  the  original  documer 
One  way  to  do  that  is  to  use 
Adobe  Systems'  portable 
document  format  (PDF),  whic 
can  be  displayed  in  the  free  i 
ubiquitous  Acrobat  Reader.  It  retains  the  formatting  of  the 
original  document— but  strips  all  hidden  data.  Adobe's 
program  for  creating  PDFs,  Acrobat  6.0  ($149),  has  extensi 
document-management  features  but  is  overkill  for  many  i 
However,  many  other  products  can  convert  Office  files  to : 
including  Macromedia's  RoboPDF  ($79)  and  ScanSofts  PI 
Converter  for  Word  ($50).  Apple  Computer's  Mac  OS  X  has 
PDF  conversion  built  in. 

Computers,  alas,  are  filled  with  traps  to  snare  the  unwa 
Hidden  data  in  Office  files  are  just  one  more  thing  to  worry  | 
about.  Fortunately,  precautions  will  keep  danger  at  bay. 
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For  a  collection  of  past  columns  and  online- 
only  reviews  of  technology  products,  go  to  Technology  &  You  at 
www.businessweek.com/technology/ 
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Economic  Viewpoint 


BY  ROBERT  KUTTNER 


The  Real  Reasons  for 
Your  Pain  at  the  Pump 


! 


John  Kerry  has  blamed  President  George  W.  Bush  for  soaring  gas  prices, 
faulting  him  for  not  putting  more  pressure  on  OPEC  and  for  being  slow  t( 
pursue  energy  independence.  Bush  has  shot  back  in  his  campaign  ads, 
ridiculing  Kerry's  previous  call  for  a  50$  hike  in  the  federal  tax  on  gas. 
Kerry  wants  to  invest  more  in  advanced  technologies,  such  as  fuel  cells. 


Bush  is  pushing  for  more  tax  breaks  and  regulatory  waivers  for 
domestic  oil  and  gas  drilling.  Yet  in  all  this  public  debate, 
hardly  anyone  is  talking  about  what  is  probably  the  most 
important  reason  behind  the  current  runup  in  oil  prices— the 
weak  dollar. 

Those  who  recall  the  first  OPEC  oil  shock  in  1973  will 
remember  the  central  role  played  by  the  weak  greenback.  In 
the  period  from  1971-73,  the  U.S.  ceased  being  able  to 
maintain  the  Bretton  Woods  system  of  fixed  exchange  rates, 
with  a  dollar  pegged  to  gold  at  $35  an  ounce.  Dollar 
devaluation  ensued,  followed  by  floating  exchange  rates.  For 
OPEC,  this  reduction  equaled  a  huge  cut  in  revenue,  because 
oil  is  priced  in  dollars.  Since  OPEC  is  a  cartel,  it  has  a  fair 
amount  of  pricing  power.  Dismayed  by  the  lost  income  and 
irritated  at  Western  support  for  Israel  in  the  1973  Arab -Israeli 
war,  the  OPEC  nations  decided,  for  the  first  time,  to  use  that 
power  to  extract  a  large  oil  price  increase.  The  U.S.  economy 
suffered  accordingly. 

FAST  FORWARD  30  YEARS.  The  dollar  has  again  lost  a  large 
part  of  its  value  (over  40%  against  the  euro  since  2002,  and 
more  than  20%  against  the  yen).  For  oil-producing  countries, 
this  equals  another  enormous  revenue  loss,  and  they  are 
raising  prices  to  make  it  up.  Indeed,  if  oil  were  priced  in 
euros,  OPEC's  revenue  per  barrel  would  not  have  taken  a  hit. 
In  addition,  as  in  1973,  Arab  nations  are  less  than  thrilled 
with  Washington's  Middle  East  policies.  Once  again,  gasoline 
prices  are  soaring. 

Is  it  fair  to  blame  the  cheap  dollar  on  the  Administration? 
It  is,  and  here's  how  the  dots  connect.  First,  the 
Administration's  tax  and  budget  program  hasn't  produced 
enough  purchasing  power  for  ordinary  people.  Despite  one 
month  of  good  job  growth,  median  wages  have  not  kept  pace 
with  inflation.  Consumer  and  business  debt  are  high,  and  the 
economy  is  not  generating  enough  jobs  and  consumer  buying 
power.  The  economy  also  suffers  from  a  chronic  trade 
imbalance  that  is  increasingly  structural.  With  fiscal  policy 
exhausted,  the  Federal  Reserve  has  had  to  come  to  the  rescue 
with  very  cheap  money.  Extremely  low  interest  rates,  of 
course,  yield  a  weaker  dollar. 

That  can  be  laid  at  the  Administration's  door  for  another 
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reason.  Countries  with  irresponsible  fiscal  policies  find  th 
their  currencies  lose  respect  in  global  currency  markets 
budget  deficits  have  gone  skyward,  confidence  in  the  doll; 
has  gone  down.  Some  foreign  exporters,  Toyota  Motor  Co 
for  instance,  choose  to  absorb  the  exchange-rate  loss  and 
an  earnings  hit  rather  than  lose  U.S.  market  share.  Others, 
such  as  purveyors  of  fine  French  wines,  have  raised  dollar 
prices.  But  the  oil  cartel  is  a  special  case  that  is  able  to 
engineer  its  prices— indeed,  that's  the  definition  of  a  cartel 
Gasoline,  unlike  French  wine,  is  a  necessity  with  no  near 
substitute.  Most  consumers  just  absorb  the  increase  beca 
they  have  to. 

Some  observers  have  contended  that  the  high  price 

reflects  refining  bottlenecks  or 
increased  global  demand.  Des 
increasing  demand  from  China, 
overall  oil  consumption  is 
projected  to  go  up  only  about  2\ 
this  year.  The  main  culprit  is 
OPEC's  manipulation  of  the  priol 
of  crude,  most  recently  with  a  4| 
production  reduction,  which  in 
turn  reflects  the  cheap  dollar. 
March  and  April  are  months  wM 
home  heating  costs  decline  and 
the  expenses  of  summer  air 
conditioning  and  vacation  trav^ 
have  not  kicked  in  yet.  Other  things  being  equal,  energy 
prices  should  be  enjoying  a  seasonal  decline. 

How  will  this  all  play  out  politically?  The  connection  of 
soaring  prices  at  the  pumps  to  the  cheap  dollar,  the  Bush 
tax  reductions,  and  climbing  budget  deficits  may  be 
obscure  to  the  average  voter.  But  it  doesn't  matter  if  most 
voters  miss  it,  since  they  tend  to  judge  incumbent  Preside! 
by  a  visceral  response:  Is  the  economy  good  or  bad  for  me 
High  gas  prices  are  one  more  reflection  of  an  economy  tha 
still  feels  bad  for  millions  of  Americans.  That  can't  be  gooc 
for  President  Bush.  II 

Robert  Kuttner  is  co-editor  of  The  American  Prospect  and 
author  o/Everything  for  Sale 
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MEGAHERTZ: 

How  you'll  feel  without 
a  Linux  strategy  from  Novell. 


We've  built  our  reputation  on  keeping  you  covered.  With  the  acquisition  of  SUSEs  LINUX,  Novell,  now  delivers  the  most  secure  end-to-end  open  source  strateq 
available.  We'll  implement  and  support  Linux  from  desktop  to  server,  integrating  it  with  your  current  environment,  across  multiple  platforms.  As  you  migrate 
Linux  we'll  train  and  certify  your  IT  staff  to  deploy  Linux-based  solutions.  You'll  get  award-winning  technical  support,  customized  for  your  business,  24/7/3 
worrdwide.  And  the  Novell  Linux  indemnification  program  will  help  prevent  exposure.  We'll  even  make  sure  your  open  source  strategy  actually  meets 
number-one  business  objective  -  making  money.  To  implement  a  Linux  strategy  unsurpassed  for  support,  flexibility  and  cost-effectiveness,  call  1-800-215-26 
orvisitwww.novell.eom/linux@WE   speak   your   language. 


©2004  Novell  rs  a  registered  trademark  of  Novell,  Inc  in  the  United  States  and  other  countries  SUSE  is  a  registered  trademark  of  SUSE  AC,  a  Novell  company 
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'h,  What  a  Difference 
Month  Can  Make 

the  March  jobs  report,  the  economy  looks  a  lot  stronger  than  expected 


U.S.  ECONOMY 


Like  its  February  predecessor,  the  March  jobs 
fort  dramatically  changed  perceptions  of  the  recovery.  But  this 
ie,  the  shift  was  for  the  better.  The  Labor  Dept.  said  nonfarm 
•oils  surged  by  308,000  in  March,  the  largest  gain  in  four  years, 
it  revised  higher  both  the  January  and  February  data  to  show 


ob  growth  in  the  first  quarter  averaged  171,000  per 
That's  a  totally  different  picture  compared  with 
altry  60,000  pace  suggested  by  the  earlier  numbers, 
member  it  was  the  February  employment  report, 
h  showed  only  21,000  jobs  created  in  that  month, 
aised  speculation  that  the  economy  was  in  danger  of 
ering  in  the  second  half.  That  risk,  and  its 
ications  of  no  Federal  Reserve  action  until  2005, 
d  the  rally  in  the  bond  market  and  sent  long-term 
s  down  to  near-record  lows, 
t  the  March  jobs  report  has  completely  changed 
r  market  sentiments  about  growth,  inflation,  and 
est  rates.  Indeed,  the  huge  payroll  gains,  along  with 
:r-strong  surveys  from  the  nation's  purchasing 
agers,  open  up  the  possibility  that  the  economy  could 
/en  stronger  than  generally  believed.  If  the  April  jobs 
rt,  due  on  May  7,  is  anywhere  near  as  robust  as  the 
ch  data,  economists  are  sure  to  lift  their  already 
at  expectations  for  real  gross  domestic  product 
rth  for  the  rest  of  the  year. 
n  the  day  of  the  jobs  report,  bond  yields  took  the 
est  one-day  jump  in  nearly  eight  years,  with  the  yield 
he  10-year  bond  climbing  from  3.88%  to  4.14%.  That 
ly  reflects  investors'  new  expectations  on  the  timing 
ie  Fed's  first  rate  hike,  which  market  players  now 
k  could  come  as  early  as  this  summer, 
or  now,  though,  these  knee-jerk  reactions  still  seem  a 
)remature.  Despite  the  first-quarter  hiring  increase, 
bundance  of  slack  remains  in  both  the  labor  market 
in  production  capacity  that  will  require  a  long  time 
:ven  rapid  growth  to  absorb.  The  jobless  rate  rose 
Q  5.6%  in  February  to  5.7%  in  March,  because  179,000 
pie  entered  the  labor  market,  and  most  were 
uccessful  at  finding  a  job.  The  slack  in  the  economy 
ins  inflationary  pressures  will  stay  under  wraps  for  a 
while,  allowing  the  Fed  to  remain  patient. 

■N  SO,  MARCH  MAY  PROVE  TO  BE  a  pivotal  month 
this  recovery.  Not  only  did  factory  activity  beat 
ectations,  but  nonmanufacturing  industries  were  also 

ptionally  busy,  and  the  first-quarter  data  on  car 
dng  and  store  sales  show  consumers  are  still  spending 

solid  pace. 


But  it  was  the  employment  report  that  offered  the 
broadest  thumbs-up  for  the  outlook.  Labor  said  61%  of 
the  private  industries  surveyed  added  workers.  That's  the 
most  widespread  hiring  percentage  in  four  years.  Private 
payrolls  rose  by  277,000,  and  for  the  quarter,  private  jobs 
increased  at  a  161,000  monthly  pace,  the  strongest  clip 
since  the  first  quarter  of  2000  (chart). 

Economists  had 


NEW  MOMENTUM 
IN  PAYROLL  JOBS 


THOUSANDS 


Data:  Labor  Dept.,  Global  Insight,  Inc. 


expected  a  solid  gain  in 
payrolls  partly  because  of 
workers  returning  from 
the  grocery-store  strike  in 
California.  But  not  only 
was  the  figure  of  308,000 
new  jobs  larger  than  the 
most  optimistic  forecast, 
but  Labor  said  the  strike 
settlement  played  only  a 
small  part.  Food-store 
payrolls  rose  by  less  than 
13,000.  Hiring  was 
stronger  in  construction,  where  payrolls  jumped  by 
71,000,  more  than  recouping  the  21,000  jobs  lost  in 
February.  Health  care,  restaurants  and  bars,  building 
services,  and  transportation  and  warehousing  were  other 
industries  where  payrolls  increased  significantly. 

Factory  payrolls  were  unchanged,  which  marked  the 
first  time  since  mid-2000  that  manufacturers  did  not  lay 
off  workers.  The  factory  workweek  slipped  six  minutes,  to 
40.9  hours,  but  overtime  stayed  at  its  3/2-year  high  of  4.6 
hours.  That's  a  good  omen  for  future  job  growth  since 
overtime  generally  rises  before  factories  begin  to  add 
workers  in  response  to  improving  demand. 

THE  FACTORY  JOBS  DATA  followed  other  positive  news 
on  manufacturing.  The  Institute  for  Supply 
Management's  purchasing  managers'  index  of  factory 
activity  rebounded  to  62.5%  in  March,  the  fifth  straight 
month  the  index  has  been  above  60%.  The  ISM  said  the 
first-quarter  average  corresponded  to  real  GDP  growth  at 
a  booming  7.2%  annual  rate.  The  indexes  of  production, 
employment,  and  exports  all  accelerated  in  March. 
The  report  also  showed  manufacturers  are  falling  way 
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behind  in  their  delivery  times.  The  percentage  of 
companies  reporting  slower  deliveries  jumped  to  67.9%, 
the  highest  reading  in  25  years  (chart).  The  delays  are 
probably  the  result  of  the  lean  inventories  businesses 
have  been  holding.  Inventories  are  at  a  record  low  in 
relation  to  current  sales  levels,  and  companies  may  be 
running  out  of  materials  and  supplies  while  trying  to 
meet  production  schedules.  As  companies  order  to 
rebuild  inventories,  factory  production  should  ramp  up 
high  enough  to  move  job  growth  into  the  plus  category. 

INDEED,  SHRINKING  factory  payrolls  have  prompted 
questions  about  the  quality  of  jobs  being  created,  and 
whether  they  will  pay  enough  to  keep  consumers 
spending.  Average  hourly  wages  in  March  edged  up  by 
just  2$.  Compared  with  a  year  ago,  pay  has  risen  1.8%,  or 
about  even  with  the  recent  gas-fueled  rise  in  inflation. 

But  an  analysis  by  the  economists  at  investment  firm 
UBS  indicates  that  recent  hiring  has  been  about  evenly 
split  between  high-paying  and  low-paying  jobs.  The 
economists  divided  industries  into  two  pools,  one  where 
pay  for  production  workers  was  higher  than  $14.75  per 
hour,  and  one  where  the  pay  for  employees  was  lower. 
Since  August,  2003,  when  private  payrolls  hit  bottom, 
49%  of  the  job  growth  has  been  in  high-wage  industries, 
according  to  UBS.  Ambulatory  health  care  and 
professional  and  technical  services  are  leading  the  hiring 
upturn  in  high-wage  industries.  If  the  nation's  economy 
continues  to  create  well-paying  jobs  in  coming  months, 
stronger  income  growth  will  provide  a  boost  to  consumer 


demand  just  as  the  lift  from  tax  refunds  begins  to  wa 

But  will  better  job  growth  complicate  the  outlook  fo 
inflation  and  thus  Fed  policy?  Although  bondholder 
sentiment  about  the  Fed  shifted  violently  after  the  job! 
report,  the  data  don't  mean  policymakers  have  to  hike  J 
rates  any  time  soon.  True,  the  Fed  will  want  to  move 

preemptively  against 


MORE  COMPANIES  SEE 
SLOWER  DELIVERIES 


PERCENT  REPORTING  LONGER 
DELIVERY  TIMES 


inflation,  but  so  far  the 
is  little  in  the  data  to 
indicate  any  worrisor 
acceleration  in  prices. 
Commodity  prices, 
especially  fuel,  have 
turned  sharply  higher. 
But  except  for  gasoline 
businesses  still  are  notl 
able  to  pass  along  the 
higher  costs  to 
consumers.  And  while  1 
total  compensation 
rise  along  with  jobs,  productivity  should  remain  strong 
enough  to  keep  unit  labor  costs  from  rising  much,  if  i 
or  at  least  no  faster  than  prices.  As  long  as  unit  costs 
increase  by  less  than  prices,  profit  margins  can  expand^ 

Clearly,  the  March  jobs  report  removed  any  doubts 
about  this  recovery's  staying  power.  For  now,  that's  an 
unmitigated  plus,  despite  the  misplaced  worries  over 
inflation  and  interest  rates.  Nevertheless,  if  the  job 
markets  this  spring  turn  out  to  be  as  strong  as  the  Marc 
data  imply,  the  Fed's  patience  will  start  to  wear  thin. 
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JAPAN 


This  Time,  the  Rebound  is  for  Real 


WORRIES  OVER  the  sustainability  of 
Japan's  recovery  are  gradually  fading. 
Several  obstacles  remain,  but  based 
on  the  Bank  of  Japan's  latest 
quarterly  survey  of  business 
sentiment  along  with  other  recent 
reports,  chances  for  a  lasting  upturn 
look  the  best  they  have  in  a  long  time. 

Up  until  now,  large  manufacturers 
have  driven  the  recovery,  with  the 
economy  averaging  3.6%  growth  over 
the  past  year.  Now, 
the  upturn  is 
broadening  from  big 
exporting  companies 
to  small  businesses, 
and  growth  is 
beginning  to  get  more 
help  from  domestic 
demand. 

The  BOj's  March 
Tankan  survey, 
Japan's  most 
comprehensive 
economic  report  on 


A  STRONGER  AND 
BROADER  RECOVERY 


PERCENT  OPTIMISTIC  MINUS 
PERCENT  PESSIMISTIC 
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Data:  Bank  of  Japan.  Global  Insight  Inc. 


more  than  10,000  businesses,  shows 
broad  improvement  in  sentiment,  not 
only  among  large  manufacturers  but 
among  service  industries  and  small 
and  midsize  companies  as  well.  Firms 
are  increasingly  upbeat  on  future 
sales,  profits,  and  capital  spending, 
and  they  see  continuing  improvement 
in  financing  conditions. 

Despite  the  yen's  13%  gain  over  the 
past  year,  business  optimism  is  still 
on  the  rise. 
Companies  are 
showing  more 
resilience  in  the  face 
of  the  yen's  strength 
than  in  the  past,  and 
even  the  government 
seems  less  worried, 
given  its  scaled-back 
efforts  to  weaken  the 
yen.  Moreover,  a 
stronger  U.S.  job 
market  suggests 
continued  strength  in 


U.S.  demand  for  Japanese  goods. 

More  important,  the  outlook  for 
Japan's  household  spending,  which 
rose  for  the  second  month  in  a  row  i 
February,  is  improving.  Consumer 
confidence  is  the  highest  in  2/2  yean 
buoyed  by  a  steadier  labor  market 
and  a  47%  surge  in  stock  prices  in 
year  ended  on  Mar.  31. 
Unemployment  has  declined  from  a 
record  5.5%  a  year  ago  to  5%  in 
February.  So  far,  increased  overtime 
pay  is  the  biggest  plus  for  household] 
income;  regular  pay  and  bonuses 
continue  to  lag. 

As  demand  strengthens, 
deflationary  pressures  are  easing 
Tankan  shows  that  both  prices  that 
companies  pay  and  those  they  recer 
are  firming  up.  However,  prices  paidj 
especially  for  materials,  are  gaining 
faster,  threatening  to  squeeze  profits. 
But  with  the  recovery  finally 
broadening,  new  demand  will  help 
steady  the  bottom  line.  ■ 
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A  be.ut.tul  plane  is  a  plane  that  flies  well.  Here  at  Bre.tl.nu  ue 
share  the  same  philosophy.  It  is  expressed  through  a  single- 
minded  commitment  to  building  ultra-efficient  wrist  instruments 
for  the  most  demanding  professionals.  Our  chronographs  meet 
the  highest  criteria  of  sturdiness  and  functionality,  and  we 
'  submit  all  our  movements  to  the  merciless  tests 
of  the  Swiss  Official  Chronometer  Testing 
Institute.  One  simply  does  not  become 
an  aviation  supplier  by  chance. 
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THE  ECONOMY 


WHERE 


LIVES 


The  productivityboom  has  made  asset  owners 
rich— and  left  many  wage-earners  behind 


■ 


OR  THE  PAST  THREE 
YEARS,  the  U.S.  has  enjoyed 
an  almost  unprecedented 
boom  in  productivity.  Yet 
these  gains  have  been  dis- 
tributed unevenly.  House- 
hold net  worth  has  reached 
an  all-time  high,  surpassing  even  the 
bubble-influenced  peak  of  early  2000. 
That  has  mainly  benefited  the  top  half  of 
families,  who  own  virtually  all  of  the 
country's  assets  such  as  stocks,  bonds, 
and  homes. 

Meanwhile,  high  unemployment  and 
glacial  job  growth  have  left  many  work- 
ers, especially  at  the  bottom  end,  suffer- 
ing. The  share  of  the  economic  pie  going 
to  wages  and  salaries  has  plummeted  to 
just  over  50%,  its  lowest  level  in  at  least 
the  past  50  years,  and  perhaps  longer. 
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The  good  news  is  that,  with  the  reap- 
pearance of  job  growth,  the  recovery 
seems  to  be  moving  into  a  new  phase. 
The  latest  employment  report,  released 
on  Apr.  2  by  the  Bureau  of  Labor  Statis- 
tics, showed  a  308,000  increase  in  jobs  in 
March.  The  gains  were  broad-based:  Re- 
tailers and  restaurants  staffed  up  on  low- 
wage  positions,  while  on  the  high  end, 
consulting  and  securities  firms  put  out 
the  help  wanted  sign. 

ELECTION  ISSUE 

IF  THESE  JOB  GAINS  continue,  the  ben- 
efits of  growth  and  higher  productivity 
will  finally  spread  more  widely.  The  un- 
employment rate  will  fall,  and  eventual- 
ly wages  will  start  to  increase  at  a  more 
rapid  rate.  Indeed,  history  tells  us  that 
the  pendulum  will  eventually  swing 


back,  and  the  share  of  U.S.  economl 
output  going  to  labor  will  rise  agafll 

Unfortunately,  history  also  tells  us  thJ 
this  process  will  not  happen  overnigbj 
For  the  rest  of  this  year— and  perhaf 
into  2005— most  of  the  productivil 
gains  are  likely  to  show  up  as  increasinj 
wealth,  not  as  higher  income  for  worker! 
For  one  thing,  real  wages,  while  pickkl 
up  a  bit,  are  growing  at  a  very  slow  pacl 
Moreover,  production  and  supenisoij 
workers— about  80%  of  private  nonfanl 
employees— are  still  seeing  their  re| 
hourly  earnings  fall.  That  probably  woe 
change  until  unemployment  drops  bek 
5%— and  even  at  that  level,  pressure : 
cheap  labor  overseas  may  slow  the  re\ 
of  wage  growth. 

Meanwhile,  asset  owners  should  cc 
tinue  to  profit  from  the  combination 
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weak  wage  growth  and  strong  productiv- 
ity, which  ought  to  lift  corporate  profits 
and  the  stock  market.  And  the  willingness 
of  foreigners  to  keep  putting  money  into 
the  highly  productive  U.S.  economy  will 
help  keep  long-term  interest  rates  low, 
boosting  the  housing  market. 

This  disconnect  between  the  strong 
surge  in  wealth  and  weak  gains  for  labor 
income  is  helping  to  frame  the  2004  cam- 
paign. President  George  W.  Bush  talks 
about  tax  cuts  and  a  new  "ownership  so- 
ciety"—and  has  boasted  of  how  the 
wealth  of  average  Americans  has  in- 
creased because  of  soaring  housing 
prices  and  rebounding  401(k)s.  Pre- 
sumed Democratic  candidate  Senator 
John  F.  Kerry,  meanwhile,  argues  that 
most  Americans  have  not  become 
wealthier  during  the  Bush  years,  and  he 
blames  the  President  for  low  wages  and 
the  squeeze  on  the  middle  class. 

LIQUID  ASSETS 

THE  CONTINUED  importance  of  wealth 
in  the  recovery  has  in  many  ways  sur- 
prised economic  forecasters,  who  have  re- 
peatedly—and wrongly— warned  that  the 
expansion  was  unsustainable  without  job 
growth.  To  be  sure,  household  net  worth 
has  always  risen  in  the  early  stages  of  a 
business  cycle.  But  for  most  of  the  20th 
century,  an  increase  in  household  wealth 
did  little  to  boost  economic  growth.  Hard 
assets  such  as  homes,  even  if  they  rose  in 
value,  could  not  be  converted  easily  into 
cash  to  spend  on  cars,  furniture,  travel, 
and  the  like.  Even  a  surge  in  the  stock 
market  didn't  do  much,  because  the 
"wealth  effect"  from  rising  share  prices 
was  rather  small  and  didn't  always  seem 
to  show  up  in  the  data. 

Three  things  have  changed.  First,  the 
growing  reach  and  efficiency  of  financial 
markets  makes  it  far  easier  to  take  mon- 
ey out  of  a  formerly  illiquid  asset,  such  as 
a  home,  without  actually  selling  it.  Refi- 
nancing a  mortgage  used  to  be  a  compli- 
cated and  expensive  process,  limiting 


**jp* 


how  often  it  could  be  done.  Now,  low- 
cost  deals  have  enabled  many  to  refi- 
nance repeatedly  as  rates  have  dropped. 
Similarly,  it's  far  easier  to  get  home 
equity  loans,  which  now  total  over  a  tril- 
lion dollars. 

Second,  globalization  means  the  mar- 
ket for  assets  is  now  worldwide.  That's 
good  news  for  the  U.S.,  since  the  pro- 
ductivity boom  and  rapid  growth  make 
America  an  attractive  destination  for  for- 
eign funds,  especially  compared  with 
such  slow-growth  regions  as  Europe. 

The  influx  of  foreign  money  has  the  ef- 
fect of  holding  down  interest  rates  and 
pushing  up  asset  values,  both  of  which 
have  supported  strong  consumer  spend- 
ing despite  the  weak  jobs  performance. 


WHY  GROWTH  IS  LIFTING  ONLY  SOME  BOATS 


The  rebound  in  wealth. . 
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...has  mainly  helped  the  well-to-do 

PERCENTAGE  OF  ASSETS  HELD  BY  SHARE  OF  FAMILIES* 

VLL  ASSETS         EQUITY" 

HOUSING*" 

j  Topl% 

29.5         33.6 

9.0 

Top  10% 

64.6         77.0 

37.2 

94.4        98.6 

87.7 

Bottom  E 

5.6           L4 

12.3 

Date  ed 


i/ner  Frances,  ranked  tv  ret  worth 
•et  value 


Over  the  past  three  years,  foreigners  h  ' 
grabbed  over  $500  billion  in  U.S.  cor  f 
rate  bonds,  more  than  $400  billion  fe 
Treasury  securities,  and  $225  bill 
more   in   agency  securities,   prima 
mortgage-backed  securities.  In  this    ! 
case,  foreigners  are  effectively  lendfcrsri 
Americans  money,  using  the  appreciai  mala 
value  of  their  homes  as  collateral.  T  I  - : : 
cash  flows,  eventually,  into  the  pocket.- 
U.S.  homeowners,  providing  an  en  tt  7;-: 
mous  amount  of  financing  for  the  hot  i'^:: 
ing  boom  and  (indirectly)  for  consun  «ebu 
spending.  The  foreign  inflow  of  monej  hind; 
the  major  reason  why  the  interest  rate  k.  t 
10-year  Treasuries  still  is  as  low  as  4.2  ftim 
despite  the  big  budget  deficits  and  the  ne 
bounding  economy.  \ :: :: 

Likewise,  as  equity  markets  becoi 
more  global,  the  sale  of  high-pric  W 
stocks  to  foreigners  has  helped  finar|ltA 
the  U.S.  consumption  of  imports.  Forei 
investors  purchased  $84  billion  in  U 
corporate  equities  in  the  fourth  quarter 
2003  as  the  stock  market  rose.  That  i 
flow  was  sufficient  to  finance  much  oft 
current-account  deficit  for  that  quarter 

Finally,  the  changes  in  the  tax  code,  u  :  ■ 
der  Presidents  Bill  Clinton  and  Buj 
have  tended  to  reduce  the  tax  burden  i 
wealth.  For  example,  Bush's  tax  cut  i 
dividends  may  have  helped  boost  sto 
prices,  making  the  U.S.  richer.  And  Cli 
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Bsi|S  1997  expanded  tax  exemption  for 
rj  ital  gains  on  home  sales  may  have 

ied  spur  the  housing  market. 
rl  fhis  all  helps  to  explain  why  wealth 
nmai  '•  taken  on  a  much  larger  role  in  sus- 
ju^iing  U.S.  economic  growth.  But  the 
eridi  wing  importance  of  wealth  widens 
recai  social  and  economic  chasm  between 
a]  1  \  and  poor.  Ownership  of  assets  is 
dtef  hly  concentrated,  far  more  than  in- 
i  m  ne.  The  top  1%  of  families,  as  meas- 
e  hoi  d  by  net  worth,  receive  about  15%  of 
asm  ome  but  own  30%  of  the  nation's  as- 
iomj  s— including  stocks  and  bonds, 
bis  |nes,  and  closely  held  businesses. 
s4J  afs  according  to  the  Federal  Reserve's 
Ithei  "vey  of  Consumer  Finances.  The  top 
Vq  of  families,  as  measured  by  net 


wealth,  own  65%  of  assets,  and  the  top 
50%  own  a  stunning  95%  of  assets.  That 
means  the  gains  from  rising  wealth  have 
effectively  left  out  half  the  population. 

INTENSIFYING  INEQUALITY 

SURPRISINGLY,  EVEN  housing  wealth  is 
more  concentrated  than  people  realize. 
True,  almost  70%  of  households  own 
their  own  homes,  according  to  the  Census 
Bureau.  But  it  turns  out  that  the  top  half 
of  families  own  almost  90%  of  the  hous- 
ing wealth,  based  on  the  Federal  Re- 
serve's survey. 

These  percentages  have  budged  little 
over  the  past  10  years.  The  implication  is 
that  the  gains  in  productivity,  which  have 
pushed  up  household  wealth,  have  only 
benefited  the  top  50%  of  the  population. 
The  bottom  half  of  families— many  of 
whom  don't  own  homes  or  bought  them 
in  less  prosperous  neighborhoods— have 
largely  been  left  behind. 

Worse,  a  weak  job  market  tends  to  ac- 
centuate the  inequality.  When  labor  is 
plentiful,  employers  generally  hire  the 
most  skilled  workers.  Over  the  past  year, 
the  economy  has  generated 

almost  1  million  jobs  for  WagCS  WOIl't 
college-educated  workers, 
according  to  the  house- 
hold-survey data  from  the 
BLS.  Meanwhile,  the  num- 
ber of  employed  workers 
without  a  college  degree 
has  actually  fallen  by 
roughly  100,000. 

There's  no  doubt  that  the 
job  market  is  beginning  to 
improve.   Employment   in 
the  first  quarter  rose  from 
the  same  period  a  year  earlier— the  first 
year- over-year  gain  since  2001.  By  itself 
that's  not  much.  However,  these  job 
gains,  as  they  pick  up  speed,  will  eventu- 
ally spread  the  benefits  of  growth  more 
widely,  just  as  they  did  in  the  1990s. 

Remember,  though,  that  even  in  the 
'90s,  labor's  share  of  national  income— 


likely  start 
to  move  up 
strongly 
until  after 
the  election 


that  is,  the  total  of  the  wages,  benefits, 
profits,  rents,  and  interest  generated  by 
the  economy— kept  falling  until  1997. 
That  was  when  the  unemployment  rate 
dropped  below  5%  and  stayed  there  for 
several  years.  Similarly,  real  wages  were 
stagnant  until  1997  even  though  job 
growth  picked  up  as  early  as  1994. 

Based  on  what  happened  in  the  '90s, 
reducing  unemployment  to  the  point 
where  labor's  share  of  income  starts  to 
rise  again  won't  happen  quickly.  Consid- 
er: It  would  take  about  1  million  new 
jobs  to  drive  the  unemployment  rate 
down  to  5%.  An  additional  700,000  new 
positions,  at  least,  would  be  needed  to 
account  for  all  the  people  who  have 
stopped  looking  for  work  over  the  past 
year  but  would  be  drawn  back  into  the 
labor  market  if  employers  started  to  hire 
again.  And  the  growing  population  of 
the  U.S  requires  about  150,000  more 
new  jobs  per  month. 

Add  that  all  together,  and  the  econo- 
my will  have  to  add  almost  350,000  jobs 
per  month  to  push  unemployment  down 
to  5%  by  the  end  of  2004.  Even  that 
strong   performance   may 
not  be  enough  to  get  wages 
moving   strongly  upward 
again  right  away  if  workers 
fear  that  their  jobs  are  in 
danger     of    being     out- 
sourced to  India  or  China. 
The  bottom  line:  Work- 
ers are  going  to  benefit 
from    faster    productivity 
growth,  perhaps  as  early  as 
next  year— but  it  is  almost 
certainly    not    going    to 
happen  before  the  Novem- 
ber election.  That  means  Bush  and  Ker- 
ry will  be  competing  in  an  economic 
landscape  where  wealth  is  still  the  cen- 
tral driving  force  for  growth— and  where 
many  workers,  while  employed,  will  be 
without  decent  raises.  ■ 

-By  Michael  J.  Mandel  in  New  York, 
with  Richard  S.  Dunham  in  Washington 
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HE  RAISE-LESS  RECOVERY 


Jobs  are  finally  coming  back.. 
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.but  wage  growth  remains  sluggish... 
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Mountain  View 


THE  INTERNET 


CAN  GOOGLE  HIT  IT 
OUT  OF  THE  PARK  AGAIN? 

Its  high-powered  free  e-mail  offering  has 
put  rivals— and  privacy  advocates— on  alert 


HCl 


ALREADY,  ITS  NAME  IS 
part  of  the  Internet  vo- 
cabulary— "  googling" 
means  to  find  just  about 
any  person,  place,  or  ob- 
scure thing  on  the  Net. 
But  for  the  past  15 
months,  Google  Inc.  has  been  a  giant 
under  attack.  Yahoo!  Inc.,  which 
dumped  Google  as  its  primary  search 
provider  in  February,  has  shelled  out 
$2.5  billion  for  a  trio  of  acquisitions  to 
go  after  Google's  core  Internet  search 
business.  And  after  years  of  watching 
from  the  sidelines,  Microsoft  Corp. 
jerked  awake  to  build  a  new  search  en- 
gine that  it  has  claimed  will  one  day 
catch  the  upstart  competitor.  All  the 
while,  academics  and  analysts  who  once 
marveled  at  the  ease  of  Google's  ability 
to  find  just  about  anything  clucked  as  its 
once  impressive  edge  in  search  technol- 
ogy narrowed. 

Now,  Google  is  ramping  up  to  take  on 
the  giants  of  the  Net.  On  Mar.  31,  the 
company  announced  that  it  would  soon 
unveil  a  new  e-mail  service,  dubbed 


Gmail.  If  successful, 
the  move  could  rattle 
the  Internet  busi- 
ness—and portals 
like  Yahoo,  Micro- 
soft's MSN,  and 
America  Online.  At 
the  least,  it  threatens 
to  unhinge  the  fast- 
growing  e-mail  busi- 
ness, which  is  the 
killer  app  for  just 
about  every  major 
portal.  They  rely 
hugely  on  e-mail  to 
amass  the  hefty  audi- 
ences that  help  draw 
in  millions  in  advertising  revenues. 

CONSUMER  BACKLASH? 

THE  E-MAIL  FORAY  comes  at  a  pivotal— 
and  perhaps  risky— time.  Six-year-old 
Google  is  expected  to  file  paperwork  for 
an  initial  public  offering  as  early  as  this 
month.  Analysts  figure  Google,  with  esti- 
mated sales  last  year  of  $900  million, 
could  set  Internet  IPO  records  by  fetching 


CHASING  THE  KILLER  APP 


E-mail  is  the  key  service  for  portals 
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a  valuation  of  $15  billion  to  $20  billiai  j're  die 
But  if  s  a  precarious  time  to  take  a  »B?thei 
entrenched  incumbents,  especially  sinJ  gfolks  cc 
Google  is  experimenting  with  a  risk  s: ; 
new  business  model.  It  is  offering  e-ma|  i  aOL 
with  much  greater  capacity  to  store  raes  z 
sages  than  the  free  services  portals  pre 
vide.  And  rather  than  charging  usei  ] 
premium  prices  for  the  added  capacit 
as  rivals  do,  users  will  get  it  for  free  in  a  i 
change  for  receiving  ads  with  their  t 
mail.  The  catch:  Google  will  target  ads  t 
users'  specific  interests  by  scanning  tbl 
text  of  their  e-mail  for  keywords.  SomtA 
one    who    gets 
e-mail     about 
beach,  for  exampli 
might  receive 
suit   ads.   That 
raised    big    pnvao  i 
concerns.        "Ther  rr 
could  be  too  muc  ^-- 
consumer         back  r 
lash,"    says    analys  j: 
Matthew     Cain     c  t :;;•• 
META  Group  Inc.      esa^es: 
With  its  bold  gam  rr  -- 
bit,  Google  hopes  t  a:;: 
do  to  e-mail  what  i  r?- 
did  to  search  in  tb   Ejj 
late  '90s.  Althou  ' 
the  service  won't 
available  for  widespread  testing  for  s 
eral  weeks,  the  version  showed  Bush 
Week  at  Google's  Mountain  View  (Cal: 
headquarters  is  fittingly  spartan  in  d 
sign.  No  splashy  graphics  or  e-m 
folders  adorn  its  look— something  de 
manded      by      Google      co-founder 
Lawrence  Page  and  Sergey  Brin.  But  un 
like  other  services,  Gmail  will  make  it  fi 
simpler  for  users  to  organize  and  fin« 


GOOGLE 
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Inails.  The  key,  not  surprisingly: 
Logle  will  organize  users'  e-mail  by 

irching  key  phrases  rather  than  us- 
folders.  The  old  system  becomes 
Iwieldy,  Google  executives  say,  as  in- 
[xes  grow.  "You  can  read  your  e-mail 
Ithout  worrying  about  the  logistics  of 
Iw  to  manage  it,"  says  Jonathan 
j)senberg,  Google's  vice-president  for 

)duct  management. 
I  And  the  service  will  dwarf  its  com- 
|titors.To  entice  users,  Google  will  of- 

each  customer  1  gigabyte  of  storage 
|ace,  enough  to  store  500,000  stan- 

rd  e-mail  messages— roughly  250  to 
\0  times  the  size  of  Yahoo's  service  or 
icrosoft's  Hotmail.  That  could  elimi- 
Ite  the  need  to  delete  messages  from 
[oded  mailboxes. 

OFIT  CENTERS 

OGLE  IS  TARGETING  portals  where 
loilli  ey're  the  most  profitable.  E-mail  is 
"to  long  their  "stickiest"  services,  keep- 
lp  g  folks  coming  back  to  the  services 
afi  peatedly.  That  allows  Yahoo,  MSN, 
I w  id  AOL  to  wring  money  out  of 
(rem  em  for  subscriptions,  sales,  and 
abp    vertising. 

g  us  The  question,  of  course,  is  whether 
apac  x>gle  will  succeed  in  persuading  its 
si"1  illions  of  search  customers  to  move 
their  yay  from  those  rivals.  For  now,  none 
-i ads  ould  comment  on  its  move.  Despite  its 
iin?!  chnological  strengths  in  search,  the 
■Son  >mpany  is  unproven  in  critical  tasks 
us  <e  customer  support  or  providing 
H  I  iti-spam  niters.  More  important,  its 
samp  isic  model— getting  folks  to  take  free 
swi  mail  in  return  for  opening  their  e-mail 
ai  I  Google's  advertisers— is  far  from 
pnvi  oven.  Google  says  there  should  be  no 
"Tci  ivacy  concerns  in  part  because  com- 
3iu  iters,  not  humans,  will  comb  through 
bat  dividuals'  e-mails. 
anal  Still,  not  every  e-mail  user  will 
tin  ant  ads  to  appear  next  to  their  private 
Inc.  essages;  many  could  also  hesitate 
dga  :  giving  advertisers  the  ability  to  tar- 
re*  ;t  those  ads  based  on  their  private 
>vm  )rrespondence.  Many  of  Google's 
in1  50,000  advertisers  also  could  prove 
thou  ductant.  Warns  Obie  Miller,  head  of 
jn't  des  for  online  retailer  Gazebo  Garden, 
brs  hich  now  spends  $5,000  to  $10,000 
i!>:!  er  month  on  Google  ads:  "I  don't 
[Cal  link  anyone  wants  ads  in  their 
ni  mail."  Google  clearly  thinks  those 
Ht  :ars  are  misplaced.  But  as  it  enters 
uji  potentially  big  new  market,  this 
::  me  success  won't  be  as  simple  as  of- 
luti  :ring  up  the  Web's  best  recipes  for  hot 
:ei!  pplepie.  II 
KJ ;   -By  Ben  Elgin  in  Mountain  View,  Calif. 


COMMENTARY 


BY  JIM  KERSTETTER 


Sun:  A  Choice  That 
Won't  Dispel  the  Clouds 

New  President  Jonathan  Schwartz  has  many  critics 


WHEN  THE  hoop- 
la dies  down 
from  Sun  Mi- 
crosystems Inc.'s 
landmark  $1.95 
billion  settlement  with  rival  Mi- 
crosoft Corp.,  investors  likely  will 
start  paying  closer  attention  to  the 
fact  that  Sun  just  closed  a  disas- 
trous quarter  with  an  estimated  $750  mil- 
lion loss  on  $2.65  billion  in  revenues, 
down  5%  from  a  year  ago.  This  was  far 
worse  than  Wall  Street  expected.  And 
while  they  digest  that,  investors  may  also 
take  a  harder  look  at  the  man  Chief  Exec- 
utive Scott  G.  McNealy  picked  on  Apr.  2  to 
help  pull  the  company  out  of  this  mess. 

The  new  president  and  chief  operating 
officer  is  38-year-old  Jonathan  I. 
Schwartz,  a  former  Mc-Kinsey  &  Co. 
consultant 
who  arrived  at  UNPROVEN 
Sun  in  1996  Schwartz 
and  has  spent  will  be 
the  past  21  learning  on 
months  run-  ^^ 
ning  the  com- 
pany's software  business. 
Critics  of  McNealy's  choice— 
and  there  are  plenty— say 
that  Schwartz  lacks  experi- 
ence. Worse,  he  has  enthusi- 
astically backed  the  strategies 
that  have  sapped  Sun's 
strength.  The  company  was 
slow  to  respond  to  the  threat 
from  powerful  server  com- 
puters sold  by  Dell,  Hewlett- 
Packard,  and  IBM,  which  run 
the  low-cost  Linux  operating 
system  on  Intel  Corp.  micro- 
processors. Many  customers 
found  that  such  computers 
performed  as  well  as  Sun's 
more  expensive  hardware  at  a 


fraction  of  the  cost.  Sun's  sales  of  servers 
plunged  15%,  to  $5.4  billion,  in  2003;  it 
now  plans  to  lay  off  3,300  people. 

Surveying  this  damage,  some  Wall 
Street  analysts  hoped  McNealy  would 
look  outside  for  new  leadership— some- 
body with  a  strong  voice  who  could  eval- 
uate Sun's  challenges  with  a  fresh  eye 
and  steer  a  new  course.  But  McNealy 
didn't  even  interview  external  candi- 
dates. "It  would  have  been  advantageous 
to  at  least  get  some  input  from  the  out- 
side," says  Laura  C.  Conigliaro,  a  man- 
aging director  at  Goldman,  Sachs  &  Co. 

Schwartz's  detractors  do  give  him 
credit  for  focusing  the  company's  atten- 
tion on  software.  He  has  made  sure  Sun's 
diverse  menu  of  programs  work  together 
and  he  priced  them  creatively  to  appeal 
to  a  wider  pool  of  customers.  But  the 
results  aren't  yet  clear— and  what- 
ever gains  he  may  have  made  don't 
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compensate  for  Sun's  slide  in  hardware. 
Even  Schwartz  admits  he'll  be  learn- 
ing on  the  job  at  a  time  when  Sun  needs 
a  steadying  hand.  Asked  by  BusinessWeek 
if  he  has  enough  operational  experience, 
he  says:  "I  absolutely  do  not."  But  he 
doesn't  see  that  as  crucial.  "I  am  sur- 
rounded by  people  who  have  forgotten 
more  about  operations  than  I  will  ever 
know,"  he  says.  McNealy  also  stands  by 
his  decision,  and  told  analysts  who  ques- 
tioned the  new  appointment:  "I  have 
every  confidence  in  [Schwartz's]  ability 
to  help  us  execute." 

Confidence  is  fine.  But  comments 
from  both  men  show  they're  in  lockstep, 
which  is  hardly  reassuring  when  Sun  so 
desperately  needs  an  advocate  for 
change.  As  Schwartz  recently  put  it:  "I 
trust  [McNeab/s] 
instincts  more 
than  anyone's  Fve 
noc  worked    with    in 

my  life." 

Like  McNealy, 
Schwartz  has  a 
reputation  for 
combativeness 
when  many  argue 
that  Sun  needs  a 
diplomat.  "[He]  is 
a  very  arrogant 
guy,"  says  the  CEO 
of  a  Sun  software  partner.  "He  just  does- 
n't know  how  to  listen."  That  makes 
Schwartz  bristle.  "I  am  exceptionally 
passionate,"  he  says.  "I  would  never 
want  anyone  to  confuse  that  passion 
with  arrogance." 

Yet  his  penchant  for  provocation  can 
be  counterproductive.  In  2002,  Schwartz 
launched  a  software  strategy  that  essen- 
tially undercut  longtime  partners  on 
price.  The  response  was  predictable: 
When  enterprise  software  maker  BEA 
Systems  Inc.  saw  what  was  happening,  it 
increased  technology  sharing  with 
Hewlett-Packard  Co.  Now  34%  of  the 
software  BEA  sells  runs  on  HP,  up  from 
12%  two  years  ago,  and  its  business  with 
Sun  has  been  halved  to  40%. 

Nobody  doubts  Schwartz's  intelli- 
gence. Brian  Cordon,  CIO  at  Washing- 
ton law  firm  Howrey  Simon  Arnold  & 
White,  says  he  was  stunned  by 
Schwartz's  attention  to  detail  during  a 
meeting  in  October.  "He's  a  polished  ex- 
ecutive," says  Cordon.  Schwartz  will 
have  to  prove  he  can  apply  those 
skills— and  a  dose  of  diplomacy— to  deal 
with  mounting  red  ink,  layoffs,  and 
shrinking  market  share.   ■ 

— With  Peter  Burrows 
in  San  Mateo,  Calif. 
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OH,  THE  PLACES 
THEY'LL  GO 

Americans  aren't  holding  back  on  vacations  th 
year.  That  spells  profits  for  the  travel  industry 


TEAMWORK  CONSULTANT 
Judith  Ndan  is  a  travel 
agent's  dream  client.  She 
has  helped  her  father 
book  a  European  summer 
vacation  for  herself  and 
nine  other  family  mem- 
bers. Undaunted  by  unfavorable  ex- 
change rates  and  security  concerns,  Ni- 
lan's  dad  is  footing  the  $50,000  bill,  says 
the  Tacoma  (Wash.)  woman.  "This  is  the 
big  famdy  get-together  trip." 

Wanderlust  is  back— and  airlines,  ho- 
tels, cruise  lines,  and  other  travel 
providers  are  gearing  up  for  one  of  the 
most  robust  summer 
seasons  in  years.  De- 
spite fears  that  terror- 
ism and  high  gasoline 
prices  could  put  a  crimp 
on  travel  plans,  that 
isn't  happening  so  far. 
Some  companies  even 
expect  to  hike  prices, 
bringing  a  lift  to  profits. 
The  Travel  Industry 
Assn.,  which  tracks  con- 
sumer interest  in  pleas- 
ure travel,  says  its  index 
rose  sharply  in  the  first 
quarter;  it  now  stands 
at  the  highest  level 
since  the  summer  of 
2002.  Even  internation- 
al travel  is  rebounding, 
despite  the  Madrid 
bombing  and  the  weak 
dollar.  "People  feel 
they've  earned  a  vaca- 
tion," says  Tom  Seddon, 
senior  vice-president  of 
Intercontinental  Hotels  Group  PLC. 

Those  plans  are  already  translating 
into  higher  bookings.  Teri  L.  Trettin, 
owner  of  the  Carlson  Wagonlit  Travel 
Inc.  agency  that  helped  Ndan,  says  sales 
are  up  more  than  30%  for  the  summer. 
"We're  seeing  a  lot  more  travel  to  greater 
distances  this  year,"  she  says.  Online 


CATBIRD  SEAT 

Universal 
Studios  sees 
a  hot  summer 


agency  Orbitz  Inc.  says  its  booking 
June  1-Sept  15  are  up  67%  since  last 
while  CheapTickets.com  says  rest 
lions  are  up  21%,  including  an  83%  J 
in  international  travel.  Some  comp* 
report  a  return  to  pre-September  lJ 
mand.  Universal  Parks  &  Resorts  ClK 
man  Thomas  L.  Williams  is  "dowm 
giddy"  that  visitors  at  the  Orlando 
in  the  first  quarter  rose  to  2000  leve 
The  stronger  traffic  is  likely  to  pa 
handsomely  for  most  industry  pla} 
Car  rental  rates  will  move  up  5%  to  7 
the  second  quarter,  says  Gary  L.  Pax  \ 
CEO  of  Dollar  Thrifty  Automotive  Gi 
Inc.     Likewise,     R 
Caribbean  Cruises 
says   it  has  begun 
raise  prices  whde  m  i 
taining  strong  booki  i 
Hyatt  Corp.  expect  d 
start  boosting  rate^  i 
yearend.  The  excep  i 
is  the  beleaguered   ■ 
lines.  Given  stiff  cone  m 
tition    and    high     i 
prices,    most    will   | 
lucky  to  break  even. 

The  bottom  line  I 
travelers:  don't  couni  f 
getting  a  better  deal  ] 
waiting  to  make  pk  5 
"As  we  get  closer  c 
Memorial  Day,  a  lot  f  - 
the  airfare  deals  >  i 
start  drying  up,"  wa  < 
Tom  Parsons,  CEO  of  the  company  1 1 
runs  Bestfares.com.  Ditto  for  hotels  i  3 
cruises.  Even  tourist  spots  that  repoi  b 
slow  buddup  in  summer  business  art  1 
giving  away  the  store.  Instead  of  d;  - 
gling  price  cuts,  Mary  Beth  Teas,  w  ] 
rents  homes  on  Great  Diamond  Isla  i 
off  the  coast  of  Maine,  is  offering  pre 
ous  renters  free  lobsters.  "I'm  totally  ( 
timistic"  about  the  summer,  she  sa , 
Too  bad  for  the  lobsters.  ■ 

-By  Wendy  Zellner  in  Dalt 
with  bureau  repc 
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•^ACTUALLY  IT  IS  ROCKET  SCIENCE.  You  don't  need  a  Ph.D.  to  appreciate  an  advanced  3.2-liter  VTEC engine  and  cutting-edge 
^suspension.  The  new  TL  is  a  high-velocity  genius.  With  XM  Satellite  Radio;  DVD-Audio  sound,  Bluetooth'  hands-free  phone 
technology  and  available  satellite-linked  navigation  with  voice  recognition,  you  can  push  the  envelope  without  taking  a  hand 
!off  the  wheel.  Take  off  at  acura.com  or  call  1-800-To-Acura.  The  all-new  270-hp  AcuraTL  A  higher  form  of  performance. 
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THE  GAP  HAS  REASON 
TO  DANCE  AGAIN 

CEO  Pressler's  tighter  operations  and 
customer  focus  have  profits  hopping 


THE  HUMBLE  CLOTHES 
hanger  is  as  good  a  symbol 
as  any  for  Paul  S.  Pressler's 
turnaround  at  Gap  Inc. 
Following  Pressler's  direc- 
tive to  make  stores  more 
shopper-friendly,  execs  at 
the  retailer's  Old  Navy  unit  added  color- 
coded  tags  to  hangers  a  year  ago  to  make 
it  easier  for  customers  to  find  the  right 
size.  That  has  helped  boost  sales.  Now, 
thanks  to  a  host  of  such  small  changes, 
Old  Navy  is  cruising  once  again:  Same- 
store  sales  rose  a  solid  8%  in  2003  and 
have  continued  to  climb  this  year. 

No  one  expected  Pressler  to  launch  a 
fashion  makeover  at  Gap  when  he  took 
the  reins  in  2002.  After  all,  his  predeces- 
sor, Millard  "Mickey"  S.  Drexler,  had  al- 
ready revived  Gap's  merchandise  just  be- 
fore he  left,  bringing  back  khakis  and 
other  favorites.  But  plenty  of  other  prob- 
lems remained.  And  now  Pressler,  a  for- 
mer Walt  Disney  Parks  &  Resorts  chief 
with  little  prior  apparel  experience,  has 
given  Gap's  turnaround  staying  power 
by  focusing  on  such  basics  as  operations, 
inventory,  and  market  research.  The  San 
Francisco-based  clothier  has  posted  six 
quarters  of  earnings  growth.  March 
sales,  to  be  announced  Apr.  8,  are  ex- 
pected to  be  up  5%,  the  18th  straight 
month  of  gains.  Said  Pressler  in  Febru- 
ary: "We've  positioned 
[Gap]  for  long-term 
growth." 

The  question  now  is, 
exactly  how  long  can 
Pressler  fuel  growth  by 
eking  out  operating  im- 
provements? Paradoxi- 
cally, Pressler's  turn- 
around has  gone  so 
well  that  investors  are 
starting  to  wonder 
what  Gap's  next  act  is. 
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And  that  could  prove  to  be  a  bigger 
challenge:  To  keep  Gap  growing, 
some  argue,  Pressler  will  have  to 
find  a  whole  new  kind  of  customer- 
one  who  doesn't  currently  shop  at  the 
company's  Gap,  Old  Navy,  and  Banana 
Republic  stores.  Gap's  projected  annual 
sales  growth  of  4%  to  5%  "is  not  going 
to  do  it  in  the  future,"  says  David  N.  Dre- 
man,  chairman  of  Dreman  Value  Man- 
agement, which  holds  3.8  million  Gap 
shares.  "Something  has  to  be  done  in  a 
few  years." 

Pressler  can  probably  afford  to  wait  a 
year  or  two  before  making  a  big  move. 
For  now,  Gap  will  likely 
continue  to  boost  sales 
by  giving  customers 
whatever  his  market 
research  indicates  they 

(want.  Unlike  Drexler, 
Pressler  stays  out  of  his 
designers'  way.  Instead, 
he  has  emphasized  fo- 
cus groups  and  surveys 
to  tease  out  customer 
preferences,  be  it  more 
petite  sizes  at  Banana 


Republic  or  stretchier  waistbands 
Old  Navy. 

Elsewhere,  too,  Pressler  still  has 
to  run.  By  keeping  orders  lean  and  i 
ing  the  amount  of  clothing  in  warehc 
es,  Gap  says  it  expects  inventory 
square  foot— some  $55  a  year  ago— t 
cline  by  roughly  12%  to  16%  this  qua 
Pressler  is  also  aiming  for  healthier  j 
margins  by  selling  clothes  closer  to 
price.  In  an  effort  to  end  panicky  cle 
ance  sales,  he  has  ordered  managers 
rely  increasingly  on  software  that 
them  when  and  by  how  much  to 
down  merchandise. 

But  Gap's  fundamental  problem 
mains:  It  has  expanded  about  as  far  i 

can  go— and  Pressl^ 
seems  to  understa 
that.  While  deel 
to  be  interviewed, 
says  in  a  stateme 
that  Gap's     resea 
"tells  us  those  r 
kets  that  we  do 
serve  or  underservej 
It  could  lead  to 
brands    or    acqi 
tions  over  time. 

While  Pressler 
fers  no  hint  of  wr. 
those  might  be, 
Street  figures  Gap 
more  likely  to  start 
new  chain  than  bi 
one.  Gap  has  no 
rience  with  acquiss 
tions,  apart  from  9k»®\ 
1983  purchase  of  Bffi^ 
nana  Republic,  whidp-  ■' 
then  had  just  two  stores.  By  contrast,  if  - " 
has  been  adept  at  developing  neip- 
brands.  Beyond  remaking  Banana  Rep"  ' 
public,  its  hugely  successful  Old  Navp 
chain,  launched  in  1994,  now  accoun#~- 
for  41%  of  sales.  p 

Of  course,  Gap  would  have  to  find 
niche  it  doesn't  now  cater  to— and  do  soHffa 
a  market  that' s  far  more  over-stored  than  i 
decade  ago.  Targeting  boomer  men  is  omksi 
prospect,  say  analysts.  "There's  no  plaote- : 
for  guys  who  aren't  Banana-Republip 
skinny,"  says  Richard  Jaffe,  an  analyst  a 
UBS  Investment  Research. 

Will  Pressler  make  such  a  move?  Oxmmi 
siders  figure  he'd  better  start  working  o; 
concepts  now  so  a  launch  is  ready  by  th 
time  the  big  gains  from  improving  oper 
ations  run  out.  "Management  needs  ti 
focus  three  years  out,"  says  Todd  Dp  - 
Slater,  an  analyst  at  Lazard.  If  Pressle 
waits  too  long,  he  could  find  himself  fix 
ing  a  fraying  company  once  again.  ■ 

-By  Louise  Lee  in  San  Mateo,  Calm 


PRESSLER  No  more 
boatloads  of  unsold 
inventory 
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WAY  DOWN 
IN  THE  VALLEY 

\mr  Mohsen  started  a  tech  outfit,  got  rich 
and  then  self-destructed 


n 


^ 


: : 
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E  SEEMED  TO  BE  THE 
epitome  of  the  Silicon 
Valley  success  story.  A 
brilliant  Egyptian  engi- 
neering student,  Amr 
Mohsen  breezed  through 

_        the  California  Institute  of 

Sinology  doctoral  program  and  now 
ids  40  patents  for  engineering  technol- 
\  In  1989,  with  the  backing  of  well- 
led  venture  capitalists,  he  created  Ap- 
Corp.,    whose    technology    allows 
lufacturers  to  quickly  turn  designs 
.  prototypes.  The  company  also  made 
hsen  a  wealthy  man,  with  a 
0-million,  17-acre  hilltop  es- 
e  in  posh  Los  Gatos  sport- 
$  its  own  driving  range.  "He 
a  genius  and  well-respect- 
,"  says  Mohamed  Abdou,  a 
liversity  of  California  at  Los 
igeles  professor  and  friend. 
But  in  a  story  of  self-destruc- 
n  that  has  shocked  even  his 
>sest  friends,  the  55-year  old 
,?0  her  of  three  sits  today  in  a 
n  Francisco  lockup  because 
',     allegedly  tried  to  flee  the 
'.  untry  while  awaiting  trial  on  charges 
it  he  forged  engineering  documents  to 
Jp  win  a  patent  suit  and  then  lied  to  cov- 
it  up.  But  unlike  white-collar  defendants 
•  Martha  Stewart  who  still  spend  their 
;hts  at  home,  Mohsen  has  no  chance  of 
[ding  down  in  his  fancy  digs.  Indicted 
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IN  JAIL  The  FBI 
nabbed  Mohsen 


in  May,  2003,  he  was  nabbed  by 
FBI  agents  on  Mar.  27  in  a  park- 
ing lot  with  $40,000  in  cash  and 
a  newly  issued  Egyptian  pass- 
port that  violated  his  bail  agree- 
ment. Now  he  has  also  been  charged  with 
contempt  of  court  for  trying  to  flee. 
Mohsen's  trial  is  set  for  May  10.  He  has 
pled  not  guilty  to  perjury,  obstruction,  mail 
fraud,  and  the  contempt  charges. 

Mohsen's  downfall  began  in  1998. 
Then  chief  executive  of  struggling  Aptix, 
he  licensed  its  key  technology  to  software 
giant  Mentor  Graphics  Corp.  for  $1  mil- 
lion in  cash  and  $3  million  in 
loans— and   Mentor's   assur- 
ances that  it  would  sue  Aptix' 
stronger  rival,  Quickturn  De- 
sign Systems  for  infringing  on 
a  1989  patent  that  Mohsen 
had  been  granted.  But  then 
things   took   an   ugly   turn. 
Quickturn's    lawyers    found 
pages  of  embellished  technical 
information   in   a   notebook 
that  Mohsen  said  he  used  to 
document  his   1989  patent. 
The  added  pages  were  not  in  a 
copy  of  the  notebook  that  Mohsen's 
patent  lawyers  from  the  decade  before 
gave  Quickturn's  lawyers. 

What's  more,  during  the  patent  trial, 
Quickturn  alleged  Mohsen  created  anoth- 
er notebook  from  scratch  to  prove  he  had 
invented  the  technology  a  year  earlier  than 


DASHED  DREAM 

Mohsen's  17-acre 
Los  Gatos  estate  is 
worth  $10  million 


the  1989  notebook  suggested. 
All  this  later  prompted  a  fed- 
eral judge,  William  H.  Alsup, 
to  throw  out  the  case  about 
the  1989  patent— and  require 
Aptix  to  pay  Quickturn's  $4.2 
million  in  legal  fees.  Mohsen 
and  his  lawyer  declined  to 
comment  on  the  civil  suit  or 
criminal  charges. 

KEYSTONE  K0PS 

MOHSEN  HAD  MADE  mat- 
ters worse  in  his  patent  case 
with  a  series  of  alleged  mis- 
cues  worthy  of  the  Keystone 
Kops.  After  initially  refusing 
to  hand  over  key  documents 
to    Quickturn's    lawyers, 
Mohsen  testified  he  brought 
the  notebooks  to  his  office— 
but  then  mistakenly  left  them 
in  a  bag  on  the  floor  of  his 
Mercedes.  That  evening,  he 
told  the  court,  thieves  broke 
his  car  window  and  swiped 
the  bag.  But  Quickturn's  in- 
vestigators   argued  Mohsen 
staged  the  break-in  himself,  a 
claim  the  judge  agreed  with  in 
his  ruling.  Mohsen  also  testi- 
fied that  a  year  later,  an  un- 
known     good      Samaritan 
mailed  him   scraps   of  the 
stolen  notebooks  found  in  his  backyard. 
That,  too,  was  dismissed  by  the  judge  in 
his   ruling.   "None   of  the   documents 
showed  any  signs  of  weathering,"  Alsup 
wrote.  Mohsen  took  the  fifth  when  ques- 
tioned in  court  on  these  allegations. 

By  June,  2000,  Alsup  had  thrown  out 
the  patent  lawsuit  and  later  referred  the 
case  to  the  U.S.  Attorney's  office  in  San 
Francisco,  which  filed  a  15-count  indict- 
ment for  perjury  against  Mohsen.  With 
the  start  of  his  trial  nearing  several 
weeks  ago,  prosecutors  became  alarmed 
when  Mohsen  asked  permission  to  refi- 
nance his  home  and  collect  $1  million. 
When  the  court  required  the  money  be 
used  to  pay  Aptix'  legal  bills,  he  showed 
no  further  interest.  Trailing  Mohsen  for 
the  next  two  days,  FBI  agents  arrested 
him  after  he  allegedly  booked  a  flight  to 
the  Cayman  Islands. 

Today,  Mohsen's  company  is  close  to 
bankruptcy  and  he  is  no  longer  CEO.  His 
family  is  selling  off  whatever  it  can  from 
his  glitzy  estate,  says  one  associate.  For 
the  one-time  Silicon  Valley  success,  the 
tale  is  all  too  familiar:  A  shooting  star 
who  reached  the  zenith  with  hubris  and, 
allegedly,  a  few  too  many  lies.  II 

-By  Peter  Burrows  in  Los  Gatos,  Calif. 
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DON'T  SCALP  US. 
WE'LL  SCALP  YOU 

Pro  teams  once  decried  the  ticket  game. 
Now,  they're  playing  it— often  on  die  Web 


HEY  MAY  BE  THE  LOV- 
able  Cubbies  to  Chicago- 
ans  who  have  suffered 
through  decades  of  de- 
feat—and defeat  snatched 
from  the  jaws  of  victory. 
But  two  years  ago,  when 
the  Chicago  Cubs  held  back  some  tickets 
and  sold  them  just  before  game  time 
through  a  ticket  broker  affiliated  with 
parent  Tribune  Co.,  boos  rained  down  in 
the  courts. 

With  $50  tickets  going  for  as  much  as 
$500  apiece,  hundreds  of  fans  joined  in  a 
class  action  that  claimed  the  team  violat- 
ed the  Illinois  Ticket  Scalping  Act,  which 
forbids  selling  any  ticket  for  above  its  face 
value.  "When  the  Cubs  inflate  the  price, 
where  is  a  fan  supposed  to  go?"  wrote 
one  distraught  fan  on  the  Cub  Reporter, 
an  Internet  chat  room. 

That  suit  was  dismissed  in  state  court 
in  November  and  is  now  heading  for  an 
appeals  court.  But  thanks  to  booming 
secondhand-ticket  sales  on  the  Internet 
and  the  eagerness  of  sports  teams  and 
online  ticket  agencies  such  as  Ticketmas- 
ter  to  get  in  on  the  action,  those  decades- 
old  scalping  laws  are  fast  becoming  irrel- 
evant. That's  great  for  teams,  who 
annually  cry  poverty  and  hope  to  make  a 
little  extra  by  scalping 
tickets.  As  for  home  team 
loyalty,  some  teams  are 
already  getting  the  Bronx 
Cheer.  "I'll  never  buy  an- 
other Cubs  ticket  in  my 
life,"  says  Chicago  cabbie 
Randall  M.  Galles,  a  life- 
long fan. 

Today,  a  hodgepodge 
of  anti-seal  ping  laws  in  31 
states  restrict  everything 
from  where  scalpers  can 
holler  "I  got  two!"  to  the 
prices  they  can  get.  In 


But  it's  a  sprint  for  pro  sports.  EigJ 
teams,  from  baseball's  Seattle  Marine 
to  football's  Green  Bay  Packers,  are 
ing  online  to  do  exactly  what  they  lod 
derided  curbside  scalpers  for  doinj 
They're   directing   hometown   seasoj 
ticket  holders  to  offer  their  unused  seal 
on  StubHub.com— and  taking  about! 
10%  cut  when  the  tickets  are  sold.  Eig 
teen  other  professional  football,  baske 
ball,  or  hockey  teams  have  put  up  the 
own  sites,  to  do  much  the  same,  with 
help  of  Ticketmaster.  Pro  basketba 
Phoenix  Suns  are  proving  just  how  ] 
itable  the  practice  of  home-team  si 
ing  can  be:  When  the  Cleveland  Ca\ 
liers'  high-school  phenom  LeBron  Jam^ 
came  to  Phoenix  in  ] 
vember,  the  Suns'  site 
$300  for  tickets  that  hadj 
face  value  of  $75. 

LIKE  PLANE  SEATS 

THOSE  WHO  BACK  the  ide 
of  sports  teams'  getting : 
the  scalping  game  arg 
that  it's  not  much  differe 
from  the  "yield 
ment"      techniques 
ployed  by  airlines, 
sell   higher-priced   ticke 
closer    to    the    depa 
date— and  when  the  inter 
hottest.   And   it   paj 


mans 


is 


New  York  State,  for  instance,  the  le- 
gal markup  is  $2.  Other  places  al- 
low small  "service  fees."  But  the 
rules  are  rarely  enforced. 

The  anti-scalping  laws  were  originally 
designed  to  stop  nuisance  sellers  who  ha- 
rassed fans,  charged  exorbitant  prices, 
and  sometimes  sold  counterfeit  tickets. 
But  with  player  salaries  soaring  and  the 
Internet  making  ticket  buying  far  quicker 
and  less  seedy,  the  old  home  team  has 
gone  into  the  brokering  business.  And  it 
isn't  just  sports:  Ticketmaster  has  made 
hefty  fees  hosting  a  few  test  auctions  for 
concerts  or  boxing. 


"I  GOT  TWO!" 

On-site  sellers 
face  online  rivals 


Need  Tickets? 

How  franchises  are  getting  in  on  the  action: 

■  In  2001.  the  Chicago  Cubs  sold  some  $50  opening-day 
tickets  for  $500  through  an  affiliated  broker. 


■  Eight  teams,  including  the  Seattle  Mariners  and  the 
New  York  Jets,  use  online  site  StubHub.com;  they  take 
about  10%  when  season-ticket  holders  sell  unused  seats. 

■  Ticketmaster  is  testify  auctions  for  big-time  sports  and 
other  events.  It  also  runs ;  ;tes  for  18  teams;  they  split  a 
5%-10%  cut  on  sales  by  season-ticket  holders. 


Clients  of  StubHub. 
which  include  the  N< 
York  Jets,  collected  close 
$100  million  in  ticket  sal 
last  year,  according  to  President  Eric 
Baker,  with  most  going  for  about 
above  face  value.  As  for  the  average  te 
it  gets  roughly  10%  of  the  cut  while 
suring  that  more  fans  troop  to  the  sta< 
urns  to  eat  their  hot  dogs  and  drink  the: 
overpriced  beers. 

Down  the  road,  the  free  market 
sports  tickets  will  shift  into  high  ge 
Basketball's  Los  Angeles  Clippers 
auction  seats  to  its  final  game,  on  Apr.  14) 
on  eBay.  A  similar  auction  was  run  thi 
week  by  the  Orlando  Magic  wid 
Ticketmaster.  But  it's  not  all  high-fiyinf 
dunks  for  the  locals,  if  Ticketmaster'. 
experience  with  boxing  is  any  indication 
At  last  year's  heavyweight  bout  between 
Lennox  Lewis  and  Vitaly  Klitschko 
Ticketmaster  was  unable  to  sell  all  of  thi 
tickets  it  put  up  for  auction  starting  ai 
$3,000.  No  doubt  there  will  always  b«| 
a  market  for  the  hot  ticket,  b 
sometimes  even  a  rabid  sports  fan 
cry  No  mas.  ■ 

-By  Brian  Grow  in  Atlanta,  wirij 
Robert  D.  Hofin  San  Mateo,  Ca 
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(Ve  don't  just  synchronize  deliveries 


we  synchronize  companies. 


I    n  ir  ii 


Traditionally,  supply  chains 
have  been  viewed  as  a  necessary 
evil.  A  cost  to  be  contained. 
Which  is  why  so  many  logistics 
managers  have  been  given 
orders  to  just  make  them  leaner 
and  cheaper. 

But  the  truth  is,  supply  chains 
do  not  exist  in  a  vacuum. 

They  are  the  one  thing  that 
integrates  every  single  part  of 
your  company.  Connecting  your 
suppliers  and,  most  importantly, 
your  customers. 

At  UPS  Supply  Chain  Solutions, 
we're  working  with  customers 
to  synchronize  the  movement  of 
goods,  information,  and  funds. 
We  have  expertise  in  everything 
from  freight  and  customs  handling 
to  inventory  management  and 
service  parts  logistics. 

We  know  how  to  design  the 
ideal  supply  chain.  And  we  have 
the  technology  to  give  you 
visibility  and  control  all  along 
the  way. 

At  UPS  we  see  this  as 
synchronizing  commerce. 

Our  customers  usually  see  it 
as  the  competitive  edge  they 
were  looking  for. 


UPS-SCS.com    1-866-822-5336 
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THEFASTOWS 
IK  A  FIX 

In  a  blow  to  the  government 
and  to  former  Enron  assistant 
treasurer  Lea  Fastow,  a  federal 
judge  on  Apr.  7  rejected  a  deal 
that  would  have  confined  the 
Houston  mother  to  prison  for 
five  months  and  to  her  home 
for  five  more  in  exchange  for  a 
guilty  plea  on  a  charge  of  filing 
a  false  tax  report. 

Prosecutors  will  now  have 
to  divert  resources  from  their 
cases  against  former  Enron 
CEO  Jeffrey  Skilling  and  other 
Enron  execs.  Fastow's 
subsequent  withdrawal  of  her 
plea  "is  a  lose-lose  situation  for 
both  her  and  the  government," 
says  Philip  Hilder,  an  ex-federal 
prosecutor  who  represents 
several  former  Enron  workers. 

In  January,  Fastow  helped 
win  a  deal  for  her  husband, 
Andrew.  The  former  Enron  CFO 
pleaded  guilty  to  conspiring  to 
commit  wire  and  securities 
fraud  and  will  serve  10  years  in 
prison.  The  Justice  Dept.  says 
that  the  new  turn  in  Lea's  case 
doesn't  give  Andrew  grounds 
to  ask  the  court  to  withdraw  his 
deal.  Meanwhile,  Lea  appears 
headed  to  trial  in  June, 
possibly  on  additional  charges, 
and  could  face  a  longer 
sentence  than  the  one  she 
turned  down. 

-Wendy  Zellner 


STATIC 
AT  NOKIA 

What's  ailing  Nokia?  The 
mobile-phone  giant  shocked 
markets  on  Apr.  6  with  a 
warning  that  first-quarter 
sales  wouldn't  meet 
expectations  due  to  weakness 
in  the  company's  product 
lineup.  While  the  overall 
handset  market  grew  25% 
over  the  previous  year, 
Nokia's  unit  sales  grew  just 
19%.  That  could  trim  two 
points  off  its  global  market 
share.  Worse,  skidding  prices 
pulled  handset  revenues 
down  6.3%.  "This  is  bad 
news,"  says  analyst  Richard 
Windsor  at  Nomura  Securities 
in  London.  Investors  drove 
Nokia  shares  down  20%  over 
two  days  in  Helsinki  and 
New  York.  The  company 
promises  that  40  new  models 
this  year  will  entice  buyers. 
But  Nokia  won't  catch  up 
quickly  from  a  late  start  in 
the  popular  "clamshell" 
phones. 


HOME,  SWEET 
DELAWARE 


Australian-turned-American 
citizen  Rupert  Murdoch  is 
hoping  that  moving  News 
Corp.  to  the  U.S.  will  broaden 
his  shareholder  base, 
improve  trading  liquidity, 
and  provide  better  access  to 
the  capital  markets.  Indeed, 
the  restrictions  some  big  U.S. 
institutions  face  in  owning 
foreign  stocks  would  be 


lifted,  and  News  Corp.'s  likely 
addition  to  the  Standard  & 
Poor's  500-stock  index  will 
attract  more  investors.  The 
decision  to  leave  Australia 
and  become  a  Delaware 
corporation  also  comes 
because  News  Corp.  gets 
about  75%  of  its  revenues, 
profits,  and  cash  flow  from 
the  U.S.  The  Murdoch 
family's  29%  stake  in  the 
media  empire  will  be 
virtually  unchanged  by 
the  move. 


VOTERS  NIX 
WAL-MART 

Voters  in  the  working-class 
Los  Angeles  suburb  of 
Inglewood  roundly  rejected 
an  initiative  to  let  Wal-Mart 
Stores  build  a  new  superstore 
without  public  hearings  and 
environmental  review.  City 
council  members,  lobbied  by 
rival  supermarkets  and  their 
union  representatives,  had 
previously  turned  down  Wal- 
Mart,  citing  low  employee 
compensation,  reliance  on 
offshore  manufacturing,  and 
potential  traffic  problems.  So 
Wal-Mart  took  its  proposal 
directly  to  voters.  A  company 
spokesman  said  it  would 
continue  the  practice  where 
appropriate. 


UTC'S  ENGINE 
TROUBLE 

Pratt  &  Whitney's  future  in 
commercial  airplanes  is  in 
doubt  after  the  engine  maker 
lost  a  bid  to  supply  new 
engines  for  Boeing's  proposed 
7E7  jetliner.  The  contract 
could  be  worth  as  much  as 
$40  billion  over  25  years  to 
the  two  winners,  General 
Electric  and  Rolls-Royce.  They 
will  supply  engines,  spares, 
and  service  to  the  airlines 
that  buy  the  7E7— which  will 
consume  20%  less  fuel  than 
similar-size  planes.  For  Pratt 
&  Whitney,  a  division  of 


United  Technologies,  the  los 
is  a  blow  to  a  troubled 
commercial-jet- engine       fetOH 
business.  Analysts  viewed   |\a  0 
winning  the  7E7  contract  aai' 
Pratt's  last  chance  to  revive  jPrav3C; 
its  fortunes.  But  Pratt  execs  ir^ 
noted  the  engine  maker  still  [ 
has  a  strong  military 
business,  including  contrac 
to  supply  engines  for 
Lockheed  Martin's  F-22  am 
Joint  Strike  Fighter. 
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ETCETERA... 


»  Alcoa's  first-quarter  profit 
more  than  doubled,  to  $355 
million,  or  41<fc  a  share. 
»  Spiegel,  in  bankruptcy, 
wants  to  sell  Eddie  Bauer. 
»The  FCC  will  appeal  a 
ruling  requiring  cable 
companies  to  offer  other  ISP 
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Is  Seagate 
Technology  tech's 
new  bellwether?  0 
Apr.  7,  the  disk-driv 
maker  cut  its  third 
quarter  profit  targe 
by  72%,  to  about  H 
a  share,  citing 
sluggish  technology 
growth  across  the 
board.  Its  shares 
fell  4%,  to  $14.98, 
triggering  a  9.7% 
decline  in  the 
NASDAQ  that  day. 
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Pravachol®  (pravastatin  sodium)  tablets 


istol-Myers  Squibb  Company,  maker  of  Pravachol,  ran  ads  for  Pravachol  that  the 
)A  determined  were  misleading. The  statement  they  determined  misleading  was 
'ravachol  is  the  only  cholesterol  lowering  drug  proven  to  help  prevent  first  and 
cond  heart  attack  and  stroke  in  people  with  high  cholesterol  or  heart  disease." 
lis  statement  suggested  that  Pravachol  has  been  proven  to  help  prevent  stroke 
people  without  heart  disease. 

ease  note,  Pravachol  has  not  been  proven  to  help  prevent  stroke  in  people 
thout  heart  disease.  Pravachol  is  proven  to  help  prevent  stroke  only  in  people 


th  coronary  heart  disease  (CHD). 

avachol  is  no  longer  the  only  cholesterol  lowering  drug  approved  to  help 
event  first  and  second  heart  attack.  In  April  2003,  another  drug  was  approved 

reduce  the  risk  of  heart  attacks  and  stroke  in  patients  with  CHD,  or  without  CHD 
jt  at  high  risk  of  coronary  events  because  of  diabetes,  peripheral  vessel  disease, 

history  of  stroke  or  other  cerebrovascular  disease. 


•avachol,  with  diet,  when  diet  and  exercise  are  not  enough,  is  approved  to: 
effectively  lower  cholesterol  in  people  with  high  cholesterol 
help  prevent  heart  attacks  in  people  with  high  cholesterol  or  heart  disease 
help  prevent  stroke  in  people  with  heart  disease 

your  doctor  prescribed  Pravachol,  you  should  continue  to  take  Pravachol  in 
:cordance  with  his  or  her  directions.  If  you  have  any  questions  about 
-avachol,  ask  your  doctor  or  healthcare  professional. 


lportant  Considerations:  Pravachol,  a  prescription  drug,  is  not  for  everyone,  including 
omen  who  are  pregnant  or  nursing  or  may  become  pregnant,  or  people  with  liver 
roblems.  And  because  serious  side  effects  can  result,  tell  your  doctor  about  any 
explained  muscle  pain  or  weakness  you  experience  while  on  Pravachol,  and  about 
iy  other  medications  you  are  taking.  Your  doctor  may  do  blood  tests  to  check  for  liver 
roblems.  Some  mild  side  effects,  such  as  slight  rash  or  stomach  upset,  occur  in  2-4% 
f  patients. 


ease  see  product  information  following  this  advertisement. 


H  Bristol-Myers  Squibb  Company 

1004  Bristol-Myers  Squibb  Company,  Princeton,  NJ  08543 
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PRAVACHOL 

(pravastatin  sodium)  Tablets 


Rx  only 


Please  read  this  summary  carefully  and  then  ask  your  doctor  about  PRAVACHOL® 
(pravastatin  sodium)  Tablets.  There  may  be  new  information.  This  advertisement  does 
not  take  the  place  of  talking  to  your  doctor  about  your  medical  condition  or  your 
treatment.  Only  your  doctor  has  the  training  to  weigh  the  risks  and  benefits  of  a 
prescription  drug  for  you.  


What  are  the  uses  of  PRAVACHOL?  (INDICATIONS) 

PRAVACHOL  is  a  prescription  medicine  that  is  added  to  diet,  when  diet  and  exercise  are 
not  enough.  PRAVACHOL  helps  lower  cholesterol  in  the  blood.  It  lowers  LDL  "bad" 
cholesterol  and  raises  HDL  "good"  cholesterol.  In  addition,  in  patients  with  high 
cholesterol  who  do  not  have  heart  disease,  PRAVACHOL  is  proven  to  help  prevent  heart 
attack,  reduce  the  risk  of  dying  from  a  heart  attack,  and  reduce  the  risk  of  undergoing 
heart  bypass  surgery  or  angioplasty  (a  procedure  used  to  open  a  narrowing  in  the 
coronary  artery  without  surgery).  In  patients  with  heart  disease,  PRAVACHOL  is  proven 
to  help  prevent  heart  attack  and  stroke,  reduce  the  risk  of  dying  from  a  heart  attack, 
reduce  the  risk  of  undergoing  heart  bypass  surgery  and  angioplasty,  and  slow  the 
progression  of  hardening  of  the  arteries. 

Who  should  not  take  PRAVACHOL?  (CONTRAINDICATIONS) 

Some  people  should  not  take  PRAVACHOL: 

Patients  with  liver  problems:  PRAVACHOL  should  not  be  used  by  patients  with  active 
liver  disease  or  who  have  repeated  blood  tests  indicating  possible  liver  problems.  (See 
What  else  should  I  know  about  PRAVACHOL?  -  WARNINGS.) 

Women  who  are  or  may  become  pregnant  Pregnant  women  should  not  take 
PRAVACHOL  because  it  may  harm  the  fetus.  Women  of  childbearing  age  should  not 
take  PRAVACHOL  unless  it  is  highly  unlikely  that  they  will  become  pregnant  If  a 

woman  becomes  pregnant  while  on  PRAVACHOL,  she  should  immediately  stop  taking 
the  drug  and  talk  to  her  doctor. 

Women  who  are  breast-feeding  should  not  take  PRAVACHOL 

Patients  who  are  allergic  to  any  of  its  ingredients:  The  active  ingredient  in 
PRAVACHOL  is  pravastatin  sodium.  The  inactive  ingredients  are  croscarmellose  sodium, 
lactose,  magnesium  oxide,  magnesium  stearate,  microcrystalline  cellulose,  and 
povidone.  The  10  mg  tablets  also  have  Red  Feme  Oxide;  the  20  mg  tablets  and  the 
80  mg  tablets  also  have  Yellow  Feme  Oxide;  the  40  mg  tablets  also  have  Green  Lake 
Blend  (D&C  Yellow  No.  10-Aluminum  Lake  and  FD&C  Blue  No.  1 -Aluminum  Lake). 

What  else  should  I  know  about  PRAVACHOL? 

WARNINGS 

•  Muscle:  Tell  your  doctor  right  away  if  you  experience  any  unexplained  muscle 
pain,  tenderness,  or  weakness  at  any  time  during  treatment  with  PRAVACHOL  so 
your  doctor  can  decide  if  PRAVACHOL  should  be  stopped.  Some  patients  may  have 
muscle  ache  or  weakness  while  taking  PRAVACHOL.  Rarely,  patients  taking 
PRAVACHOL  have  experienced  serious  muscle  breakdown  resulting  in  kidney 
damage.  The  following  can  be  signs  of  serious  muscle  breakdown:  muscle  pain, 
weakness  or  tenderness,  fever,  feeling  more  tired  than  usual,  and  passing  brown  or 
discolored  urine.  The  risk  of  muscle  damage  is  increased  in  patients  taking  certain 
other  drugs  (for  example,  erythromycin,  cyclosporine,  niacin  or  fibrates)  along  with 
another  lipid-lowering  drug  that  works  similarly  to  PRAVACHOL  Using  PRAVACHOL 
along  with  fibrates,  like  gemfibrozil,  should  be  avoided  unless  your  doctor  determines 
that  the  benefits  of  combined  use  of  PRAVACHOL  and  fibrates  likely  outweighs  the 
increased  risk  of  muscle  problems. 

•  Liver  Rare  cases  of  liver  function  abnormalities  have  been  reported  with  lipid- 
lowering  drugs  similar  to  PRAVACHOL.  Your  doctor  may  do  blood  tests  to  check 
your  liver  before  you  start  taking  PRAVACHOL,  and  while  you  take  it.  If  your  liver 
enzyme  levels  increase,  your  doctor  should  order  more  frequent  tests.  If  your  liver 
enzyme  levels  remain  unusually  high,  your  doctor  should  discontinue  your 
medication.  Tell  your  doctor  about  any  liver  disease  you  may  have  had  in  the  past 
and  about  how  much  alcohol  you  consume.  Patients  who  consume  large  amounts 
of  alcohol  should  use  PRAVACHOL  with  caution. 

PRECAUTIONS 

•  Homozygous  Familial  Hypercholesterolemia:  PRAVACHOL  has  not  been  studied 
in  this  group  of  patients.  Other  lipid-lowering  drugs  similar  to  PRAVACHOL  lower 
cholesterol  less  effectively  in  these  patients. 

•  Renal  Insufficiency:  Patients  with  renal  impairment  who  are  taking  PRAVACHOL 
should  be  monitored  closely  by  their  doctors. 

•  Drug  Interactions  and  Endocrine  Function:  Because  of  possible  serious  drug 
interactions,  it  is  important  for  patients  to  tell  their  doctors  what  other  drugs  they  are 
taking,  including  those  obtained  without  a  prescription.  They  should  also  tell  other 
doctors  who  are  prescribing  a  new  medicine  for  them  that  they  are  taking 
PRAVACHOL.  (See  What  else  should  I  know  about  PRAVACHOL?  -  WARNINGS: 
Muscle.)  Caution  should  be  exercised  if  a  lipid-lowering  drug  is  administered  to 
patients  also  receiving  other  drugs  that  may  diminish  the  levels  or  activity  of  steroid 
hormones. 

•  Central  Nervous  System  Toxicity;  Cancer,  Mutagenesis,  Impairment  of  Fertility: 

Like  most  prescription  drugs.  PRAVACHOL  was  required  to  be  tested  in  animals 
before  it  was  approved  for  human  use.  Often  these  tes'.  were  designed  to  give 
animals  higher  dosages  of  PRAVACHOL  than  is  recommended  for  humans.  In  some 
tests,  the  animals  had  damage  to  their  central  nervous  systems.  In  studies  of  rats 
and  mice  with  high  doses  of  PRAVACHOL  the  likelihood  of  certain  types  of  cancer 
increased.  No  evidence  of  mutations  of  or  damage  to  genetic  material  was  seen.  In 
one  study  with  rats,  PRAVACHOL  did  not  decrease  fertility  or  general  reproductive 
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performance.  However,  in  studies  with  lipid-lowering  drugs  similar  to  PRAVAC 
there  was  decreased  fertility  in  male  animals. 

•  Pregnancy:  The  safety  of  using  PRAVACHOL  during  pregnancy  has  not 
established.  If  a  woman  becomes  pregnant  while  taking  PRAVACHOL  (prava 
sodium),  she  should  immediately  stop  taking  the  drug  and  talk  to  her  doctor  < 
(See  Who  should  not  take  PRAVACHOL?  -  CONTRAINDICATIONS.) 

•  Nursing  Mothers:  Drugs  taken  by  nursing  mothers  may  be  present  in 
breast  milk.  Because  of  the  potential  for  serious  adverse  reactions  in  nu 
infants,  a  woman  taking  PRAVACHOL  should  not  breast-feed. 

•  Pediatrit   Use:   The  safety  and   effectiveness  of  PRAVACHOL  in   children 
adolescents  from  8-18  years  of  age  have  been  established  in  clinical  trials.  Chit 
and   adolescent   females   of  childbearing   potential   should   be   counseled 
appropriate  contraceptive  methods  while  on  PRAVACHOL.  PRAVACHOL  has 
been  studied  in  children  younger  than  8  years  of  age. 

•  Geriatric  Use:  The  safety  and  effectiveness  of  PRAVACHOL  in  patients 
65  and  older  have  been  established  in  clinical  trials.  Side  effects  in  the  elderly  \ 
similar  to  the  overall  population.  There  have  been  no  age-related  differe 
efficacy  and  safety  reported  among  patients  taking  PRAVACHOL 

What  are  the  possible  side  effects  of  PRAVACHOL?  (SIDE  EFFECTS) 

PRAVACHOL  is  generally  well  tolerated.  Side  effects  have  usually  been  mild  and  ! 
lived.  However,  some  have  been  serious.  In  4-month  long  placebo-controlled  trials,  1 . 
of  PRAVACHOL-treated  patients  and  1.2%  of  placebo-treated  patients  discontin 
therapy  because  of  side  effects.  The  following  list  of  side  effects  may  not  be  comp 
Be  sure  to  ask  your  doctor  about  side  effects  before  taking  PFtAVACHOL  and  to  dis 
any  side  effects  that  may  occur  while  taking  PFtAVACHOL 

•  Short-  and  Long-Term  Placebo-Controlled  Clinical  Trials:  Side  effects  that  ha      jfODfiS 
been  reported  in  more  than  2%  of  PPAVACHOL-treated  patients  from  short-taj 

trials,  and  in  at  least  1  %  of  PRAVACHOL-treated  patients  in  long-term  trials  a  HUME  a 

heart  chest  pain,  rash,  nausea,  vomiting,  diarrhea,  abdominal  pain,  constipation,  gj  silblllta 

upset  stomach,  heartburn,  fatigue,  chest  pain,  flu,  muscle/joint  pain  or  weakna  j,  \t  i 

muscle  cramp,  localized  pain,  headache,  dizziness,  sleep  disturbance,  depresaj  P 

anxiety/nervousness,  urinary  problems,  common  cold,  runny  nose,  cough,  shortne  BK  Ipi 

of  breath,   upper  respiratory  infection,  and  vision  disturbances.   In  addition,  {  %  jf  §p 

following  side  effects  have  been  reported  in  less  than  1  %  of  PRAVACHOL-treal  .   l 

patients  in  long-term  trials:  certain  skin  problems  such  as  itching,  rash,  hiv(  * 

dryness,  and  hair  loss,  loss  of  sexual  function  or  drive,  decreased  appetite,  fen  C  WIS 

flushing,  allergies,  swelling  of  the  head  and  neck,  muscle  weakness,  problems  of  I  jjjyj  o 

nervous   system    including    abnormal    sensations   such   as   tingling,    dizzina  ■    r 

sleeplessness,  memory  impairment,  and  shaking,  nerve  damage  including  loss  ^7^ 
muscle  tissue,  progression  of  cataracts,  and  taste  disturbance. 

•  Postmarketing   Experience:   In  addition  to  the  events  reported  above,  as  W  I"?"1 
other  lipid-lowering  drugs  similar  to  PRAVACHOL,  the  following  side  effects  have  be  KJIK] 
reported   rarely   during   post-marketing   experience:    muscle  weakness,   mus  -jl 
breakdown,   dysfunction   of   certain   brain   nerves   (including   alteration   of  tas 
impairment  of  eye  movement,  facial  paralysis),  damage  to  nerves  causing  weakne  UDttl 
and/or  abnormal  sensation,  severe  allergic  reaction  (anaphylaxis),  lupus-like  syndroU  idfflsi 
severe  pain  and  stiffness  of  muscles,  muscle  weakness  with  muscle  loss,  inflammatl  .L~-i 
of  the  blood  vessels,  skin  bruising,  low  iron,  abnormal  blood  tests,  arthritis,  joint  pa  .,, 
weakness,  sensitivity  to  light,  chills,  fatigue,  severe  skin  disorders  that  vary  from  ra  ""**? 
to  senous  burn-like  shedding  of  skin  all  over  the  body  including  mucous  membrar)  nbiicaD 
(such  as  the  lining  of  the  mouth),  inflammation  of  the  pancreas,  inflammation  of  I  «jvj 
liver,  jaundice,  fatty  change  in  liver,  severe  liver  damage  and  failure,  liver  cancer, 
variety  of  skin  changes  (e.g.,  nodules,  discoloration,  dryness  of  mucous  membran^P"™ 
changes  to  hair/nails),  breast  enlargement,  liver  test  abnormalities  including  eleva^^^H 
alkaline  phosphatase  and  bilirubin,  and  thyroid  function  abnormalities. 


•  Laboratory  Test  Abnormalities:   Increases  in  certain  liver  enzymes  have 
observed  (see  WARNINGS,  Liver).  Temporary  increases  in  certain  white  blood  i 
have  been  reported.  These  increases  were  generally  not  associated  with  symptc 
and  usually  returned  to  normal  despite  continued  therapy.  Low  red  blood  cell, 
blood  cell  and  platelet  counts  have  been  reported  with  lipid-lowering  drugs  similar  I 
PRAVACHOL 

How  should  I  take  PRAVACHOL?  (DOSAGE,  ADMINISTRATION  AND 
OVERDOSAGE) 

Patients  should  take  PRAVACHOL  exactly  as  their  doctors  prescribe  it.  The  usual  i 
of  PRAVACHOL  is  1  tablet  once  a  day.  PRAVACHOL  comes  in  different  dosage  streng 
and  the  patient's  doctor  will  prescribe  the  dose  that  is  right  for  the  patient.  The  do 
may  adjust  the  dose.  A  patient  taking  PRAVACHOL  should  not  change  the  dose  wit 
talking  to  their  doctor.  PRAVACHOL  may  be  taken  with  or  without  food. 

If  a  patient  misses  a  dose  of  PRAVACHOL,  the  dose  should  be  taken  as  soon  as  | 
patient  remembers.  Patients  must  not  take  2  doses  in  the  same  day.  If  a  patient  ta 
too  n;uch  PRAVACHOL,  the  patient  should  call  their  doctor  or  Poison  Control 
right  away. 

The  lowest  dose  of  PRAVACHOL  is  recommended  in  patients  with  a  history 
significant  kidney  or  liver  problems  and  in  patients  taking  immunosuppressive  dn 
such  as  cyclosporine. 

NOTE:  This  summary  provides  important  information  about  PRAVACHOL  If  you  wc 
like  more  information,  ask  your  doctor  or  pharmacist  to  let  you  read  the  informati 
about  PRAVACHOL  that  is  written  for  health  professionals  and  then  discuss  it 
them. 

^p  Bristol-Myers  Squibb  Company 
Princeton,  NJ  08543  U.S.A. 
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NeWS  Washington  Outlook 


TED  BY  RICHARD  S.  DUNHAM 


o  the  Dems  Have 
Shot  at  the  Senate? 


T-WING  ACTIVISTS  ARE  GIDDY  about  recent  polls  showing  con- 

vative  Representative  Patrick  J.  Toomey  surging  to  within  a 

:  /  points  of  moderate,  pro-choice  Senator  Arlen  Specter  in 

msylvania's  Apr.  27  Republican  primary.  But  they  aren't  the 

ly  ones  rooting  for  Toomey  to  upset  the  four-term  incumbent. 


'.  locrats  are  convinced  that  their  nomi- 
suburban  Philadelphia  Representative 
ph  M.  Hoeffel,  would  stand  a  better 

I  ice  against  a  hard-right  opponent, 
en  if  Specter  wins  the  primary,  he's 
lg  to  be  bruised  pretty  seriously," 
its  Senator  Jon  S.  Corzine  (D-N.J.), 
irman  of  the  Democratic  Senatorial 
lpaign  Committee  (DSCC). 
1  the  political  world,  if  s  often  better  to 
ucky  than  smart.  And  Democrats  are 
ing  a  run  of  good  fortune  that  gives  them 
:wed  hope  of  taking  back  the  Senate  in 
ember.  Yes,  Corzine  has  lined  up  A-team 
lidates  in  key  races.  But  the  Dems  also 
e  been  handed  unexpected  gifts,  includ- 
bloody  GOP  primaries, 
•ublican  recruiting  sna- 
and  the  surprise 
nement  of  Senator  Ben 
hthorse  Campbell  (R- 
d.).  "They've  gotten 
Ucs  in  places  that  seemed 
ikely,"  says  Jennifer  E. 
fy,  managing  editor  of 
nonpartisan  Cook  Political 
ort.  "You  can  do  the  math 
v  where  the  Democrats 
Id  win  the  majority." 
Such  talk  seemed  utterly 
ealistic  at  the  beginning 
he  year.  Although  Dem- 
ats  need  a  net  gain  of  just 
»  seats  to  ensure  Senate  ^^^~ 
itrol,  they  are  defending  19  seats  this  cy- 
vs.  15  for  the  GOP.  Worse  still,  the  re- 
ment  of  five  Southern  Democrats  gives 
jublicans  an  opportunity  to  pick  up 
ts  in  a  region  that  George  W.  Bush 
:pt  in  2000. 

Jut  Dems  have  gotten  a  boost  from 
ty  GOP  primaries  in  Pennsylvania, 
ith  Carolina,  Oklahoma— and  potential- 
Maska.  Thanks  to  these  slugfests,  and 
ir  own  solid  campaigns,  polls  show  cen- 


SALAZAR  The  AG 

is  Colorado's 
most  popular 
Democratic  pol 


trist  Democrats  Brad  Carson,  an  Oklahoma 
congressman,  and  Inez  M.  Tenenbaum,  ed- 
ucation superintendent  in  South  Carolina, 
beating  all  the  potential  GOP  candidates  in 
both  Republican-leaning  states. 

Enough  Cash  to  Compete 

DEMOCRATS  ALSO  caught  a  break  when 
heavily  favored  Nighthorse  Campbell  an- 
nounced on  Mar.  3  that  he  was  going  to 
ride  off  into  the  sunset.  They  quickly 
cleared  the  field  for  Attorney  General  Ken 
Salazar,  their  most  popular  statewide 
politician.  But  he  could  face  a  wealthy  foe 
in  Adolph  Coors  Co.  Chairman  Peter  H. 
Coors.  Instead  of  a  likely  GOP  win,  Col- 
orado now  is  wide  open. 

Salazar  is  not  the  only 
strong    contender    on    the 
Democratic    slate.    Illinois 
State  Senator  Barack  Obama 
convincingly  won  the  Mar. 
17  primary.  Former  Alaska 
Governor  Tony  Knowles  is 
given  a  good  shot  at  ousting 
unelected  Republican  Lisa 
Murkowski,    whose    brief 
Senate  career  has  been  over- 
shadowed by  the  fact  that 
her  father  appointed  her  to  the  seat. 
And  these  top  prospects  should  have 
enough  cash  to  compete:  The  DSCC 
had  $6  million  on  hand  at  the  end  of 
March.  That's  only  half  of  what's  in 
GOP  coffers,  but  if  s  a  sharp  improvement 
from  February,  when  the  Dems  were  bare- 
ly breaking  even. 

For  President  Bush,  a  Democratic  Sen- 
ate could  stymie  his  key  second-term  pri- 
orities, such  as  conservative  Supreme 
Court  picks,  permanent  tax  cuts,  and  pri- 
vate Social  Security  accounts.  No  wonder 
he  has  been  telling  aides  that  he  doesn't 
want  a  "lonely"  victory.  ■ 

-By  Alexandra  Starr 


CAPITAL 
WRAPUP 

KERRY  PITCHES  A  PLAN 
WITH  FEWER  PROMISES 

gop  efforts  to  label  Senator 
John  Kerry  as  a  tax-hiker  are 
driving  up  his  negative  ratings. 
So  Kerry  is  putting  fiscal 
credibility  ahead  of  largesse  for 
his  party's  base,  scaling  back 
some  primary-campaign 
promises  to  bolster  his  pledge 
to  cut  the  deficit  in  half  over 
four  years.  In  a  budget 
framework  released  on  Apr.  7, 
Kerry  trimmed  about  $25 
billion  a  year  from  such 
programs  as  universal  pre- 
school, 

national  A  ne\V 

service,  and 
aid  to  states. 

Kerry  is 
now  claiming 
his  health 
plan,  once 
priced  at 
$900  billion 
over  10  years, 
will  cost  just 
$653  billion. 
He  hopes  w^^^m 

savings  will 

come  from  technology  and 
spending  constraints  on 
Medicaid  and  Medicare. 

To  pay  for  expanded  health 
and  education,  he  would  collect 
more  than  $400  billion  by 
reversing  President  Bush's  tax 
cuts  for  families  making  more 
than  $200,000.  He'd  also  keep 
the  estate  tax  but  let  heirs 
inherit  $4  million  tax-free,  up 
from  today's  $1.5  million.  Kerry 
pledges  he  will  fully  fund 
defense  and  homeland  security. 
Other  programs  would  face  pay- 
as-you-go  rules  if  they  exceeded 
the  rate  of  inflation. 

Kerry's  new  blueprint  quickly 
drew  fire  from  Republicans  who 
insist  it  still  doesn't  add  up. 
But  the  real  test  isn't  the 
arithmetic  —it's  whether 
independent  voters  can  be 
convinced  that  Kerry  would  be 
more  fiscally  responsible. 

-By  Howard  Gleckman 
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JOB  EXPORTS: 
EUROPE'S  TURN 

It's  following  the  offshoring  trend— 
and  much  or  it  is  white-collar 


NORWICH  UNION  IS  AS 
British  as  fish  and  chips. 
A  unit  of  Aviva  PLC,  a 
London  financial-services 
group,  it's  the  country's 
No.  1  insurer,  boasting  a 
workforce  of  30,000 
spread  across  Britain.  But  hundreds  of 
those  people  will  lose  their  jobs  in  the 
next  few  months,  and  other  vacant  posi- 
tions will  go  unfilled,  as  Norwich  Union 
shifts  3,700  customer  service  and  back- 
office  jobs  to  India.  ''There's  a  big  cost  ad- 
vantage," says  Simon  Machell,  Norwich 
Union's  customer-service  director.  In- 
deed, the  company's  costs  per  employee 
in  India  average  less  than  half  the  figure 
in  Britain.  And  while  many  British  uni- 
versity graduates  shun  call-center  jobs,  in 
India  Norwich  Union  has  been  swamped 
with  resumes  from  highly  qualified  Indi- 
an graduates. 

Attention,  European  white-collar 
workers:  Your  job  could  be  next.  By  2008, 
Deloitte  Research  estimates,  more  than 
800,000  financial-services  and  high-tech 
jobs  will  migrate  from  Western  Europe  to 
cheaper  labor  markets— principally  India, 
but  also  Eastern  Europe,  China,  and  even 
Africa  and  Latin  America.  Technology 
Partners  International,  a  Texas  firm  that 
helps  broker  outsourcing  contracts,  says 
deals  by  European  companies  jumped 
from  16%  of  the  worldwide  total  in  2002 
to  26%  last  year.  The  volume  of  European 
deals  this  year,  the  firm  predicts,  could 
match  those  from  the  Americas. 

The  white-collar  offshoring  wave  is 
hitting  Britain  and  Ireland  first  because 
English-speaking  workers  can  be  easily 
replaced  in  India.  But  it's  moving  fast 
across  the  Continent.  That's  scary.  Unlike 
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in  Britain,  where  a  flexible  economy 
could  quickly  create  jobs,  the  Continent, 
with  its  rigid  labor  rules,  is  terrible  at  gen- 
erating new  employment  for  displaced 
workers.  And  lots  of  good  jobs  are  going. 
With  high  value-added  activities  such  as 
management  and  research  and  develop- 
ment moving  abroad,  "the  transfer  of  jobs 
is  taking  on  a  whole  new  dimension," 
says  Martin  Wansleben,  president  of  the 
German  Industry  &  Trade  Assn. 

Wansleben  and  other  business  leaders 
say  the  trend  is  gathering  speed  because 
the  economics  are  just  too  compelling.  To 
stay  competitive,  big  European  compa- 
nies have  to  keep  pace  with  other  multi- 
nationals further  along  the  outsourcing 
path.  "If  you're  competing  against  some- 
one like  Citigroup,  which  has  grown  rev- 
enues three  times  faster  than  costs 
[through  extensive  outsourcing  to  India], 
you  really  don't  have  a  choice,"  says  Chris 
Gentle,  European  research  director  for 
Deloitte.  "It's  changing  the  operating 
model  of  European  institutions." 


THE  STATS 
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With  so  many  jobs  at  stake,  politicia 
are  starting  to  take  notice,  just  as 
have  in  the  U.S.,  where  offshoring  is  a  1 
issue  in  this  year's  Presidential  ca 
paign.  On  Mar.  21,  German  Chancel 
Gerhard  Schroder  called  multinatior 
that  transfer  jobs  to  lower-cost  count 
"unpatriotic."  And  after  Royal  Phi 
Electronics,  the  Dutch  consumer-ele 
tronics  group,  announced  plans  to  eli 
nate  150  jobs  in  Ireland  as  it  transfers  i 
European  accounting  center) 
Poland,  the  opposition  Fi 
Gael  party  criticized  the  gc 
ernment  for  failing  to  prot 
Irish  workers.  The  job  los 
are  a  bitter  pill  for  Ireland, 
ing   the   1990s,  the   count 
lured  tens  of  thousands  of  ca 
center   and   back-office  j( 
from  the  U.S.  But  Ireland's 
erage  wages  have  risen  sii 
then  and  are  now  five 
higher  than  those  in  Poland. 
Organized  labor  is  stirrii 
too.  Amicus,  Britain's  large 
private-sector  union,  has 
leaflet  campaigns  at  Noi 


ion,  while  the  Communications 
■rkers'  Union  has  staged  protests  at 
Group  PLC  over  the  transfer  of  about 
)  customer  service  jobs  to  call  centers 
[ndia. 


ION  ACTIVISTS 

FAR,  LITTLE  PROTEST  has  occurred 
the  Continent.  But  British  labor  ac- 
sts  enlisted  Continental  unions  to  per- 
ide  the  European  Parliament  to  hold 
blic  hearings  on  offshoring  this  spring, 
te're  not  seeing  the  kind  of  backlash  in 
rope  that  we  are  seeing  in  the  U.S.," 
m  Sudip  Banerjee,  president  of  the  en- 
prise-solutions    division    at    India's 
pro  Technologies,  which  gets  $1  billion 
lually  in  outsourcing  contracts.  Wipro 
_  Tata  Consultancy  Services,  the  two 
>  Indian  outsourcing  vendors,  fret  that 
ntinental  unions  could  quickly  turn  up 
heat— endangering  contracts  with 
ropean  companies  that  account  for 
out  25%  of  their  business. 
Some  European  companies  have  been 
ocating  jobs  for  years.  Deutsche  Bank 
France's   Societe   Generate  have 
lgstanding  software  development  op- 


erations in  India,  while 
British  Airways  PLC  and 
Lufthansa  run  big  cus- 
tomer service  centers  in  In- 
dia. Cap  Gemini  Ernst  & 
Young,  an  IT  services  giant 
in  Paris,  diverts  a  growing 
share  of  clients'  jobs  to  Chi- 
na and  India. 

Now,  many  of  these  off- 
shore  operations   are  ex- 
panding dramatically.  Ger- 
man  software   giant   SAP 
expects  to  increase  the  size  of  its  Indian 
software  lab  in  the  next  few  months,  to 
1,300  workers.  Philips,  while  eliminating 
22,000  jobs  in  Western   Europe   and 
North  America  over  the  past  two  years,  is 
hiring  workers  in  India,  China,  and  East- 
ern Europe.  In  a  clear  shot  at  critics, 
Philips    CEO    Gerard    Kleisterlee    told 
shareholders  on  Mar.  26  that  the  job 
shifts  would  continue,  adding:  "In  a  rap- 
idly and  radically  changing  world,  West- 
ern Europe  seems  to  be  more  preoccupied 
with  maintaining  the  existing  economic 
order  than  building  another  future." 
While  lower  costs  are  the  key  lure,  off- 


shoring  has  other  benefits.  If  s  easier  to 
staff  call  centers  24  hours  a  day  in  India 
than  in  many  Western  European  coun- 
tries. India's  well-educated  workforce  is 
also  a  draw.  Reuters  Group  PLC  is  trans- 
ferring to  that  country  about  half  of  its 
data  operations  department,  which 
analyzes  data  from  corporate  annual  re- 
ports and  other  financial  documents. 
"We  are  confident  they  will  be  able  to  do 
as  good  a  job  as  people  in  the  U.S.  and 
the  U.K.,"  says  Justin  Abel,  global  head 
of  data  operations. 

There  are  pitfalls  aplenty,  though.  Dell 
Inc.  recendy  closed  a  call  center  in  India 
after  customers  complained  about  poor 
service.  In  February,  Capital  One  Finan- 
cial Corp.,  the  U.S.  credit-card  company, 
terminated  part  of  a  telemarketing  con- 
tract with  a  Wipro  subsidiary  after  learn- 
ing that  Indian  employees  had  promised 
more  generous  terms  than  the  company 
actually  offered.  "In  financial  services, 
there  is  a  considerable  regulatory  risk  to 
offshoring,"  says  Eamonn  Rice,  head  of  fi- 
nancial services  for  Ernst  &  Young  Inter- 
national in  Scotland.  "Given  the  volume 
of  customer-contacted  jobs  that  are  being 
shifted,  if  s  almost  inevitable  that  some- 
thing will  go  wrong." 

Still,  competitive  pressure  will  proba- 
bly trump  caution.  And  as  bigger  Euro- 
pean companies  send  more  jobs  offshore, 
they're  putting  pressure  on  smaller 
suppliers  to  offer  similar  cost  savings. 
That  has  been  the  case 
for  Valtech,  a  management 
and  technology  consulting 
group  in  Paris  whose  clients 
include  major  European 
banks,  insurance  compa- 
nies, and  auto  makers.  In 
2001,  after  its  customers  be- 
gan clamoring  for  lower 
costs,  Valtech  entered  a  joint 
venture  with  an  Indian  con- 
sulting firm. 

Last  year,  Valtech  opened 
a  development  center  in 
Bangalore,  India,  that  now  employs  200 
people— nearly  one-fourth  of  Valtech's 
workforce.  "The  reality  of  the  market  to- 
day is  simple:  Companies,  to  remain 
competitive,  have  to  spend  less  on  their 
information  technology  systems,"  says 
Dan  Deville,  who  heads  Valtech's  offshore 
operations.  For  white-collar  workers  in 
many  European  industries,  that  could 
prove  a  stark  reality  indeed.  II 

-By  Carol  Matlack  in  Paris,  with 

Manjeet  Kripalani  in  Bombay,  David 

Fairlamb  in  Warsaw,  Stanley  Reed  in 

London,  Gail  Edmondson  in  Frankfurt, 

and  Andy  Reinhardt  in  Paris 


Britain  and 
Ireland  bear 
the  early 
brunt,  but 
others  aren't 
far  behind 
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COMMENTARY 


BY  GAIL  EDMONDSON 


Daimler's  Fumbles 

Are  Firing  Up  Europe's  Shareholders 

Finally,  investors  are  becoming  angry  enough  to  throw  their  weight  around 


DAIMLERCHRYSLER  Chief  Ex- 
ecutive Jiirgen  E.  Schrempp 
endured  hours  of  stinging  crit- 
icism from  shareholders  on 
Apr.  7  in  Berlin,  including  mul- 
tiple calls  for  his  removal.  So  did 
Schrempp's  mentor  and  key  backer,  super- 
visory board  chairman  Hilmar  Kopper. 
Both  were  excoriated  at  the  annual  meet- 
ing for  destroying  more  than  $40  billion  in 
shareholder  value  since  Daimler's  ill-fated 
merger  with  Chrysler  Corp.  in  1998.  At  the 

time,  Schrempp  promised  that  the  move  would  transform  the 
German  luxury- car  group  into  the  world's  No.  1  auto  maker. 

Investors  worldwide  know  what  happened  instead.  The  com- 
pany is  still  laboring  to  turn  around  Chrysler,  while  dealing  with 
catastrophic  losses  at  Mitsubishi  Motors  Corp,  which  may  need 
up  to  $7  billion  from  Daimler  and  its  Japanese  partners  to  fix.  The 
No.  1  auto  maker?  Dream  on.  "The  board  no  longer  has  the  con- 
fidence of  shareholders,"  says  Klaus  Kaldemorgen,  director  of 
DWS  Investments,  one  of  Germany's  largest  fund  managers. 
"Don't  think  we  will  put  up  with  another  five  years." 

But  did  all  this  Sturm  und  Drang  actually  mean  anything?  Af- 
ter all,  despite  numerous  calls  for  his  ouster,  Schrempp  won  key 
votes  at  the  meeting  by  a  large  margin.  He  still  has  the  backing  of 
major  investor  blocs,  especially  Deutsche  Bank,  Daimler's 
largest  and  most  important  shareholder  and  the  institution  that 
Kopper  used  to  run.  A  belief  in  Ger- 
many that  CEOs  merit  multiple  chances 
to  fix  problems  also  helped.  Finally, 
Schrempp  pledged  to  return  Chrysler  to 
profit  in  the  U.S.  this  year  on  the  back  of 
new  models.  He  vowed  to  consider  every 
option,  no  matter  how  draconian,  in  end- 
ing the  Mitsubishi  crisis.  And  the  stock 
is  well  offits  abysmal  lows  of  2003. 

Yet  the  theatrics  at  the  Daimler 
meeting  do  matter,  especially  when 
seen  in  the  wider  European  context.  It's 
open  season  like  never  before  on  the 
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Daimler's 
board  just 
got  notice: 
Members' 
jobs  are  on 
the  line 


IA 


ndi; 


UNDER  ATTACK  Schrempp 
faced  calls  for  his  ouster 


CEOs  and  supervisory  boards  \ 
Europe  Inc.  On  the  same  di 
that      Daimler      shareholde 
voiced  their  outrage,  shareholc 
ers  in  money-burning  Eurotur 
nel  ousted  the  entire  board  of 
Anglo-French  company,  incluc 
ing  CEO  Richard  Shirrefs.  Such 
revolt  was  inconceivable  just 
few  years  ago.  It  comes  not  Ion 
after  after  the  forced  resignatii 
of  Royal    Dutch/Shell    Grou 
boss,  Philip  Watts.  He  wanted  t 
stay  on  after  a  furor  erupted  ove 
the  misstatement  of  reserve:  i 
but  faced  mounting  investor  dii  \M\ 
may  that  left  the  board  no  alter 
native  but  to  act.  Investors  in  Eu 
rope   are  clearly  flexing  thei; 
muscles.  Those  examples  shoulc 
put  Schrempp  and  his  board  o 
notice  that  long-term  tenure  i 
not  guaranteed. 

More  important,  in  the  Gei 
man  context,  is  the  issue  of  who  i 
doing  the  protesting.  In  prior  years,  activists  and  sharehold 
gadflies  have  tossed  verbal  stinkbombs  at  Schrempp  and  Koppe: 
But  everyone  knew  these  were  mere  nuisances.  This  time  th(  » 
protests— in  a  full-throated  roar— came  from  the  cream  of  Ger  % 
man^s  asset-management  world,  including  DWS  and  Deka  In  k  sti 
vestment,  which  represents  the  savings  banks  and  is  the  second  (fi;  vc 
largest  fund  in  Germany.  They  are  asking  tough  questions.  "Hov  Ik'; 
do  you  justify  $48  million  in  remuneration  for  the  [Daimler  «:•: :.: 
Chrysler]  management  board  when  BMW  gives  its  managemen  « : 
$13  million  for  a  better  performance?"  asks  Michael  Schneider  fen 
a  Deka  fund  manager.  Because  several  big  funds  and  the  repre  tts 
sentatives  of  minority  shareholder  groups  opposed  a  move  to  rat-  «:; 
ify  the  board's  actions  in  2003,  the  company  got  87%  of  the  vote  * 
That  is  seen  as  a  sharp  reprimand  in  a  passive  shareholder  cul 
ture  where  99%  approval  of  such  measures  is  routine. 

If  key  elements  of  Germany  Inc.  start  to  turn  on  Daimler,  ther  & 
this  annual  meeting  could  mark  the  start  of  the  real  revolt  againsi  s. 
management,  not  the  end  of  it.  What  can  Schrempp  and  hi* 
managers  do?  Performance  is  the  only  thing  that  helps.  But  mosi 
of  all,  Schrempp  has  to  realize  that  his  goal  in  life  is  to  make  I 
shareholders  happy.  Many  sure  are  unhappy  now.  ■ 
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PAPERLESS 

Results  can  be  had 
in  hours,  not  days 
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$200  MACHINE, 
VOTING  REVOLUTION? 

Ldia's  new  electronic  system  could  curb 
•aud  and  build  faith  in  the  process 


NDIA  PRIDES  ITSELF  ON  BEING 
the  world's  largest  democracy.  But 
its  elections  typically  have  been 
raucous  affairs,  with  hundreds 
killed  in  fights  between  rival  polit- 
ical parties  and  chronic  allegations 
of  ballot-box  stuffing.  One  com- 
etfion  practice  in  the  past  was  the  hijack- 
Gf  ig  of  entire  polling  stations  by  thugs 
2  i  ho  stuffed  ballot  boxes  with  additional 
,i  Dgus  votes  of  their  favorite  candidate. 
Ho  That's  all  about  to  change.  The 
rrje  eapon:  a  suitcase-size  plastic  box.  The 
M  ax  holds  a  battery-operated  electronic 
3(ji  )ting  machine,  1  million  of  which  will  be 
epn  l  use  when  India's  680  million  eligible 
3,1  iters  head  for  the  polls  for  national  elec- 
voi  ons  between  Apr.  20  and  May  10.  Surya 
a  rishnamurty,  for  one,  is  pleased  with  the 
ew  system.  He  is  deputy  chief  electoral 
•n,  fficer  for  the  western  state  of  Maharash- 
jjj  a,  which  encompasses  Bombay,  and  his 
j  i  )b  is  to  make  sure  the  vote  goes  smooth- 
rj  T.  "Nothing  can  go  wrong  with  these  raa- 
02j  lines,"  he  says,  proudly  slapping  the  one 
itting  on  his  desk.  "If  the  machines  are 


hijacked  at  gunpoint,  the  polling  booth 
immediately  gets  a  spare  machine,  and 
there's  a  repoll." 

The  machines,  now  being  deployed 
from  Kashmir  to  Tamil  Nadu,  are  already 
winning  kudos  from  Indian  public  inter- 
est groups  for  their  simplicity  and  ease  of 
use.  They  will  also  save  time  and  cut 
costs.  Indeed,  the  Election  Commission 
hopes  the  machines  will  increase  voter 
turnout  from  60%  to  70%.  Each  machine 
has  a  keyboard  on  which  voters  simply 


Big  Vote 

Elections  in  the  world's 
most  populous 
democracy  are  a  huge 
undertaking.  Just  how 
huge?  Polling  takes 
place  over  three  weeks, 
from  Apr.  20  to  May  10. 

Data:  Election  Commission  (India) 


push  the  button  adjacent  to  the  name  and 
symbol  of  the  candidate  of  their  choice. 
With  a  beep,  votes  are  recorded  on  a  chip 
in  the  control  unit.  In  tests  using  the  ma- 
chines in  local  elections,  voters  loved 
them.  "They  see  it  as  a  sign  of  develop- 
ment," says  Sanjay  Kumar,  an  associate 
fellow  at  the  New  Delhi-based  Centre  for 
the  Study  of  Developing  Societies. 

FOILING  HACKERS 

SOME  EXPERTS  in  the  U.S.  question  how 
tamper-proof  electronic-voting  systems 
are.  But  the  manufacturers— Bharat  Elec- 
tronics Ltd.  in  Bangalore  and  Electronic 
Corp.  of  India  in  Hyderabad,  two  state- 
owned  companies— claim  their  product  is 
secure.  The  data  can  be  decoded  and 
printed  out  only  by  a  court  order.  Instead 
of  being  linked  to  other  computers 
through  a  network,  the  machine  is  an  au- 
tonomous device  with  software  embed- 
ded in  a  microprocessor  that  cannot  be 
reprogrammed,  says  R.  Jagannathan, 
general  manager  of  Bharat  Electronics. 
"It  provides  no  leverage  for  hackers." 

The  Election  Commission  likes  the  ma- 
chines' efficiency.  They  represent  a  one- 
off  cost  of  $200  million,  but  they  will  save 
the  government  up  to  10,000  tons  of  bal- 
lot paper  in  every  national  election.  A  sin- 
gle machine  can  record  3,840  votes,  vs. 
only  600  per  ballot  box.  Better  still,  the 
commission  expects  to  declare  the  results 
in  24  hours,  compared  with  the  custom- 
ary wait  of  three  days. 

But  the  transparency  of  the  electronic 
voting  system  could  work  to  its  disad- 
vantage unless  officials  like  Krishna- 
murty  keep  a  watchful  eye.  The  ma- 
chines will  show  exactly  how  each 
village  and  district  voted— as  they  did  in 
a  local  election  in  Gujarat  in  December, 
2002.  Men  armed  with  sticks  later  swept 
into  one  small  town  and  attacked  resi- 
dents for  voting  against  their  candidate. 
Yet  if  all  goes  well,  Bharat  Electronics 
and  Electronic  Corp.  could  find  other 
markets  for  their  product.  The  companies 
have  already  received  inquiries  from  Sri 
Lanka,  Mauritius,  and 
Singapore.  And  who 
knows  who  else  might 
be  interested?  In 
some  parts  of  Britain 
paper  ballots  are  still 
being  used.  And  over 
in  the  U.S.,  elec- 
tronic voting  machines 
would  sure  solve  the 
problem  of  those 
hanging  chads.  ■ 

-ByManjeet 
Kripalani  in  Bombay 


680  million 

voters  are  eligible 

440  million 

or  65%  will  likely  vote 

1  million 

electronic  voting  machines 
will  be  in  use  at  700,000 
polling  stations 
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Iraq:  Rising  Radicalism 
And  Falling  Hopes 


WHETHER  L.  PAUL  BREMER  III  knew  ii  or  not,  America's  top  official  in 
Iraq  was  taking  a  big  risk  when  he  decided  in  late  March  to  curb 
the  movement  of  the  firebrand  Shiite  cleric  Moqtada  al-Sadr. 
Now,  violence  sparked  by  Sadr's  militia  has  swept  half  a  dozen 
Iraqi  cities,  including  Baghdad.  Bremer's  relations  with  the  Iraqi 

Shiite  majority  are  in  jeopardy,  and  Iraqi  calm  while  also  criticizing  U.S.  tactics, 
resistance  to  the  Americans  has  gained  a  Most  mainstream  Shiites  see  Sadr  as  too 


public  face— that  of  the  defiant  30-year- 
old  cleric. 

Sadr  poses  a  tricky  problem  for  Bremer 
as  well  as  for  Shiite  leaders  such  as  Ayatol- 
lah  Ali  Husaini  Sistani,  the  top  Shiite  au- 
thority. Bremer,  who  has  vowed  to  arrest 
Sadr  on  murder  charges,  needs  to  figure 
out  how  to  neutralize  or  co-opt  him  with- 
out making  him  a  bigger  hero  or  a  martyr. 
It  would  be  a  disaster  for  the  U.S.,  which 
has  struggled  to  suppress  a  Sunni  insur- 
gency in  areas  such  as  Falluja,  if  the  Shiite 
community  were  to  rise  up  against  the 
coalition  as  well. 

Height  of  Danger 

THE  RECENT  FIGHTING 
is  one  indication  that  the 
situation  in  Iraq  may  be 
more  dangerous  than  at 
any  time  since  Saddam 
Hussein's  fall  a  year  ago. 
The  June  30  deadline  set 
by  the  U.S.  for  a  handover 
of  power  to  Iraqi  authori- 
ties is  intensifying  rival- 
ries. What  is  still  a  small- 
scale  war  "could  suddenly 
escalate  into  a  major  civil 
conflict  or  broader  struggle 
between  coalition  forces 
and  elements  of  both 
Iraq's  Sunnis  and  Shiites," 
warns  Anthony  H.  Cordes-  ^^^™ 
man,  a  military  analyst  at  Washington's 
Center  for  Strategic  &  International  Studies. 
Probably  worried  about  such  an  out- 
come, Sistani  is  trying  to  restrain  his  own 
people  and  keep  them  from  following 
Sadr's  lead.  But  with  Shiites  enraged  at 
American  troops,  Sistani  risks  looking  like 
a  stooge  if  he  openly  sides  with  them 
against  Sadr.  Instead,  he  is  calling  for 


SAM  The  young 
cleric  wants  a 
strict  Shiite 
theocracy 


young  and  poorly  educated  to  play  a  key 
role.  But  he  has  inherited  the  popularity  of 
his  religious-leader  father,  Ayatollah  Mo- 
hammed Sadiq  al-Sadr,  who  was  gunned 
down  in  1999.  Sadr  is  backed  by  young  cler- 
ics who  think  senior  Shiites  have  catered 
too  much  to  Saddam  and  the  U.S.  That  Sis- 
tani and  other  top  clerics  are  Iranian-born 
leaves  them  open  to  critics  who  say  a  more 
homegrown  religious  establishment  would 
better  serve  Iraq.  Sadr  also  has  made  in- 
roads among  Shiite  slum  dwellers.  His  vol- 
unteers have  offered  food  and  services  and 
kept  order  after  the  Baath  Party's  collapse. 
"The  worse  things  get,  the  more  influential 
he  is  likely  to  become,"  says  Toby  Dodge,  an 
Iraq  specialist  at  Britain's 
Warwick  University. 

Were  Sadr  to  get  his 
way,  the  new  Iraq  would  be 
just  what  the  U.S.  doesn't 
want:  a  Shiite  theocracy  in 
which  women  would  be 
veiled  and  Western  influ- 
ence minimized.  Sadr  has 
slammed  Iraq's  recently 
approved  interim  constitu- 
tion as  a  "terrorist  docu- 
ment" that  slights  Shiites 
on  the  Bremer-appointed 
Governing  Council  to  dissolve  itself. 

Having  vowed  to  arrest  Sadr  for  com- 
plicity in  last  year's  murder  of  a  rival,  Ay- 
atollah Abdul  Majid  al-Khoei,  Bremer  is 
out  on  a  limb.  On  Apr.  7,  Brigadier  Army 
General  Mark  Kimmit  vowed  that  the  coali- 
tion would  "destroy"  Sadr's  army.  But  an 
American  push  into  the  center  of  the  holy 
city  of  Najaf,  where  Sadr  is  holed  up,  might 
really  set  off  fireworks.  It's  looking  more  and 
more  as  if  there  wont  be  much  to  celebrate 
on  June  30.  ■ 

-By  Stanley  Reed  in  London 
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GLOBAL 
WRAPUP 

FINALLY,  SOME  ZIP  IN 
ISRAEL'S  ECONOMY 

AFTER  THREE  years  of 
recession,  the  Israeli  economy  i 
finally  picking  up.  Fueled  by 
rising  tech  and  defense  expor 
and  a  sharp  increase  in 
domestic  consumption,  the 
economy  is  expected  to  grow  | 
least  3%  this  year.  Some 
economists  say  the  rate  could 
even  top  4%. 

The  rebound  can  be  credite 
partly  to  tax  cuts  introduced 
Finance  Minister  Benjamin 
Netanyahu.  In  February,  he 
lowered  the  value-added  tax  1 
one  percentage  point,  to  17%, 
and  cut  special  purchase  taxes 
on  refrigerators,  DVDs,  and  TVj| 
spurring  a  sharp  jump  in  sales 
of  these  goods.  Car  sales  also 
shot  up  33%  in  the  first  quarter 
of  this  year. 

More  tax  cuts  are  on  the  wa? 
On  Apr.  4,  Netanyahu  propose 
reductions  for  low-  and  middlej 
income  wage  earners.  He  also 
wants  to  slash  corporate  profit 
levies  from  36%  to  30%  over  thj 
next  four  years.  If  approved  by 
the  Knesset,  the  proposals 
would  take  effect  July  1. 

HONG  KONG:  NO  DIRECT 
ELECTIONS  SOON 

SUPPORTERS  OF  Hong  Kong's] 
pro-democracy  movement  plan| 
to  take  to  the  streets  on  Apr.  11 
to  protest  Beijing's  recent 
decision  that  the  central 
government  must  approve  all 
political  reforms  in  the  territor 
The  ruling  leaves  only  a  remote  J 
possibility  of  direct  elections  in  i 
2007— a  key  concern  last  July, 
when  half  a  million  people 
demonstrated  against  the 
administration  of  Tung  Chee 
Hwa,  Hong  Kong's  Beijing- 
appointed  chief  executive.  But 
organizers  expect  just  several 
thousand  protesters  this  time—  | 
and  hold  out  little  hope  that 
Beijing  will  compromise  on  the  | 
universal  suffrage  issue. 
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WE'RE  OFFERING  A 

FOUR-PRONGED  ATTACK  AGAINST 

RISING  HEALTH-CARE  COSTS. 

(BY  THE  WAY,  WE  COVER  INJURIES  RESULTING  FROM  FOUR-PRONGED  ATTACKS.) 


.    THE    POWER 

areAdvocate 

PPO 


HMO 


THE   POWER 

HealthFund 

PPO 


[ROM    BC    LIFE    &    HEALTH 


ntroducing  our  new  arsenal  in  the  fight  against  out-of-control  health-care  costs.  This  formidable  foursome  of  innovative 
lealth  plans  is  designed  to  bring  employers  and  employees  together  as  allies  in  managing  health-care  costs.  Each  unique 
Dlan  attacks  the  problem  from  a  different  angle.  The  Power  CareAdvocate  PPO  combines  choice  and  freedom  with  cost-saving 
rare-management  features.  The  Power  HealthFund  PPO  empowers  members  to  make  informed  medical  decisions.  The  Power        RlupCroSS 
select  HMO  provides  affordable  access  to  quality  care.  And  the  Power  Advantage  PPO  offers  resources  and  incentives  to  help  of  California 

nembers  choose  the  most  cost-effective  care  options.  To  choose  your  mode  of  attack,  call  your  broker.  But  please,  be  careful.     The  Power  of  Blue.' 


Health  •  Life  •  Dental 

"he  Power  CareAdvocate  PPO  and  Power  Advantage  PPO  are  issued  by  our  affiliate,  BC  Life  &  Health  Insurance  Company  (BCL&H).  The  Power  HealthFund  PPO  may  be  issued  by  Blue  Cross  of  California  (BCC)  or  BCL&H 
depending  upon  the  plan.  The  Power  Select  HMO  is  issued  by  BCC.  Health  and  Dental  from  BCC  and/or  BCL&H.  Life  insurance  from  BCL&H.  BCC  and  BCL&H  are  independent  licensees  of  the  Blue  Cross  Association.  ©2004  BCC. 


With  a  forward-looking  bank 
v   at  your  side,  you'll  go  far. 


To  meet  customer  challenges,  the  Societe  Generate  Group  is  always  looking  ahead  in  each  of  its  three  businesses 

■  Retail  Banking  and  Financial  Services:  France's  leading  non-mutual  banking  group,  serving  15  million 
customers  in  31  countries  ■  Asset  Management,  Private  Banking  and  Securities  Services:  one  of  the  largest 
banks  in  the  euro  zone  in  terms  of  assets  under  custody  ($  1 165  billion*)  and  under  management  (€  284  billion*) 

■  Corporate  and  Investment  Banking:  the  3"  largest  bank  in  the  euro  zone  based  on  revenues  and  a  global  leader 
in  euro  capital  markets,  derivatives  and  structured  finance. 


www.socgen.com 


*  December  2003 


RETAIL  BANKING 


PAYMENT  SERVICES 


ASSET  MANAGEMENT 


PRIVATE  BANKING 


OBAL  SECURITIES  CORPORATE* 

ES  FOR  INVESTORS    INVESTMENT  BANKING 
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black 
and 
rising 


GROUP 


PROTECT  YOUR 


MENT 
WITH  GENETIC  TESTING 


>ar  2  million  Americans  suffer  serious  side 
rom  their  medications 
>r  100,000  Americans  die  from  these 
side-effects 


Totect  Yourself  and  Your  Family 

simple  cheek  swab  analysis  can  identify 
jenetic  mutations  that  determine: 

How  and  if  your  body  metabolizes 
drugs  and  nutrients 
A  detailed  analysis  of  your  DNA 
Medications  and  interactions  that  may 
be  damaging  your  health 
Which  drugs  and  dosages  are  most 
effective  for  you 
|.  Information  that  will  be  invaluable  in 
the  event  of  a  medical  emergency 
What  vitamins  and  nutrients  you 
should  consume  to  maximize  your 
body's  potential 

live  Healthier  and  Longer  by  Protecting 


'OURMOST 

Important Investm&fjfjjli 


o 


Cje»neatlc:  Te>s,ttnQ 

F-e3CllltLJ 


For  information  please  contact 

PowerMedica  •  866-340-6600  |\*fww. powermedica.com 
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Focus  on  giving 
the  presentation... 
Not  on  carrying  it. 

If  you  give  presentations,  you  know  that  style 
and  substance  aren't  the  only  concerns.  The 
projector,  the  laptop,  the  notes  -  the  logistics 
of  getting  it  all  there  is  as  complicated  as  the 
presentation  itself.   But  now,  thanks  to  the 
new  SanDisk  Cruzer™  Mini,  those  days  are 
long  gone.  At  under  half  an  ounce,  the  Cruzer 
Mini  goes  anywhere,  and  with  up  to  256MB  of 
flash  memory,  it  takes  a  lot  with  it.  Hi-Speed 
USB  2.0  certified,  SanDisk's  Cruzer  Mini  lets 
you  transfer  data  faster  than  ever  before,  and 
because  of  its  thin  profile,  it  only  needs  a 
single  USB  slot  -  freeing  up  your  other  USB 
slot  for  additional  devices.  Just  drag,  drop, 
and  go.  It's  all  about  convenience.  No  extra 
hardware,  no  extra  weight. 

So  whether  your  presentation's  down  the  hall 
or  across  the  country,  you  can  take  your  files 
with  you  wherever  you  go  -  desktop  to 
laptop,  office  to  conference  room,  here 
to  there. 


For  more  information  on 
SanDisk  Cruzer  Mini,  visit 
www.sandisk.com/executive 


SanDisk  and  the  SanDisk  logo  are  registered  trademarks  and  Cruzer  is  a 
trademark  of  SanDisk  Corporation.  Other  brands  and  products  are  trademarks 
of  their  respective  holders.  CO  2003  SanDisk  Corporation.  All  rights  reserved. 


#»**** 


81 

lese 
akir 


t  . 


PeopleChief  Executives 


— *■% 


\ 


The  Brains  Behind 
JackBerry 

Lesearch  In  Motion's  co-CEOs  keep 
Lg  wireless  e-mail  to  the  next  level 


HEY  ARE  THE  ODD 
I  couple  of  the  wireless 
world.  One  is  a  Turkish- 
born  whiz  kid  who  grew 
up  across  the  border  from 
Detroit  and  later  dropped 
^_  out  of  college  to  build  an 
Idustrial  display  network  for  General 
lotors  Corp.;  the  other,  an  ambitious 
Ldesman's  son  from  rural  Ontario  who 
[ided  through  one  of  Canada's  top  col- 
;es  and  Harvard  Business  School  before 


settling  into  corporate  life.  But  as  co-chief 
executives  of  Research  In  Motion  Ltd. 
(RIM),  Mike  Lazaridis  and  Jim  Balsillie, 
both  43,  are  the  quiet  men  behind  the 
hottest  wireless  e-mail  gadget  around: 
the  BlackBerry.  Among  the  million-plus 
subscribers  are  such  reported  fans  as  Jeb 
Bush,  Bill  Gates,  Sarah  Jessica  Parker,  and 
Jack  Welch.  From  the  near-constant 
clicking  in  the  halls  of  Congress  to  its  spot 
on  Oprah  Winfrey's  "favorite  things  of 
2003"  list,  the  BlackBerry  has  become  al- 


DYNAMIC  DUO  Lazaridis 
and  Balsillie  are  gearing 
up  for  explosive  growth 

most  shorthand  for  wireless 
e-mail  itself. 

The  addictive  little  devices, 
introduced  in  early  1999, 
defy  many  of  the  stereotypes 
of   high    tech.    They    were 
spawned  far  from  Silicon  Val- 
ley in  Waterloo,  Ont.,  a  quiet 
university  town   of  99,000 
about  an  hour's  drive  west  of 
Toronto.  And  RIM  is  no  glitzy 
startup;  Lazaridis  founded  it 
two  decades  ago  to  consult 
and  develop  technologies  like 
the  film  bar-code  readers  that 
would  eventually  win  him  a 
technical  Emmy  and  an  Oscar. 
Still,    nothing    has    ever 
rocked  RIM  and  its  hometown 
like  the  BlackBerry.  The  brand 
has  become  the  industry  stan- 
dard, far  better  known  than  its 
cryptically  named  parent,  and 
a  cultural  icon  to  boot.  Every 
major  carrier  wants  to  offer  it 
to   its   customers.   Everyone 
wants  to  work  there.  And  that 
stock  price!  It  has  roared  from 
$12.75  to  $108  over  the  past 
year,  and  on  Apr.  7  the  compa- 
ny announced  a  two-for-one 
split.  Lazaridis'  stake  is  worth  $782  mil- 
lion, while  Balsillie's  comes  to  $674  mil- 
lion. Even  so,  Balsillie  has  banned  staff 
from  checking  the  price  at  the  office. 

Instead,  the  co-CEOs  have  obsessed 
over  the  core  product:  e-mail  that  is  auto- 
matically pushed  to  the  BlackBerry  as  it's 
going  to  the  desktop  and  can  be  instantly 
answered  with  an  intuitive,  thumb-oper- 
ated keyboard.  Notes  Andy  Brown,  chief 
technology  architect  at  Merrill  Lynch  & 
Co.:  "People  don't  want  wireless  e-mail. 
They  want  a  BlackBerry."  But  that  may 
not  always  be  so.  The  duo  have  forged 
deals  with  companies  ranging  from  Mi- 
crosoft Corp.  to  PalmSource  Inc.  to  li- 
cense BlackBerry  software.  Think  "Intel 
Inside."  And  they  recently  signed  a  deal 
with  Sun  Microsystems  Inc.  to  extend 
wireless  Web  services  to  BlackBerry  cus- 
tomers. The  goal,  says  Balsillie,  is  "to  en- 
able wireless  e-mail  whenever  and  on 
whatever  device  people  want." 

But  RIM's  quirky  duo  are  hardly  alone 
in  their  passion  for  wireless  e-mail.  They 
face  competition  ranging  from  pocket  PC 
devices  to  similar  handhelds  put  out  by 
Good  Technology  Inc.,  which  just  settled 
a  patent  lawsuit  with  RIM  and  agreed  to 
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pay  royalties  for  using  its  technology.  And 
they  have  their  own  legal  battles  with  Vir- 
ginia's NTP  Inc.,  which  alleges  RIM  and 
numerous  other  wireless  e-mail  operators 
infringed  its  1990  patents.  RIM  lost  the 
first  round  in  court;  the  case  is  on  appeal. 

"SCIENCE  IS  THE  CORE" 
STILL,  THE  COMPANY'S  main  challenge 
at  the  moment  may  be  gearing  up  for  ex- 
plosive growth.  With  added  features  like 
voice,  color  screens,  and  international 
roaming,  analysts  predict  that  the  number 
of  customers  could  easily  double  this  year, 
to  2  million.  On  Apr.  7,  RIM  said  its  sub- 
scriber base  increased  by  24%,  to  almost 
1.1  million,  in  the  fourth  quarter  ended 
Feb.  28.  It  also  reported  sales  of  $210.6 
million,  up  37%  from  the  previous  quarter, 
while  profits  rose  255%,  to  $41.5  million. 
Those  who  know  rim  attribute  much 
of  its  success  to  the  complementary  rela- 
tionship of  its  co-CEOs.  Without  Laza- 
ridis,  the  silver-haired  science  buff  who 
once  won  a  special  award  from  his  public 
school  for  checking  every  science  and 


ODD  COUPLE 


THE  ORIGINAL 

BLACKBERRY  957 


math  book  out  of  the  library,  RIM  would 
have  no  technology.  "Science  is  the  core 
of  everything,  yet  we  take  it  for  granted," 
he  says.  And  without  Balsillie,  the  busi- 
ness maven  who  as  a  youngvfather  mort- 
gaged his  house  and  poured  much  of  his 
net  worth  into  Lazaridis' 
fledgling  operation  in  1992, 
it  would  have  far  less  com- 
mercial success.  As  he  puts 
it:  "People  capitalize  on  op- 
portunities. They  don't  cre- 
ate them."  He  is  the  corpo- 
rate strategist,  the  financial 
wizard,  the  negotiator,  and 
the  face  of  the  company  on 
Wall  Street.  Lazaridis  is  the 
science  mastermind,  the 
production  guru,  the  dream- 
er, and  the  one  who  solves 
customers'  problems.  He 
likes  to  frequent  physics  lectures  and  read 
books  like  Sojourner:  An  Insider's  View  of 
the  Mars  Pathfinder  Mission.  But  his  real 
hobby  is,  well,  thinking  about  RIM.  Bal- 
sillie coaches  his  son's  basketball  team, 
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Mike  Lazaridis    Jim  Balsillie 


The  science  buff  who  made 
the  technology  work 

BORN  Mar.  14, 1961, 
Istanbul.  Grew  up 
mainly  in  Windsor,  Ont. 

EDUCATION  Dropped 
out  of  University  of 
Waterloo  in  1984,  one 
month  before 
completing  BS  in 
electrical  engineering  and  computer  science. 

CURRENT  POSITION  Co-CEO  and 

president  of  Research  in  Motion,  the 
company  he  founded  in  1984  to  develop  a 
range  of  technologies. 

AFTER  HOURS  Founded  the  Perimeter 
Institute  for  Theoretical  Physics  in  2000. 
Chancellor  of  the  University  of  Waterloo, 
which  has  the  world's  largest  math  faculty. 

HONORS  Won  a  technical  Emmy  in  1994 
and  a  1999  Oscar  for  a  film  bar-code  reader. 

MANAGEMENT  STYLE  Trusts  his  intuition: 
"It's  just  so  easy  to  make  decisions  in  areas 
that  I  know." 

HOW  HE  DESCRIBES  BALSILLIE  An 

incredible  business  manager.  "I  was 
competent  at  the  other  stuff,  but  I  wasn't  in 
that  league." 

FAMILY  Married,  two  children. 
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The  entrepreneur  who  bet  big 
on  Lazaridis'  operation 

P  BORN  Feb.  3, 1961, 
Seaforth,  Ont. 
EDUCATION 
Bachelor  of 
Commerce,  University 
of  Toronto,  1984;  MBA, 
Harvard  Business 
School,  1989 

POSITION  Chairman  and  co-CEO, 
Research  in  Motion 

HOW  HE  MET  LAZARIDIS  Balsillie  was  a 
former  customer  whom  Lazaridis  hired  in 
1992  to  manage  the  company. 

AFTER  HOURS  Founded  The  Centre  for 
International  Governance  Innovation  in  2002. 
Holds  Toronto  Maple  Leafs  and  Toronto 
Raptors  season  tickets.  Coaches  son's 
basketball  team. 

MANAGEMENT  STYLE  Anyone  caught 
talking  about  or  checking  the  stock  price  has 
to  buy  the  whole  company  doughnuts. 
Doesn't  work  weekends,  unless  you  count 
checking  e-mail. 

HOW  HE  DESCRIBES  LAZARIDIS 

"Extremely  bright  and  qui  '^...Technically, 
people  might  say  ^es  ^eeky." 

FAMILY  Married,  two  children. 


races  into  Toronto  for  Maple  Leafs  hod 
ey  games,  and  cherishes  time  in  his  co 
tage  on  Georgian  Bay. 

Despite  such  obvious  difference 
though,  the  two  men  share  some  impo 
tant  similarities.  First  is  their  convictii 
stretching  back  a  decade 
people  would  one  day 
constant  access  to  e-: 
through  a  device  they  co 
hook  on  their  belts.  Bals 
who  joined  the  then-tiny  o 
fit  when  Lazaridis  wooed 
from  a  customer  to  man; 
the  business  in  1992,  calls 
mail  "one  of  the  most  pi 
found  medium  shifts  w 
ever  see."  Lazaridis  n 
doubted  it  for  a  minute.  E 
now,  he  gets  visibly  exas 
ated  when  RIM  is  treated  Irk 
some  kind  of  here-today-gone-tomorro\ 
dot-com.  "We've  passed  all  the  initiatia 
by  fire  to  get  to  20  years  old,"  he  says,  n 
ing  that  RIM  went  public  five  years  a 
and  now  has  a  market  capitalization  of  a 
most  $10  billion. 

They  are  equally  relentless  abo 
pushing  the  BlackBerry.  In  1999,  th 
were  so  sure  that  it  would  just  take  a  ft 
days  with  one  to  get  hooked  that  th 
hired  "evangelists"  to  lend  the  devi 
out  to  executives  on  Wall  Street, 
helped  the  no -name  Canadian  comp 
win  contracts  with  a  number  of  big 
"You  immediately  saw  everyone  get  ii 
recalls  Leonard  G.  Rosen,  a  technolo; 
banker  and  managing  director 
Lehman  Brothers  Inc.,  which  works  wi 
RIM.  Soon,  the  company  decided  to 
the  network  carriers  offer  BlackBerries 
their  customers.  The  payoff  for  RIM 
clear:  65%-plus  margins  on  the  servia 
and  35%-plus  margins  on  the  hardware 
according  to  analyst  Deepak  Chopra  a 
National  Bank  Financial. 

Both  men  are  building  a  legacy  be 
yond  the  BlackBerry.  Lazaridis  donatec 
about  $100  million  (Canadian)  in  stocll 
to  start  Waterloo's  Perimeter  Institute 
for  Theoretical  Physics  in  2000,  while 
Balsillie  gave  $30  million  to  start  tht 
Centre  for  International  Governance  In- 
novation two  years  later.  But  they're 
nowhere  near  retirement.  Defending 
RIM's  niche  will  take  all  of  Lazaridis 
tech  brainpower  and  all  of  Balsillie's 
strategic  smarts.  This  odd  couple  is 
smack  in  the  middle  of  the  hot  zone.  ■ 
-By  Diane  Brady  in  Waterloo,  Ont. 


BusinessWeek  online 


For  an  interview  with 
Research  in  Motion's  Mike  Lazaridis,  goto 
www.businessweek.com/magazine/extra.htm 
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SCOTLAND   HAS   ALWAYS   LAID   CLAIM    TO   WHAT   |S 

NOW   ONE   OF   THE   MOST  SOUGHT-AFTER   COMMODITIES 

IN  THE  WORLD   OF   FINANCIAL  SERVICES: 

BRUTAL   HONESTY. 


Now  more  than  ever,  candor  is  a 
critical  asset  in  every  financial  partnership. 
But  in  Scotland,  honesty 
isn't  a  new  policy.  It's 
a  centuries-old  tradition. 
We  balance  financial 
acumen  and  absolute 
integrity.  Free  thinking  and 
blunt  sincerity.  The  result? 
An  innovative,  inquisitive  and 
brutally  honest  lot  working 
to  improve  on  everything  around  them. 

This  environment  brought  about  the 
basis  for  modern  banking.  The  Bank  of 
Scotland.  The  first  pound  note.  Even 
Adam  Smith,  the  father  of  economics, 
hailed  from  the  land  of  golf  and  glens. 


Smith,  by  no  coincidence  a  professor 


of  moral  philosophy,  infused  ethics  into 


economics.  He  asserted  the  world  would 


be  successful  if  countries  pursued  what  they 


services  companies  worldwide  set  up 
operations  here  or  access  the  astute 
sensibility  of  our  financial 
companies  and  universities. 
Scotland  is  a  port  in 
the  storm  for  businesses 
that  are  trying  to  balance 
good  returns  with  corporate 
stability.  Thanks  to  our 
highly  skilled  workforce  and 
global  connectivity  through 
world-class  telecommunications. 

Call  or  visit  our  Web  site  for  a  frank  (yet 


did  best  and  shared 


openly.  Today,  this 


II     D  L\   I   I.O  I'M  T  \   I     I  N  I  I 


is  the  motivating  sentiment  behind  Scottish 


Development  International,  helping  financial 


wivw.scotsinnovate.com/finance 
+44  141  228  2828 


inspired)  account  of  our 
business  environment. 
And  experience  a  natural  resource  with  unlimited 
value  in  today's  market.  Brutal  honesty. 


©  2003  Scottish  Development  International  (SDI)  This  ad  is  distributed  by  Mullen  on  behalf  of  SDI.  Additional  information  is  available  at  the  Department  of  Justice,  Washington,  DC 
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/A  5fL//'c/e  to  the  on  demand  world:  Optimization 


You  wouldn't  keep  an  employee  wl 
only  works  10%  of  the  time. 
Now,  a  word  about  your  servers. 


It's  an  on  demand  world.  You  know  that.  It's  why  your  servers  are  up  24x! 
Answering  queries.  Managing  information.  Heading  problems  off  at  the  pass3 
Apparently,  working  as  hard  as  they  can.  But  appearances  can  be  deceptiv 
"On"  doesn't  always  mean  "active."  And  "active"  doesn't  always  mean  "availa 
The  answer  is  not  new  servers  -  it's  optimization.  And  here,  IBM  can  help. 


A  recent  survey  showed  that  most  companies  use,  on  average,  only  10%  of  their  server  capacity 
Think  about  that.  90%  of  your  IT  investment  may  be  lying  idle  right  now.  Invisible  to  the  developm 
teams  who  need  more  processing  power.  Inaccessible  to  customer  service,  which  needs  increase 
system  redundancy,  "just  in  case'.'  Wasted  resources.  And  something  IBM  can  help  you  avoid. 

IBM  Infrastructure  Management  Solutions  are  a  combination  of  hardware,  software  and  services 
designed  to  optimize  and  streamline  the  infrastructure  you  already  have.  Based  on  your  busine 
priorities,  they  intelligently  reallocate  resources,  proactively  sense  and  respond  to  demands  for 
computing  power  and  reduce  the  need  to  invest  in  systems  that  handle  a  once-a-year  spike  in  tral 
(an  infrastructure  cost  savings  of  up  to  35%).  It's  only  fair.  You're  working  110%  to  meet  the  demand 
of  the  on  demand  world.  We  think  your  systems  should,  too. 


Charles  Schwab  sees  it:  Their  secret  weapon?  An  IBM  grid 
infrastructure  solution.  It  maximizes  processor  efficiency  on  their  IBM 
@  server  systems,  cutting  processing  time  on  a  financial  application 
from  minutes  to  seconds.  Hello  enhanced  service.  Hello  happy  customers. 


86,400  seconds  a  day. 
Use  every  one. 


en; 


. 


you  see  it?  It's  an  on  demand  world.  IBM  and  its  partners  can 
you  make  the  most  of  it.  Put  our  thousands  of  industry  specialists, 
sn  solutions  and  years  of  experience  to  work  for  you,  one  ROI  at 
ie.  On  demand  business.  Get  there  with  (e)  business  on  demand 


ibm.com/ondemand 


Media  Ethics 


COMMENTARY 


BY  MIKE  FRANCE 


The  Press  Should  Try  Taking 
A  Little  of  Its  Own  Medicine 

The  media's  zeal  for  higher  standards  doesn't  always  extend  to  the  Fourth  Estate 
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i  Ruth 


pressur 

intense. 


DURING  THIS  LONG  season  of 
corporate  scandal,  journalists 
haven't  been  shy  about  telling 
other  people  how  to  behave.  We 
have  documented  the  wrong- 
doing of  accountants,  analysts,  bankers, 
CEOs,  and  lawyers  on  the  news  pages  while 
opining  on  editorial  pages  that  they  should 
all  face  tighter  regulation. 

This  enthusiasm  for  higher  professional  standards,  however, 
does  not  necessarily  extend  to  ourselves.  Certain  of  die  impor- 
tance of  our  mission,  devoted  to  press  freedom,  most  reporters 
and  editors  recoil  at  the  notion  of  restrictions  on  what 
we  do.  Thanks  to  the  First  Amendment,  jour- 
nalists have  long  enjoyed  an  extraordinary 
degree  of  legal  immunity  in  this  country. 
Even  priests,  these  days,  have  a  harder  time 
in  court  than  do  reporters. 
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Patchwork  Quilt 

BECAUSE  OF  THIS  constitutional  protection, 
the  main  check  on  the  conduct  of  journalists  is 
self-enforced  ethical  standards.  A  patchwork  of 
unwritten  customs,  formal  codes,  and  gut  in- 
stincts, these  rules  are  imprecise,  contradictory, 
and  far  less  elaborate  than  the  ethical  regula- 
tions governing  lawyers,  doctors,  and  other  pro- 
fessions. If  you  ask  five  different  publications  to 
define  a  basic  concept  such  as  "off  the  record," 
you'll  get  at  least  three  different  answers. 

To  a  much  greater  extent  than  in  other 
fields,  it  is  all  too  easy  for  news  organizations 
to  disregard  these  rules  when  they  are  in  pursuit  of  a  hot  news 
story.  Just  look  at  the  Tyco  fiasco.  For  decades,  there  has  been  an 
unwritten  custom  barring  reporters  from  identifying  jurors  un- 
til after  deliberations  are  complete.  It  makes  sense.  In  order  to 
render  a  fair  verdict,  jurors  need  to  be  protected,  as  much  as 
possible,  from  any  external  influence. 

On  Mar.  26,  The  Wall  Street  Journal  decided  to  carve  out  an 
exception  to  this  longstanding  tradition.  After  Tyco  case  juror 
Ruth  Jordan  allegedly  flashed  an  "O.K."  sign  to  the  defendants 
(which  she  now  denies),  the  newspaper  published  an  online  ar- 
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tide  revealing  her  name.  This  decision  by  a  highly  respect  tforks 
publication  was  inevitably  followed  by  others,  dramatically  i  live  ti| 
creasing  the  likelihood  that  the  six-month  case  would  end  in  old  to' 
mistrial.  Essentially,  the  Journal  chose  to  jeopardize  the  proa  t  this 
cution  of  Tyco  ex-CEO  L.  Dennis  Kozlowski  and  ex-CFO  Mai  bcd  a 
H.  Swartz  because  it  believed  the  public  had  such  an  urgent  i  isions 
terest  in  knowing  Jordan's  name  that  the  information  could  n<  it  such 
be  withheld  until  the  case  concluded  a  few  days  later,  at  whi  Dhasm 
time  it  would  have  been  fair  game.  I  of 

Paul  E.  Steiger,  the  managing  editor  of  The  Wall  Street Joi  ote  ale 
nal,  defends  the  paper's  decision  to  print  Jordan's  name  by  i  ingtoj 
guing  that  it  was  highly  newsworthy.  When  she  flashed  tl*  Sureh 
"O.K."  sign,  he  says,  "it  put  the  trial  into  disarray."  Disputinj  list-base 
the  notion  that  the  Journal  had  in  any  way  changed  the  oul  us.  ma 
come  of  the  case,  he  argues  that  a  mistrial  or  hung  jury  was  id  Biding 
evitable  in  any  event.  "This  is  a  superextn  u 
ordinary  case  of  aberrant  behavior... in  Willtl 
very  high-profile  case,"  says  Steiger.  nr»'  inn 

No  doubt  about  it— but  that  still  doeiitcrr.; 
not  excuse  what  the  Journal  did.  There  a 
two  main  reasons  the  Constitution  pro  ?  with 
tects  the  right  of  reporters  to  cover  trials  m  M 
to  guarantee  that  the  proceedings  are  fa 
to  the  parties  and  to  ensure  public  faith  ii  Bttiitii 
the  process.  Unless  one  of  these  bedroclncey 
values  was  genuinely  threatened  by  Rutl  i  gotx 
Jordan,  there's  no  valid  argument  that  he  ach  ol 
name  was  newsworthy.  "The  press  shoul<  idges.t 
avoid  putting  its  fingers  in  the  judicia  ie  srj 
process  unless  something  seriously  unsa  ur  jot 
vory  is  happening,"  says  Burt  Neuborna  owerft 
director  of  the  Brennan  Center  for  Justict  to  a? 
at  NYU  School  of  Law.  idustr 

In  this  case,  Jordan's  alleged  sign  of  ap 
proval  to  the  Tyco  team  could  be  inter  ak  - 
preted  as  an  indication  of  bias  in  favor  o  I 
the  defense— clearly  a  newsworthy  event.  But  it's  worth  not-  Fe .y 
ing  that  the  victim  of  this  apparent  bias,  the  prosecutors  fron 
the  Manhattan  District  Attorney's  office,  did  not  view  tht 
"O.K."  signal  as  grounds  for  a  mistrial.  So  it's  hard  to  argm 
that  a  serious  injustice  occurred,  requiring  a  departure  fron 
normal  editorial  policies.  And  even  if  one  had,  what  did  it  re-  an 
ally  add  to  broadcast  her  name,  rather  than  simply  refer  to  hei  less 
as  Juror  No.  4?  Qr 

Of  course,  the  public  also  had  a  stake  in  the  trial.  Nobodj  ine  ( 
wants  court  to  be  a  circus.  So  when  the  clowns  started  ridim 
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pcles  in  the  Tyco  case,  readers  de- 
ired  to  know.  But  again,  the  problem 
ild  have  been  described  without  re- 
ing  the  juror's  name.  And  let's  face 
Hie  hand  signal  did  not  raise  seri- 
questions  about  the  integrity  of  the 
irts  as  a  whole.  That's  partly  why 
New  York  Times,  The  Washington 
f,  and  every  big  TV  outlet  did  not 
m  Ruth  Jordan's  name  sufficiently 
portant  to  require  disclosure. 
[Tie  Tyco  case  is  hardly  an  isolated 
imple.  In  a  weak  business  climate, 
pressure  to  score  big  news  hits  can 
intense.  There  is  strong  evidence 
t  last  year  NBC  offered  to  kill  an  in- 
tigative     news     program     about 
chael  Jackson  if  he  agreed  to  give  the 
pei   work's  entertainment  division  ex- 
iiiv    sive  rights  to  an  interview  that 
id i   uld  have  made  a  bigger  splash.  If 
pro   e,  this  would  be  a  serious  ethical 
M  :ach  directly  related  to  the  news 
:nt  ision's  core  mission.  NBC  denies 
ldi  it  such  a  trade  was  ever  offered  but 
rft  11  has  not  adequately  explained  why 
e  of  its  entertainment  executives 
ote  a  letter  to  the  Jackson  camp  of- 
ing  to  preempt  the  investigative  sto- 
Surely,  if  another  company  in  a 
oti  ist-based  business  faced  such  allega- 
ta ms,  many  in  the  media  would  be  de- 
isi  inding  outside  investigations  and 
rt   ard  action. 

jj  Will  there  ever  be  any  serious  in- 
liry  into  the  Jackson  incident?  Don't 
•t  on  it.  The  truth  is  that  while  media 
ganizations  are  pretty  good  at  deal- 
g  with  isolated  rogues  such  as  ex- 
nv  York  Times  reporter  Jayson  Blair, 
ey  are  far  from  introspective  about 
stitutional  ethical  violations.  And 
ice  newspapers  and  TV  stations  are, 
r  good  reason,  largely  beyond  the 
ach  of  regulators,  prosecutors,  and 
dges,  there  isn't  much  incentive  to  fix 
e  situation.  "It  is  hypocritical  that 
lr  job  as  journalists  is  to  hold  the 
)werful  accountable,  yet  we  don't  do 
to  any  meaningful  degree  in  our  own 
dustry,"  says  Robert  M.  Steele,  the 
elson  Poynter  Scholar  for  Journalism 
alues  at  the  Poynter  Institute. 
This  isn't  to  say  that  there  should  be 
Federal  Journalism  Agency.  Nor  that 
lere  should  be  a  trade  association 
toking  over  reporters'  shoulders— one 
lat  would  play  a  role  comparable  to 
lat  of  state  bar  associations.  News  or- 
anizations  need  freedom  and  frothi- 
ess.  But  it  is  time  for  journalists  to 
:art  taking  some  of  their  own  medi- 
ne.  Otherwise  our  cherished  legal 
rotections  may  start  weakening.  ■ 
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\J                                                MEL  AND  SUMNER 

v|                                             Karmazin 
^^                                         says  the  Street 

is  punishing 
Viacom  unfairly 

Viacom:  Too 
Addicted  to  Ads? 

They're  highly  volatile  as  an  income 
source,  and  that  makes  investors  nervous 


VIACOM  INC.  HAS  A  LOT 
to  prove  these  days.  For 
18  months,  the  media 
giant's  stock  has  lan- 
guished, dragged  down 
in  part  by  its  tepid 
showing  in  Hollywood 
and  in  radio.  But  if  investors  are  looking 
for  a  big  move  from  Viacom,  President 
Mel  Karmazin  doesn't  hold  out  much 
hope.  Ever  the  contrarian,  Karmazin  in- 
sists he's  sticking  to  what  earned  him  his 
stripes  with  Wall  Street:  selling  ad  time 
as  fast  as  he  can,  even  if  that  unpre- 
dictable business  makes  shareholders 
nervous.  "Our  dependency  on  advertis- 


ing shows  that  we  are  focused,"  says  the 
60-year-old  exec. 

But  the  world  of  Big  Media  is  a 
volatile  place— just  four  years  after  then- 
CBS  Corp.  Chief  Karmazin  and  Viacom 
Chairman  Sumner  M.  Redstone  merged 
their  companies.  The  collapse  after  Sep- 
tember 11,  the  worst  ad  recession  since 
World  War  II,  revealed  a  new  level  of  un- 
certainty in  the  business.  And  now,  Ru- 
pert Murdoch's  acquisition  of  DirecTV 
and  Comcast's  hostile  bid  for  Walt  Dis- 
ney Co.  are  forcing  execs  to  reconsider 
the  power  of  content-and-distribution 
combos.  Yet  Viacom,  which  could  end  up 
being  the  last  big  pure-content  company, 
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continues  to  swim  boldly  T^  ViQpr)tr|  works  and  Nickelodeon, 
against  the  tide.  The  strate-  -^  V  lcUA/lll  Overall,  Viacom's  ad  rev- 
gy:  Offer  a  broad  cross-sec-  ^  OIlC~trick  enue  was  UP  8%  *"  2003'  ^ 
tion  of  outlets  for  ads,  from  O  "r>  *  1  an  economic  recovery  start- 
network  TV  to  billboards,  so  pOIiyY  JxlVBlS  ed  to  revive  ad  spending 
that  they  are  hedged  against 
each  other.   Savs  the  80- 


year-old  Redstone:  "Adver- 
tising is  the  fastest-growing 
area  of  media,  and  we  can 
offer  what  no  other  compa- 
ny can:  many  platforms  and 
programming." 

In  fact,  if  the  company  successfully 
spins  off  or  sells  its  Blockbuster  Inc.  unit 
this  summer,  Viacom  will  go  from  being 
45%  dependent  on  advertising  for  rev- 
enues to  about  60%,  the  largest  reliance 
among  the  media  giants,  including  News 
Corp.,  Time  Warner,  and  Disney.  Certain- 
ly, it  shouldn't  be  tough  to  sell  ads  in  2004, 
with  political  spots  and  Olympics-related 
promos  lifting  total  ad  spending  in  the 
U.S.  as  much  as  7%,  estimates  J.P.  Morgan 
Chase  &  Co.  But  in  the  long  term,  with 
such  exposure  to  advertising's  cyclicality, 
Viacom  could  find  itself  increasingly  vul- 
nerable. "They're  a  bit  of  a  one-trick 
pony,"  says  media  consultant  Christopher 
Dixon,  a  Viacom  shareholder.  "Longer- 
term,  this  company  really  has  to  look  for 
ways  to  diversify." 

That  single  dominant  stream  of  rev- 
enue could  be  a  big  reason  why  investors 
have  been  wary  of  the  stock.  Since  Octo- 
ber, 2002,  Viacom's  common  shares  are 
down  2%,  to  about  $40,  compared  with 
a  30%  rise  in  a  Bloomberg  index  of  33 
media  stocks  and  a  42%  hike  in  the  Stan- 
dard &  Poor's  500-stock  index.  Making 
matters  worse,  big-time  media  investor 
Gordon  Crawford  of  Capital  Research  & 
Management  Co.,  whose  moves  are 
closely  watched,  has  slashed  his  position 
in  Viacom,  dumping  at  least  30  million 
shares  in  the  past  six  months.  Crawford 
declined  to  comment.  Karmazin  says  he 
plans  to  make  a  presentation  to  Craw- 
ford and  his  team  in  May  to  pitch  Via- 
com's prospects. 

Karmazin  will  argue  that  the  Street  is 
unfairly  punishing  Viacom  for  its  success. 
Because  the  company  has  hit  its  own  ag- 
gressive financial  targets  for  so  long,  he 
says,  missing  a  number  draws  outsize  in- 
vestor reaction.  "There  is  an  extraordinary 
discrepancy  between  our  performance 
and  our  stock  price,"  insists  Karmazin. 
"Simply,  we've  done  a  poor  job  of  manag- 
ing expectations."  Indeed,  Viacom's  rev- 
enues grew  8%  in  2003,  to  $26.6  billion, 
and  free  cash  flow  rose  15%,  to  $3  billion, 
largely  because  of  ad  revenue  growth  at  its 
hot  cable  networks,  including  MTV  Net- 


are  moving 
away  from 
pure  content 


Karmazin  says  advertising 
will  become  even  more  nec- 
essary  as    companies    de- 
pendent on  outlets  such  as 
Wal-Mart  Stores  Inc.  to  sell 
their  goods  will  need  to  ad- 
vertise more  to  distinguish 
their  brands  amid  the  clutter. 
Maybe  so.  But  to  see  how  much  an  ad- 
vertising drop-off  can  hurt  when  those 
revenues  are  all  you've  got,  look  at  Via- 
com's Infinity  Broadcasting.  The  No.  2  ra- 
dio group  in  the  U.S.,  with  185  stations, 
has  been  stung  by  the  slumping  ad  mar- 
ket in  the  radio  industry.  As  a  result,  In- 
finity's operating  profits  dropped  3%  last 
year,  to  $975  million.  John  Sykes,  the 

Quotations 
from  the 
Chairman 

Viacom  Chairman  and  CEO 
Sumner  Redstone  on  some 
of  investors'  worries: 

ON  VIACOM'S  STAGNANT  STOCK: 

"There  is  a  big  disconnect  between  our 
business  and  our  stock  price ....  We 
acknowledge  we  are  a  show-me  stock. 
And  we  will  show  [investors]." 

ON  WHETHER  VIACOM'S  DEPENDENCE 
ON  ADVERTISING  IS  RISKY:  Advertising 
is  the  fastest-growing  area  of  media,  and 
we  can  offer  what  no  other  company 
can:  platforms  and  programming.  As 
long  as  you  keep  the  creative  edge, 
advertisers  will  always  spend." 

ON  WHETHER  TO  OWN  DISTRIBUTION: 

"We  have  everything  we  need ....  The 
world  might  change,  and  distribution 
might  have  some  affirmative  value,  but 
I  don't  see  it  anytime  soon.  It's 
clear  [Comcast  CEO]  Brian  Roberts 
can't  muscle  us.  Just  like  EchoStar 
can't  muscle  us." 

ON  SUCCESSION:  "I  have  plenty  of 
energy,  more  than  some  40-year-olds. 
But  I  can  understand  investors' 
concerns.  So  my  hope  is  that  in  a  short 
period  of  time  the  board  will  reveal  a 
succession  plan.  I  can  tell  you  one  thing: 
M,  successor  will  not  come  from 
outside  the  ranks  of  Viacom." 


longtime  head  of  Viacom's  VH1  channd 
was  brought  in  by  Karmazin  in  2002 
run  the  radio  empire.  Two  years  later, 
finity  is  looking  to  unwind  some  of 
early  initiatives  by  Sykes  and  then-C 
Operating  Officer  John  Fullam,  who 
fired  last  year  and  replaced  by  radio  vi 
eran  Joel  Hollander.  One  of  Hollander' 
first  moves  has  been  to  add  200  mot 
salespeople  to  drum  up  extra  ad  revenu 
The  efforts  may  be  paying  off.  Some  ana 
lysts  think  Infinity's  ills  may  have  peaki 
In  an  Apr.  2  report,  Merrill  Lynch  &  C^ 
analyst  Jessica  Reif  Cohen  projects  Infill 
itys  earnings  could  grow  8%  this  year. 


BOX-OFFICE  DUDS 

AT  THE  SAME  TIME,  the  minority 
Viacom    businesses    that    aren't    at 
dependent  have  problems,  too.  Pan 
mount  Studios  is  at  the  top  of  manag 
ment's     fix-it     list.     Investors     wel 
encouraged  recently  to  hear  Chairmai 
Redstone  vow  to  pump  more  money  in| 
the  struggling  studio  and  to  be  less  risk 
averse  in  greenhghting  movies.  That  ca 
only  help.  Of  Hollywood's  53  bio 
busters  (at  least  $100  million  at  the  b 
office)  in  two  years,  Paramount  p: 
duced  only  three.  The  list  of  duds 
longer— from  the  recent  Meg  Ryan  bo: 
ing  tale  Against  the  Ropes  to  the  secora 
Lara  Croft  flick.  It's  no  wonder  Viaco: 
Entertainment  Group  saw  its  opera 
earnings  fall  24%  last  year,  to  $271 
lion.  Says  Chairman  Jonathan  L.  Dolge 
"While  we  had  some  great  success, 
number  of  our  films  did  not  work.  FJ  I 
not  going  to  run  from  that.  Sumner  and 
Mel  have  told  us  that  we'll  have  all  the 
money  we  need." 

Still,  shouldn't  Viacom  be  thinkini 
about  getting  into  more  businesses  th 
are  less  ad-sensitive,  perhaps  more  sul 
scriber-based?  Distribution,  such  as  cabl 
and  satellite,  would  give  it  breadth  as  w< 
as  leverage  against  competitors  to  negoti 
ate  prices  for  all  of  Viacom's  program- 
ming. Karmazin  insists  that's  not  neces- 
sary. He  cites  the  case  of  satellite 
distributor  EchoStar  Communication! 
Corp.,  which,  after  pulling  Viacom's  chan 
nels  off  the  air  recendy  in  a  pricing  disputi 
put  them  back  just  48  hours  later.  "I  thinW 
that  affirms  that  [ad-supported]  content  is 
a  pretty  good  business,"  he  says.  Spoken 
like  a  man  who's  happy  with  his  company 
just  the  way  it  is.  ■ 

-By  Tom  Lowry  in  New  York  and 
Ronald  Grower  in  Los  Angeles 
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For  more  on  investing  in  Viacom,  go  to 
www.businessweek.com/magazine/extra.htm 
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I  You  can  spend  up  to  1 0%  of  your 

revenue  on  document  management. 
Or  you  can  call  IKON. 

Many  executives  are  surprised  to  learn  that  one  of  the  most  costly  areas  in  the  workplace 
isn't  a  personnel  issue.  It's  a  paper  issue.  It's  inefficiency.  At  IKON,  we  start  with  a  thorough 
•analysis  of  your  document  workflow  to  uncover  hidden  costs  that,  according  to  IDC  end-user 
research,  may  amount  to  as  much  as  10%  of  annual  revenue*  We  work  with  you  to  combine 
your  corporate  goals  with  the  best  blend  of  technology,  expertise,  and  services  available.  We 
then  apply  our  IKON  Service  Excellence^  methodology,  based  on  our  experience  in  over 
1,500  customer  sites,  to  meet  all  of  your  outsourcing  needs  -  from  managing  on-site 
copy/print  centers  and  mailrooms  to  off-site  print-on-demand  and  web-based  document 
management  tools.  In  the  end,  we  help  improve  efficiency.  And,  quite  possibly,  your  ROI. 
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Document  Efficiency 
At  Work.5" 


Web-based  document 

management 

would  save  hours 

of  searching. 
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to  a  print  center 
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Operate  your  supply  chain  in  real  time 
Not  behind  the  times. 


1 


DP 


s 


® 


® 


i 


¥ 


PeopleSoft  Manufacturing.  Respond  to  changes  in  supply  and  demand  in  real  time. 

Only  PeopleSoft  Manufacturing  with  Pure  Internet  Architecture   synchronizes  your  entire  supply  chain. 
Collaborate  online  with  customers  and  suppliers.  Manufacture  products  anywhere,  anytime.  Bring  products  t< 
market  faster.  Deliver  customer  orders  on  time.  Reduce  obsolete  inventory-  It's  your  supply  chain  running  at 
its  leanest  and  most  responsive.  Learn  more  by  visiting  us  atwww.peoplesoft.com/realtime  or  call  1-888-773-827 
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The  economy's  perked  up, 
The  technology's  advanced, 
And  all  systems  are  go 


SuddIv  Chain 


Management 


Lean  Manufacturing  »      RFID  »      Transportation  » 

If  you  think  you  understand  supply  chain  management  (SCM),  think  again.  The  recent 
three-year  lull  in  technology  buying  has  apparently  cleared  the  decks  for  some  major 
changes.  Now,  with  economic  conditions  improving  and  executives'  grip  on  the 
corporate  checkbook  loosening,  the  science  of  SCM  is  bursting  with  new  ideas, 
technologies,  and  approaches. 

First,  it  turns  out  that  the  long-standing  focus  on  supply-driven  models  and  strict  cost 
management  was  merely  a  foundation  for  what's  next.  Using  the  enabling  technologies 
already  commonly  in  place,  smart  businesses  are  shifting  to  an  SCM  model  that's 
driven  by  customer  demand.  Instead  of  allowing  the  supply  chain  alone  to  dictate 
what  a  company  makes  and  when,  the  customer-driven  supply  chain  factors  in  infor- 
mation about  what  customers  want  and  when  they  want  it. 

The  net  result  is  called  a  demand-driven  supply  network  (DDSN),  where  supply  and 
demand  information  is  integrated  with  processes  across  a  company's  network  of 
customers,  suppliers,  and  employees  -  creating  a  better  balance  between  revenue  and 
costs  and  improving  profitability  and  service. 
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"DDSN  is  supply  chain  management  done 
right,"  says  John  Fontanella,  vice  president 
of  research  at  AMR  Research  Inc.,  in 
Boston.  "It  puts  the  customer  into  the  supply 
chain  and  helps  companies  begin  to  close 
the  gap  between  supply  and  demand." 


send  or  receive  information.  RFID  tags 
can  be  used  in  the  supply  chain  to 
remotely  track  goods,  efficiently  and 
cost-effectively  "Customers  are  concerned 
with  how  RFID  technology  can  be  inte- 
grated into  their  existing  business  systems 


diminished  capacity,  and  custo 
demands  for  superior  service,  ge 
goods  to  their  final  destination  is  a  gre 
challenge  than  ever,  says  Fontanella 
AMR  Research.  But  the  forces  of  th 
industry  and  economic  pressures  ar 


This  gap  can  close  only  when  companies   "Everyone  agrees  that  lean  and  SCM  hav 

shift  their  focus  from  a  strict  cost  man-  J  .  °      . 

agement  perspective    You  can  only  go  so     the  Same  ODjeCtlVeSI  CUtting  Waste,  reClUCin 

far  with  cost,    offers  Les  Wyatt,  general      J^  tJmes    ancJ  increasing  Value." 

manager  for  PeopleSoft  EnterpnseOne,  a  <-> 

software  product  from  PeopleSoft  Inc.,  in 
Pleasanton,  Calif.  "Instead,  we're  seeing 
that  manufacturers  in  particular  are  deriv- 
ing competitive  advantage  from  being 
more  responsive  to  their  customers,  pro- 
viding faster  deliveries  and  more  flexibility 
in  where  those  deliveries  are  made.  That's 
a  fundamental  change." 


Another  key  trend  is  the  absorption  of 
many  "lean  manufacturing"  principles  into 
SCM.  Lean  initiatives,  which  once  took 
a  less-is-more  approach  to  technology, 
are  being  tightly  integrated  with  how 
businesses  approach  their  supply  chains 
as  well  as  with  software  product  design.  "It 
boils  down  to  this,"  says  Michael  Hallen, 
president  and  group  CEO  of  IFS,  a  global 
software  company  with  North  American 
headquarters  in  Chicago.  "Everyone 
agrees  that  lean  and  SCM  have  the  same 
objectives:  cutting  waste,  reducing  lead 
times,  and  increasing  value.  Whether  you 
frame  the  discussion  as  demand  planning, 
just-in-time,  kanban,  SCM,  or  lean,  the 
shared  goal  is  value." 

A  critical  new  technology  for  SCM  is  radio 
frequency  identification  (RFID).  RFID  tags 
are  placed  on  pallets  or  other  units  of 
goods  passing  through  the  supply  chain. 
The  tags  are  actually  chips  with  transmitters. 
When  activated  by  a  reader,  the  tags  can 


Smarter  than  they  look.  These  boxes  are  tagged  with  chips  and  transmitters  that  use  radio  wave* 
to  send  messages  and  make  supply  chain  logistics  more  efficient  up  and  down  the  line. 


and  processes,"  says  Dr.  Christoph 
Lessmoellmann,  director  of  business 
development  for  supply  chain  management 
and  RFID  at  SAP  in  NeMown  Square, 
Penn.  "They  want  to  understand  the  impact 
of  RFID  on  the  database,  on  data  handling, 
and  on  their  supply  chain." 

Fittingly,  the  final  key  concern  is  the  last 
step  in  many  supply  chains:  transportation 
and  logistics.  With  rising  fuel  costs, 


pushing  companies  toward  new  tools  an($ 
services  that  make  transportation  morq 
efficient,  reliable,  and  affordable. 

How  can  each  of  these  trends  help  you  fine- 
tune  and  rev  up  your  supply  chain?  In  thei 
three  chapters  that  follow,  we'll  examine* 
the  latest  SCM  technologies  and  strategies 
in  detail  and  present  advice  from  indust 
leaders  and  experts  whose  goal  is  to  hel 
you  win  the  race  for  competitive  success 


COMPANIES  THAT  WERE 
JUST  IDEAS  YESTERDAY 
RUN  SAP 


What  if  you're  onto  something  big,  but  aren't  big  yet?  Start  with  SAP®  solutions  for  small  and  midsize  companies. 
Solutions  designed  to  fit  any  size  business  -  and  any  size  budget.  And  because  they're  built  with  expansion  in 
mind,  they  won't  just  help  you  grow,  they  will  grow  with  you.  Visit  sap.com/ideas  or  call  800  880  1727,  because 
we  have  a  few  big  ideas  of  our  own. 
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INTEGRATED  SCM: 

FOUNDATION  FOR 
SMART  GROWTH 


Maintaining  control  during  rapid  growth 
is  a  tremendous  challenge.  Just  ask  KYB 
Manufacturing  North  America,  Inc., 
which  manufactures  automotive  struts 
and  shock  absorbers  for  customers 
such  as  Toyota,  Honda,  Subaru,  and 
Nissan.  The  Franklin  (IN)  company,  a 
wholly  owned  subsidiary  of  Kayaba 
Industry  Co.,  in  Japan,  saw  production 
volumes  explode  from  80,000  units  per 
month  in  the  mid-1990s  to  more  than 
500,000  units  per  month  this  year. 

Manual  systems  for  tracking  inventory, 
ordering  parts,  and  forecasting  demand 
were  not  keeping  up.  Closing  each 
month's  books  took  up  to  30  days  - 
too  long  to  make  smart 

»  business  decisions. 
KYB  Manufacturing 
selected  supply  chain 
software  from  IFS. 
Within  two  years  after 
implementation,  raw 
materials  inventory 
decreased  from  approx- 
imately  $7.8  million 
to  $6.3  million,  even 
while  business  grew  by 
28%.  Scrap  has  been 
reduced  by  50%,  cus- 
tomer delivery  on-time 
rates  have  skyrocketed, 
and  the  use  of  kanban 
cards  on  the  shop  floor 
within  the  IFS  system 
eliminated  errors  in 
bills  of  materials. 


Supply  Chain 

Management 


Chapter  [  1 


SPREADING  THE  WEALTH 

OF  LEAN  MANUFACTURING 


L 


ents. 


ean  manufacturing  versus  supply 
chain  management:  two  schools 
of  thought  with  die-hard  adher- 
Not  long  ago,  the  most  fervent 
believers  in  lean  balked  at  using  technol- 
ogy to  strip  away  manufacturing's 
inefficiencies.  Today,  the  white  flag  is 
flying:  most  companies  have  peacefully 
reconciled  the  mandate  to  work  lean 
while  employing  the  latest  software  to 
streamline  processes  and  gain  new 
visibility  over  the  supply  chain. 


"This  is  a  significant 
enhancement  in  main- 
taining correct  invento- 
ries and  improving  data  accuracy,"  says 
Wade  Cunningham,  KYB's  general 
manager  of  administration.  "Having  the 
integrated  IFS  system  provides  us  the 
flexibility  and  business  intelligence  we 
need  to  succeed." 


Great  ride.  Supply  chain  software  helped  KYB  Manufacturing  North 
America,  which  makes  auto  suspension  systems,  work  smarter, 
says  Wade  Cunningham,  general  manager  of  administration. 


"In  a  global  supply  chain,  you're  managing 
an  environment  where  very  few  of  the 
nodes  actually  belong  to  your  company, 
and  where  organizations  have  different 
goals,  purpose,  and  cultures,"  explains 


Fontanella  of  AMR  Research.  'You  nee 
technology  to  connect  those  nodes  so ; 
can  measure  and  analyze  your  efforts." 

Software  solutions  are  rising  to  the  ch 
lenge.  Primarily,  these  products  hel 
manufacturers  simplify  and  run  lean  by  g 
ting  visibility  into  their  operations.  "SCM 
ware  provides  transparency  from  the  sho» 
floor  to  the  board  room,"  explains  Hallen  o 
IFS.  'You  can  incorporate  lean  thinking  inl 
your  operation  and  use  the  software  to  g 
visibility  into  your  areas  of  waste." 


MG  Rover  Group  Ltd.,  an  automobile 
manufacturer  in  Birmingham,  England 
used  standardized,  packaged  software 
from  IFS  to  restructure  its  informatior 
technology  landscape  and  generate  esti 
mated  cost  savings  of  $25.5  million 
between  2000  and  2007.  Says  Bryr 
Morris,  manager  of  customer  process 
systems  for  Phoenix  Venture  Holdings^ 
which  provides  information  technology 
services  for  MG  Rover:  "This  represents  a 
reduction  from  $54  million  per  annum  to 
$29.2  million  per  annum  for  MG  Rover's  IT 
operational  costs." 

SCM  software  also  helps  replicate  the  indi- 
vidual benefits  of  lean  manufacturing  ini- 
tiatives across  the  organization.  "Many  of 
the  benefits  derived  from  lean  manufac 
turing  have  been  point  gains,  for  example, 
savings  on  a  specific  line,"  explains  Lenley 
Hensariing,  vice  president  of  product  man- 
agement for  PeopleSoft  EnterpriseOne. 
"Often  the  tools  could  not  scale  those  ben- 
efits across  the  enterprise.  Today's  supply 
chain  solutions  build  lean  manufacturing 
principles  deep  into  the  software  so  that 
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What  are  the  Three  Key  Criteria 

in  Selecting  Your  Enterprise 

Management  Strategies? 

Payback 
Payback 
Payback 
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N  TODAY'S  WORLD,  you  need 
to  expand  into  new  markets 
faster,  deliver  products  on  time, 
and  improve  your  corporate 
ig^erformance  monitoring. 

What's  more,  every  dime  you  spend 
ias  got  to  help  you  get  there.  You 
need  Enterprise  Resource  Payback! 
ai  That's  why  all  over  the  world  execu- 
tives like  you  agree  on  IFS.  Here's 
what  some  of  them  have  to  say. 

IMPROVE  BOTTOM  LINE 


"With  our  old  business  applica- 
tions, we  had  to  do  our 
forecasting  by  looking  back- 
wards. With  IFS  we  move 
forward  by  looking  forward. 
As  a  result,  we've  reduced 
work-in-progress  by  50%  and 
overall  inventories  by  30%.  It's 
a  big  win  for  us." 

—  Jonathan  Wasicsko 

Director  Quality  Assurance 
Gables  Engineering 

RAPID  ROI 

"When  we  took  over  a  new 
plant  we  literally  had  two  weeks 
to  get  new  enterprise  applications 
running  for  IT  control.  No  one 
would  want  to  have  to  do 
implementation  this  way  — 
it's  high  risk  and  very  painful. 
But  we  knew  IFS'  object-based 


applications  from  our  other 
divisions  and  knew  we  could 
have  speed  and  also  get  the 
flexibility  and  response  we 
needed  to  deal  with  competitive 
pressures.  The  implementation 
was  so  fast  we  not  only  kept  the 
plant  operational,  we  had  our 
first  financial  results  to 
corporate  in  under  three  months." 

—  Mike  Jennings 

Plant  Manager,  Honeywell 


"We  reduced 
work-in-progress 
by  50%  and  total 
inventories  30%." 


SPEED  TIME  TO  MARKET 

"IFS  Applications  support  our 
global  supply  chain  from 
suppliers  through  after  sales 
resulting  in  better  collabora- 
tion between  manufacturing 
sites  worldwide  and  standard- 
ized routines  at  every  site.  The 
world  we  do  business  in  is  so 
dynamic  that  we  can't  afford 
to  base  our  decisions  on 
divergent  information." 

—  Lennart  Jansson 

Global  Manager,  Timberjack 
A  John  Deere  Company 

How  can  IFS  deliver  payback 
where  others  just  produce  promises? 
IFS  Applications  are  based  on 
advanced  component-based  archi- 
tecture, Web  services  and  portal  tech- 
nology providing  real-time  data.  This 
makes  integration  into  your  existing 
systems  and  processes  fast  and 
painless.  You  haven't  seen  the  future 
of  enterprise  management  until 
you've  seen  IFS.  Call  888-437-4968 
or  e-mail  info@ifsna.com. 
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customers  replicate  the  benefits  and 
gain  value  across  the  organization." 

Software  makers  are  also  helping  lean 
proponents  by  enhancing  their  prod- 
ucts to  address  variability  in  both 
demand  and  supply.  "Lean  manufac- 
turing is  all  about  the  rate  -  how  many 
units  a  line  can  produce,''  explains  Pam 
Lopker,  chairman  and  president  of 
software  maker  QAD  Inc.,  in  Carpin- 
teria,  Calif.  "But  demand-driven  SCM 
synchronizes  manufacturing  opera- 
tions and  the  supply  chain  to  the  rate  of 
demand,  as  products  are  being  pulled 
by  customers.  It's  a  fluid,  continuous 
flow  that  serves  both  the  customer  and 
the  manufacturer  more  effectively." 

Until  recently,  no  vendor  had  put  the 
pieces  together  to  help  manufacturers 
understand  how  supply  variability 
affects  the  ability  to  meet  demand,  or 
how  demand  variability  affects  the 
supply.  'There  was  never  any  tech- 
nology to  manage  that,"  says  AMR 
Research's  Fontanella.  "As  supply 
chain  providers  move  into  that  direc- 
tion, it's  become  really  interesting. 
We're  finally  seeing  SCM  that  com- 
bines planning  and  execution  -  and 
that's  a  victory  for  both  sides." 
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RFID:  COSTLY  MANDATE 

OR  NEW  OPPORTUNITY? 


Waving  the  checkered  flag.  Powerful  supply 
chain  software  is  helping  MG  Rover  to  race 
toward  significant  operational  savings. 


For  manufacturers,  distributors, 
and  suppliers,  not  since  Y2K  has 
a  technology  issue  ignited  as 
much  activity  -  and  confusion  -  as  the 
recent  spate  of  RFID  mandates.  Gener- 
ated by  Wal-Mart,  other  leading  retailers, 
and  the  U.S.  Department  of  Defense, 
these  mandates  to  use  radio-frequency 
identification  technologies  in  the  supply 
chain  are  forcing  suppliers  to  think  about 
not  just  their  business  systems  and 
processes,  but  also  their  budgets,  tech- 
nology resources,  and  priorities. 

The  mandates  generally  require  suppliers 
to  adopt  RFID  tags  for  shipments,  in 
some  cases  by  as  early  as  next  year.  For 
the  top  suppliers  of  these  organizations, 
the  race  is  on  to  understand  and  begin 
pilot  implementations  of  the  technology. 
There  is  little  question  that  most  of  these 
suppliers  will  comply  with  the  mandates, 
despite  the  substantial  cost  of  doing  so. 
The  real  question  is  how  companies  can 
go  beyond  compliance  and  derive  real 
value  from  RFID. 

"Companies  are  wondering  whether  the 
RFID  mandates  are  just  the  cost  of  doing 
business,  or  whether  they  can  use  the 
technology  to  become  more  efficient 
internally,"  says  Fontanella  of  AMR 
Research.  "There  are  tremendous  oppor- 
tunities coming,  but  they  won't  be  from 
using  RFID  just  to  replace  bar  code." 

Suppliers  implementing  RFID  face  two 
sets  of  considerations,  what  some  experts 
call  "before  the  beep"  and  "after  the  beep." 
The  beep  refers  to  the  point  at  which  an 
RFID  tag  is  read  by  a  reader.  According  to 
Bob  Cornick,  vice  president  and  general 


manager  of  RFID  for  printing  softwarl 
maker  Zebra  Technologies  Corp. ,  in  VernoJ 
Hills,  III.,  "before  the  beep"  refers  to  thJ 
technical  considerations  and  purchase! 
needed  to  ensure  that  tags  are  proper 
encoded,  affixed  to  pallets  or  cartons 
and  positioned  so  that  readers  can  collec 
and  interpret  information.  Informatior 
gleaned  after  the  beep  includes  issues 
related  to  data  management  and  appfc 
cation  integration.  With  so  many  tags  tellinc 
readers  about  the  products  containec 
within  their  pallets  or  cartons,  this  large 
volume  of  information  can  easily  overwhelr 
a  company's  business  information  systems 
if  they  are  not  prepared  to  handle  it.  Thel 
solution  is  middleware,  software  thatl 
funnels  information  coming  from  the  readers] 
into  the  appropriate  applications  as  need-j 
ed  -  not  more  or  less  often. 

"Companies  interested  in  piloting  RFID  I 
need  to  balance  'before  the  beep'  equip- 
ment  and  logistics  with  'after  the  beep'  data 
utilization,"  says  Comick.  "The  strongest 
pilots  we've  seen  involve  technology 
partnerships  that  span  both  areas,  where 
the  company  works  with  all  parties  and 
systems  that  will  be  affected  by  the 
RFID  implementation." 

Pilot  projects  are  beginning  throughout  the 
industry,  although  few  suppliers  are  willing 
to  publicly  talk  about  them  -  or  their 
results.  But  the  early  word  is  that  benefits 
tend  to  fall  into  three  categories.  Labor 
savings  in  the  area  of  tracking  cartons  or 
pallets  through  the  supply  chain  are  the 
simplest  and  fastest  to  achieve.  Because 
the  reader  automatically  collects  data 
from  tags  within  about  30  feet,  warehouse 
or  receiving  dock  employees  no  longer 


RFID. 

From  30,000  ft.,  you  need  top-level  experience 
At  3  ft.,  you  need  down-to-earth  reliability. 
At  every  level,  you  need  Zebra 
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Zebra*  bar  code  and  RFID  printing  solutions.  The  critical  link  in  today's  most  successful  supply  chains. 

Zebra  is  a  trusted  leader  in  specialty  printing  solutions  that  drive  global  supply  chain  efficiency  and 
business  improvement.  From  bar  code  to  RFID  smart  labels.  In  mission-critical  and  mobile  milieu.  Nearly 
4  million  printers  to  date,  and  the  supplies  they  consume.  All  with  legendary  dependability  and  performance. 
That's  why  Zebra  products  are  used  by  over  90  percent  of  the  Fortune  500  and  other  leading  companies 
around  the  world. 

You  can  count  on  Zebra  to  make  RFID  work  — at  every  level.  Visit  www.rfid.zebra.com/bw 
to  learn  more  or  to  download  our  RFID  Readiness  Guide.  Or  call  +1  800  432  0442. 
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need  to  scan  bar  codes  or  type  information 
into  keypads. 

A  second  benefit  is  revenue  enhance- 
ment. By  reducing  opportunities  for  theft, 
enhancing  the  accuracy  of  inventory 
management,  and  streamlining  the 
overall  SCM  process,  RFID  can  generate 
top-line  value. 

A  third  opportunity,  where  companies 
redesign  the  business  processes  to  take 
advantage  of  knowledge  presented  by 
RFID,  will  take  longer  to  realize  -  yet  may 
offer  the  greatest  benefits  of  all. 

"In  general,  the  best  opportunities  all  circle 
around  the  flow  of  product,"  says  Fontanel- 
la.  "You  can  monitor  where  your  product  is 
at  any  time,  updating  both  your  planning 
and  execution  systems.  And  you  can  do 


some  smart  things  in  terms  of  eliminating 
unnecessary  handling."  For  example,  in 
most  shipping  environments,  products 
delivered  to  a  customer's  warehouse  are 
taken  off  a  truck,  placed  on  a  rack,  and 
stored.  When  an  order  comes  in,  the 
product  is  brought  down  from  the  rack,  put 
onto  a  pallet,  and  loaded  on  another 
truck.  With  RFID,  companies  can  build  the 
orders  in  advance  of  a  product's  being 
received  into  the  warehouse.  "So  when  it 
hits  the  front  door,  the  product  is  auto- 
matically assigned  to  a  customer  order  and 
never  has  to  be  put  away,"  Fontanella  says. 
"We're  talking  a  reduction  from  days  of 
effort  to  hours,  or  even  minutes." 

Another  benefit  of  using  RFID  in  such 
environments  is  speed.  Since  there  is  no 
need  for  physical  contact  between  the  tag 
and  the  reader,  companies  using  auto- 


RFID  101:  How  Your  Boxes  Communicate 


sends  signals  to 
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reader,  which  displays 


(Pallet  or  box  of  goods) 


this  information 
is  fed  to 


and  is  available  to 


mated  material  handling  equipment  carl- 
process  more  goods  into  the  warehoused . 
in  less  time.  For  example,  conveyor  beltsL-: : 
in  the  average  distribution  center  operalBp often 
at  20  to  30  feet  per  minute.  The  Wal-Ma 
mandate  requires  processing  speeds  c 
600  feet  per  minute,  a  range  withifcctt 
RFID's  capabilities.  L 

In  retail  applications,  RFID  can  help  sup 
pliers  take  full  responsibility  for  ensurin   ^ 
that  retailers'  inventory  is  replenished  on  ar^  :T 
as-needed  basis,  eliminating  lost  sale  |^-: 
due  to  out-of-stock  merchandise.  Using  !t:-; 
information  produced  by  the  RFID  applk 
cations,  suppliers  can  track  their  product   Km 
as  they  are  stocked  in  a  retailer's  distributia    d^ 
center  or  warehouse  and  as  inventory  i  ^^ 
depleted  through  sales.  The  net  result:  T  • 
increased  sales  for  both  the  supplie  m^ 
and  the  retailer. 
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RFID  technology  uses  radio  waves  to 
read  data  put  on  a  chip  embedded 
within  a  tag.  The  encoded  chip  cor 
tains  information  that  enables  those 
within  the  supply  chain  to  access 
wealth  of  information,  including  data 
describing  anything  from  the  contents 
of  the  pallet  to  the  history  and  desti- 
nation of  the  various  products.  Unlike 
bar  codes,  an  RFID  tag  can  be  placed 
anywhere  on  a  pallet  or  within  a  box  of 
products,  even  under  wrapping;  the 
reader  requires  no  line-of-sight  contact 
to  exchange  data,  and  multiple  tags 
can  be  read  simultaneously.  However, 
RFID  signals  do  not  transmit  equally 
through  all  materials.  Metals  reflect  the 
signal,  and  some  liquids  absorb  it.  To 
accommodate  these  special  needs, 
some  RFID  makers  offer  specialized 
smart  label  designs  that  account  for 
the  varying  content.  These  labels  also 
can  be  used  with  existing  bar  code 
printing  technologies. 
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>  manufacturers  get  familiar  with  RFID  technology,  they  are 
so  expected  to  gain  visibility  into  their  own  operations.  Con- 
jmer  products  manufacturers,  explains  Lessmoellmann  of 
^P,  often  struggle  to  reconcile  product  returns  with  short-term 
omotional  discounts  offered  to  retailers.  "When  a  retailer 
turns  goods  to  the  distribution  center,  there  is  no  way  to  accu- 
tely  determine  whether  the  products  were  purchased  at  the 
gular  or  discounted  price  -  and  the  manufacturer  may  issue 
'ore  credit  than  they  should,"  he  says.  "With  RFID,  the  pric- 
g  information  travels  with  the  goods,  and  credits  can  be  given 
xordingly.  In  addition,  if  the  goods  are  being  returned 
?cause  they  are  defective,  the  RFID  information  could  help 
e  manufacturer  isolate  problems  in  the  production  line  or  the 
lipping  and  improve  operations  there." 


ne  manufacturer  that  has  successfully  implemented  a  powerful 

|FID  initiative  is  International  Paper  Co.  The  $25  billion  global 

iperand  forest  products  company,  headquartered  in  Stamford, 

onn.,  recently  developed  one  of  the  first  RFID-based  ware- 

)use  tracking  systems  in  its  Texarkana  (TX)  mill  and  warehouse. 

chose  tag  and  reader  technology  from  Matrics  Inc., Columbia, 

d.,  then  used  internal  integration  services  to  design  the  inven- 

iry  and  logistics  management  system  and  link  it  to  other  key 

Bjsiness  systems.  Matrics'  systems  approach  ensured  that  the 

■srformance  met  optimal  levels  specified  by  IP. 

Dday,  forklift-mounted  RFID  readers  and  proprietary  tracking 
;chnology  allow  IP  to  track  inventory  to  within  six  inches.  "This 
a  giant  stride  in  warehouse  management,  with  significant 
enefits  for  us  and  our  customers,"  says  Alan  Clark,  general 
lanager  of  International  Paper's  smart  packaging  business, 
n  fact,  with  the  practical  experience  we  have  gained  from  our 
iplementation,  we  are  now  offering  integration  services  to 
ther  manufacturers." 


espite  these  early  successes,  experts  acknowledge  that  RFID 
schnologies  are  only  just  getting  started.  "The  technology  is 
ill  very  immature,"  says  Fontanella.  "There  are  still  too  many 
riortcomings  today  to  roll  it  out  on  a  sustainable,  wide-scale 
asis.  Then  again,  the  more  pressure  retailers  put  on  suppli- 
rs,  the  quicker  those  shortfalls  will  be  addressed." 


tosts  are  still  high,  especially  in  an  implementation  with  multiple 
irge  facilities,  such  as  a  manufacturer  with  many  warehouses 
r  distribution  centers.  "The  price  of  tags  is  not  yet  in  the  range 
lat  most  manufacturers  can  afford,"  says  Hensarling  of 


AUTOMATIC,  REAL-TIME 
INVENTORY  MANAGEMENT 

Putting  RFID  to  Work  Today 


The  operator  of  a  lift  truck  confidently  weaves  through 
a  maze  of  material  in  a  cavernous  warehouse  filled 
with  thousands  of  pallets.  Without  hesitation,  he  picks 
the  right  pallet,  drives  across  the  warehouse,  and  drops 
it  into  the  proper  bin,  truck  or  trailer  -  no  need  to  check 
paperwork,  scan  bar  codes,  punch  keypads,  or  notify  an 
inventory  manager.  Meanwhile,  the  inventory  manage- 
ment system  automatically  tracks  the  pickup,  move- 
ment, and  delivery  of  the  material  and  updates  the 
inventory  database. 


Automatic,  full-function  inventory  control  in  the  rough-and- 
tumble  environment  of  a  factory,  warehouse,  or  distribution  center 
-  leveraging  long-range,  passive  RFID  technology  that's  seamlessly 
integrated  into  the  inventory  management  system.  Sounds  like 
the  stuff  of  the  future,  but  it's  happening  today. 


Combining  Matrics  RFID  visibility  solutions  with  expert 
integration  services  from  International  Paper's  Smart  Packaging 
Business,  IP's  Texarkana  mill  expedites  the  delivery  of  more  than 
a  quarter  of  a  million  tons  of  finished  products  every  year.  And 
IP  knows  instantly  the  precise  location  of  every  paper  roll, 
pallet,  and  container. 

Wouldn't  you  like  to  know  instantly  and  exactly  the  location 
of  your  inventory?  To  find  out  how,  contact  International  Paper 
at  1.877.855.3058  and  www.ipsmartpackaging.com,  or  Matrics 
at  www.matrics.com. 

Automated  RFID  Solutions  from  Matrics 

World-Class  RFID  Integration  Services  from  International  Paper 


INTERNATIONAL^)  PAPER         M/CTHlCS' 
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Put  it  here.  International  Paper  uses  RFID 
technology  to  track  inventory  within  six  inches, 
says  Alan  Clark,  an  IP  general  manager. 

PeopleSoft.  "And  we  don't  expect 
to  see  prices  come  down  for  several 
years  yet." 

Beyond  cost,  companies  using  RFID 
will  need  to  take  time  to  determine  how 
to  most  effectively  use  all  the  transac- 
tion data  created  by  the  technology. 
"There  will  be  a  huge  number  of  trans- 
actions and  real-time  updates,"  says 
Wyatt  of  PeopleSoft.  "It's  not  well- 
defined  yet.  How  companies  define 
and  process  those  transactions  will 
take  some  systems  and  business 
process  work." 

But  can  suppliers  to  the  likes  of  Wal- 
Mart  and  the  DoD  afford  not  to  invest 
in  RFID?  Not  really,  Fontanella  says: 
"Cost  isn't  a  barrier,  because  it  can't 
be.  And  the  retailer's  view  is  that  sup- 
pliers shouldn't  stop  at  compliance  - 
they  should  use  the  technology  to 
become  more  efficient  and  improve 
their  own  productivity.  The  invest- 
ment can  pay  for  itself  depending  on 
how  it's  used.  And  for  companies 
willing  to  step  up  to  the  plate,  thaf  s  the 
real  challenge." 

Vendors  say  that  they're  up  to  it. 
"There  is  a  tremendous  range  of 
opportunities  for  RFiD  technology, 
limited  only  by  the  imagination  of 
vendors  and  their  customers,"  says 
Cornick  of  Zebra  Technologies. 
There's  no  doubt  in  my  mind  that,  in 
10  years,  businesses  will  wonder 
how  they  ever  managed  without  it". 
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PAVING  A  NEW  ROAD  TO 

EFFICIENT  TRANSPORTATION 


Getting  there  isn't  always  half 
the  fun.  For  manufacturers  and 
distributors,  shipping  goods  -  by 
road,  rail,  water,  or  air  -  has  been  anything 
but  a  pleasure  in  the  last  year.  Soaring 
global  fuel  prices  and  rising  truckload 
shipment  rates  have  made  cheap  trans- 
portation rates  a  thing  of  the  past.  Boom- 
ing offshore  manufacturing  in  countries 
such  as  China  is  consuming  much  of  the 
world's  shipping  capacity.  A  major  crisis 
with  liability  insurance  has  driven  many 
carriers  from  the  business. 

"In  total,  there's  less  capacity  out  there, 
which  makes  it  a  supplier's  market,"  says 
Fontanella  of  AMR  Research.  "To  reduce 
transportation  costs,  businesses  will  need 
to  do  more  than  just  the  hard  bargaining  of 
the  past  few  years.  They  need  to  take  a 
more  thoughtful  look  at  how  to  manage  the 
logistics  network,  and  they  need  to  do  a 
better  job  of  planning  and  optimizing." 

At  the  highest  level,  companies  need  to 
adopt  a  strategic  transportation  sourcing 
(STS)  approach.  According  to  AMR 
Research,  STS  connects  network  design, 


transportation  management,  and  direc 
materials  sourcing  processes  with  carrk 
bid-optimization  tools  into  a  broad. 
systemic  process.  Properly  executed, 
STS  can  help  companies  drop  freight 
costs  by  an  average  of  more  than  101 
and  more  accurately  size  and  align  theii 
carrier  base. 

Critical  to  an  STS  approach  are  opt 
mization  tools  and  services  that  can  nek 
companies  improve  transportation  pic 
ning  and  execution.  Software  vendor 
and  service  providers,  recognizing  thes 
challenges,  are  coming  to  the  rescue. 

"In  many  places,  there  is  just  not  enough  | 
shipping  capacity  to  get  the  job  done,"] 
says  Michael  Schmitt,  executive  vicej 
president  of  strategy  for  Ariba  Inc., 
spend-management  software  and  ser 
ices  company  in  Sunnyvale,  Calif.  "Lead  | 
times  are  now  exceeding  60  days  ir 
many  parts  of  Asia,  and  experts  estimate 
that  25%  of  the  world's  shipping  capacr 
is  tied  up  in  ports.  In  a  seller's  market,, 
buyers  have  no  choice  but  to  use  technc 
ogy  to  help  them  stabilize  volatile  markets.' 


Summarized  Field  Data  From  35  STS  Implemer 


AMR  Research  surveyed  35  companies  that  implemented  a  strategic  transportation  sourcing  initiative 
and  found  that  tney  saved  money  and  simplified  their  operations  by  reducing  the  number  of  earners  used. 


ARE  YOU  BEATING  DOWN  SUPPLIERS  ON  PRICE  UNTIL  THEY  CAN'T  GET  UP? 

Sure,  hitting  suppliers  for  a  lower  price  can  drive  savings.  But  quality  may  be  more 
important  than  price.  Or  service  may  be  more  important  than  both.  When  you 
move  beyond  a  one-size-fits-all  approach  to  sourcing,  that's  Spend  Management. 
And  that's  Ariba.  We  can  help  implement  strategies  that  evolve  your  supplier 
relationships  and  transform  your  business.  To  get  your  complimentary  copy  of 
our  helpful  guide,  "Seven  Habits  of  Effective  Sourcing  Organizations,"  please 
call  us  at  1-866-772-7422  or  visit  www.ariba.com/source. 
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Companies  can  use  integrated  spend-man- 
agement  software  to  automate  basic  pro- 
curement activities  and  provide  purchasing 
managers  with  information  they  can  use  to 
make  more  strategic  sourcing  decisions. 
With  data  and  analysis  gleaned  from  the 
company's  internal  systems  and  historical 
buying  trends,  as  well  as  third-party  business 
intelligence  about  issues  such  as  industry 
trends,  this  software  can  give  buyers  a 
comprehensive  view  of  the  cost  and  impact 
of  various  purchase  choices. 

"When  it  comes  to  managing  strategic 
sourcing  of  key  services  such  as  trans- 
portation," says  Schmitt,  "companies  need 
to  go  beyond  the  cost  of  the  commodity, 
from  procurement  through  requisition  and 
transport.  A  buyer  needs  to  also  under- 
stand internal  costs,  such  as  risk  or  missed 
opportunity  costs.  If  demand  for  a  product 
is  high  and  a  production  line  shuts  down 
because  a  cheaper  but  less  reliable 
transportation  service  didn't  deliver  com- 
ponents or  raw  materials,  the  company 
may  have  reduced  cost  but  lost  revenue. 
Strategic  sourcing  considers  costs  within 
the  total  manufacturing  and  distribution 
supply  and  demand  environment." 

Companies  can  also  turn  to  managed  ser- 
vice providers  to  streamline  their  logistics 
processes.  Specialists  such  as  Yellow 
Roadway  Corp.,  of  Overland  Park,  Kan., 
have  a  narrow  but  deep  focus,  with  a  range 
of  technology  services  available  to  meet 
specific  logistics  needs.  From  planning  and 
coordinating  the  movement  of  goods,  to 
designing  the  solution,  to  executing  and 
managing  it,  companies  like  Yellow  Roadway 
allow  manufacturers  and  distributors  to 
focus  on  areas  of  core  competence,  while 
taking  advantage  of  the  economies  of 
scale  offered  by  the  experts.  Managed 
services  are  often  accessible  via  a  Web 


browser,  eliminating  the  need  for  costly 
computer  systems  at  the  distributor's  site 
and  making  it  easy  for  non-technical  users 
to  access  the  transportation  information 
they  need. 

A  specialized  group  of  these  outsourcing 
services  offers  hosted  services,  where  all 
of  the  transportation-related  applications 
are  run  on  the  outsourcer's  computer 
systems.  Client  companies  have  access  to 
the  information,  but  the  outsourcer  main- 
tains the  hardware  and  software  as  well 
as  the  links  to  transportation  providers. 
Fontanella  cites  the  example  of  one  com- 
pany that  was  maintaining  links  between 
its  computer  systems  and  those  of  nearly 
300  trucking  companies.  Each  link  cost 
the  manufacturer  approximately  $1 0,000 
per  year  to  maintain  in  value-added 
network  charges,  data  maintenance,  and 
hardware.  Once  the  company  outsourced 
the  service,  linking  to  suppliers  was  han- 
dled by  the  outsourcer,  and  that  $3  million 
cost  became  savings. 


technologies  and  services  -  even  beyonc 
real  savings  -  is  the  ability  to  make  mor^ 
informed  choices.  "Knowledge  is  power,' 
says  Schmitt.  "Today's  market  dynamic 
change  so  quickly.  The  only  way  for  cor 
panies  to  win  is  to  use  the  technology  fl 
leverage  the  knowledge  they  have,  both 
inside  and  outside  of  the  corporation." 
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Business  and  technology  executives  trust  AMR  Research  to  provide  the  information  they  need 
to  more  effectively  use  technology  to  improve  business  processes.  Hundreds  of  clients  rely  on 
AMR  Research's  industry-specific  expertise  to  quickly  and  confidently  make  critical  technology 
decisions  while  lowering  risk,  saving  time  and  reducing  cost.  AMR  Research  also  helps  software 
application  providers  better  meet  the  demands  of  large  enterprises.  For  more  information  about 
AMR  Research,  visit  http://www.amrresearch.com. 
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Successful  outsourcing  of  these  services 
requires  savvy  supplier  management  skills. 
"It's  a  question  of  how  well  you  can  set 
expectations,  agree  on  key  performance 
measurements,  and  even  describe  your 
business  needs,"  says  Fontanella.  "Can  you 
tell  the  transportation  outsourcer  what  your 
peaks  are  in  terms  of  shipments  or  activity? 
Thafs  a  critical  but  uncommon  skill." 

Perhaps  the  most  impressive  outcome  of 
the  use  of  strategic  transportation  sourcing 
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guarantee  more  than  just  bottom  line  results. 
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When  shown  a  product 
that  is  admired  and  in  demand,  the 
subject  has  a  burst  of  brain  activity 
in  the  frontal  lobe 
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MARKETING  SMARTS 


testing  how  people 
react  to  what's  cool 


Journey  to  the 
Center  of  the  Mind 

"Functional55  MRI  is  yielding  a  clearer 
picture  of  what  thoughts  look  like 


THE  CLANKING  FROM 
within  the  giant  white 
magnetic  resonance  imag- 
ing (MRI)  scanner  sounds 
like  somebody  banging 
a  wrench  on  a  radiator. 
"Tommy,"  a  healthy  8- 
year-old,  is  halfway  inside  the  machine's 
round  chamber,  and  his  little  white-sweat- 
socked  feet  keep  time  with  the  noise.  A 
mirror  on  a  plastic  cage  around  his  head 
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will  allow  him  to  see  images  and  video. 
During  the  next  45  minutes,  Dr.  Goli- 
jeh  Golarai,  a  researcher  at  Stanford  Uni- 
versity, will  ask  Tommy  to  hold  his  feet 
still,  as  she  directs  a  computer  to  flash  pic- 
tures at  him,  including  faces  of  African 
American  men,  landscapes,  faces  of  white 
men,  then  scrambled  faces  in  a  cubist  re- 
dux.  When  the  boy  thinks  he  sees  the 
same  image  twice,  he  pushes  a  button. 
The  machine  is  tracking  the  blood  in  his 


The  same  person,  viewing 
an  unexciting  and  unpopular  product, 
produces  no  frontal-lobe  activity 


BCD 

icer 
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brain  as  it  flows  to  the  neurons  he  is  us 
to  perform  the  assigned  task. 

When  Golarai's  software  is  done 
lyzing  the  data,  she'll  have  nothing  1 
than  a  set  of  snapshots  of  the 
thoughts,  pinpointing  exactly  what  p 
of  his  brain  recognizes  faces.  "There 
those  feet  again,"  chuckles  Tommy's 
ther,  watching  from  the  control  room. 

There  was  a  time  not  long  ago  when 
MRI  scan  of  a  child's  brain  would  not  be 
lighthearted  affair.  The  technology  ha  * 
been  used  since  the  1980s  to  detect  injul 
or  disease  in  patients  suffering  froi 
symptoms  such  as  seizures,  paralysis,  c   J™ 
severe  headaches.  But  in  just  the  past  fa   n,ea 
years,  manufacturers  have   develope    cil 
stronger  MRI  magnets  and  more  sophis  £ 
ticated  software  that  can  sort  through 
flood  of  subtle  signals  the  scans  collect.    ""P! 

The  upshot  is  that  this  imaging  tech  a 
nology  has  leaped  far  beyond  its  rool 
looking  for  lumps  and  shadows.  Psychi 
trists  are  now  studying  the  mental  acti 
ties  of  patients  suffering  from  depn 

and   other   emotional  ills.   Basj    * 


sion 


researchers   are   rolling   thousands   c 


it: 


3  Capella  University 


Ithy  subjects  like  Tommy  into  MRI 
Ihines  in  order  to  explore  the  very 
Ince  of  mind,  asking  them  to  think, 
Ide,  feel,  and  learn  inside  the  scanners. 
Irma  companies  hope  the  new  "func- 
lal"  MRI  (fMRl)  technology  will  en- 
ice  drug  development.  Law  enforce- 
lit  experts  hope  it  could  become  a 
re  accurate  lie  detector.  Even  our 
It  private  tastes  and  impulses  are  un- 
Iscrutiny  as  so-called  neuromarketing 
ksoflf. 

K-ME-UP 

E  BENEFITS  IN  psychiatric  diagnosis 

treatment  alone  may  be  revolution- 

I  Psychiatrist  Ned  H.  Kalin,  director  of 

klthEmotions  Research  Institute  at 

I  University  of  Wisconsin  at  Madison, 

[been  imaging  the  brains  of  depressed 

[ents  who  are  taking  the  antidepres- 

[t  Effexor.  Kalin  and  his  colleagues 

e  found  that  the  drug  works  specifi- 

w  on  the  anterior  cingulate,  a  region 

he  brain  involved  in  focused  attention 

conflict.  They  also  found  that  de- 

bsed  patients  whose  anterior  cingu- 

s  were  more  active  before  taking 

the  drug  responded 

better  to  it. 

That's  powerful 
PQlCf  Q  information,  since 
it  can  take  weeks  for 
antidepressants  to 
show  an  effect  and 
about  30%  of  pa- 
tients never  benefit. 
"Physicians  in  the 
future  will  be  able 
to  predict  which  pa- 
tients will  be  the 
best  candidates  for 
idepressants  simply  by  looking  at 
in  scans,"  says  Kalin.  Adds  Lindsey 
ver,  Global  Manager  of  MR  at  General 
ctric  Co.:  "There  is  an  opportunity  for 
U  to  play  a  major  role  in  diagnosing 
chiatric  disorders  and  monitoring 
ig  treatments."  GE,  along  with 
mens  and  Philips  Medical  Systems, 
ke  the  multimillion-dollar  scanners 
t  make  fMRl  possible. 
Die  same  kind  of  excitement  is  palpa- 
in  the  field  of  developmental  neuro- 
jnce.  Unlike  other  brain-scanning 
hnologies,  such  as  positron  emission 
lography  (PET),  which  exposes  pa- 
its  to  radiation,  fMRl  simply  tracks  the 
ponse  of  brain  tissue  to  magnetic 
ds.  It's  noninvasive  and  believed  to  be 
rniless.  That  means  even  very  young 
Idren  can  be  scanned— and  scanned 
eatedly  as  they  grow  older. 
h  her  current  study,  Golarai  is  scan- 
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ning  kids  8  to  18  to  examine  what  part  of 
the  brain  they  use  to  recognize  faces  and 
whether  this  changes  over  time.  Golarai  is 
also  trying  to  determine  if  children,  like 
adults,  recognize  faces  of  their  own  race 
more  accurately.  For  the  first  time,  it's 
possible  for  researchers  to  examine  bio- 
logical evidence  about  whether  humans 
are  hardwired  to  recognize  their  own 
racial  characteristics  or  whether  they 
learn  to  do  it.  "It's  at  the  heart  of  the  na- 
ture-nurture debate,"  she  says. 

Teasing  apart  the  mechanics  of  learn- 
ing will  be  another  important  contribu- 
tion of  fMRI.  Last  year,  researchers  in 
Stanford  psychologist  John  D.  E.  Gabri- 
eli's  lab  showed  that  dyslexic  children 
have  different  brain  patterns  from  kids 
who  read  normally.  But  their  brains  can 
be  rewired  to  perform  better  with  train- 
ing. It  costs  more  than  $500  to  do  a  scan 
in  the  research  setting,  but  "if  imaging 
could  really  predict  who  would  struggle 
at  reading,  it  might  not  be  so  extra- 

Hot  Areas  for 
Brain  Imaging 

MEDICAL  DIAGNOSIS  Many  mental 
disorders  are  difficult  to  diagnose  by 
symptoms  alone.  Functional  imaging 
helps  build  a  database  of  normal  and 

abnormal  brain  function,  so  that  doctors  can  better 

identify  what's  wrong. 

R  MARKETING  Researchers  at  Harvard, 
Emory,  Caltech,  and  Baylor  are  exploring 
"neuromarketing,"  using  fMRI  to  analyze 
the  brains  of  consumers  looking  at 
different  products  and  marketing  messages. 

SURGICAL  PLANNING  Since  every  brain  is 
a  little  different,  surgeons  are  using  fMRI 
to  identify  functional  areas  in  a  patient's 
brain— areas  involved  in  speech,  say,  or 
vision-to  avoid  damaging  them  during  surgery. 

DRUG  DEVELOPMENT  Scans  let  drug 
developers  zero  in  on  compounds  that 
work  in  the  brain  region  they're  targeting. 
fMRI  could  shorten  the  dose-adjusting 
phase  for  patients  who  have  been  prescribed  drugs. 

MONITORING  The  technology  could  shed 
light  on  key  development  stages  in  the 
brain.  One  goal:  to  identify  learning 
disabilities  early  on,  treat  them,  and 
monitor  how  well  the  therapies  are  working. 

LIE  DETECTION  Researchers  at  the 
University  of  Pennsylvania  and  elsewhere 
hope  fMRI  will  pinpoint  what  goes  on  in 
the  brain  when  people  tell  lies.  One  snag: 
Subjects  must  be  willing,  since  they  must  hold  still. 


vagant"  for  children  to  be 
scanned  at  very  young  ages, 
observes  Gabrieli. 

Almost  weekly,  scientific 
journals  trumpet  new  find-' 
ings  across  a  wide  swath  of 
brain-related  turf.  In  Febru- 
ary,  Columbia   University 
psychologist  Tor  D.  Wager 
produced  imaging  evidence 
of  mind   over   matter   in 
the   journal    Science.    Re- 
searchers have  long  been 
divided  over  the  "placebo  effect"  and 
whether  some  patients  just  report  feel- 
ing better  when  they  really  don't.  Wager 
says  when  subjects  in  his  imaging  trial 
were  given  a  placebo  but  believed  they 
had  been  given  a  pain-relieving  cream, 
there  was  less  activity  in  the  pain-per- 
ceiving areas  of  their  brains  after  a  small 
electric  shock  and  more  in  the  subjects' 
lateral  prefrontal  cortex,  a  region  associ- 
ated with  self-control.  That  region  could 
represent  a  target  for  re- 
searchers trying  to  develop 
therapies  that  "engage  our 
own  willpower,"  he  explains. 
As  the  technology  is  ap- 
plied more  broadly,  the  busi- 
ness of  peering  into  the  intri- 
cacies     of     thought      and 
emotion  raises  ethical  con- 
cerns.   One    intriguing    yet 
controversial  use  of  fMRI  is 
probing    consumer    prefer- 
ences—a   technique    some- 
times   called    neuromarket- 
ing. At  California  Institute 
of    Technology,    researcher 
Steven  R.  Quartz  is  using 
fMRI    to    explore   how   the 
brain  perceives  a  cool  product 
vs.  an  uncool  one.  Among 
portable  MP3  players,  "the 
[Apple]  iPod  is  by  far  the 
market  leader.  What  about 
that  gives  us  a  different  kind 
of  signal  in  the  brain?"  he 
asks.  Quartz  also  has  formed 
a  company  that  will  offer  a 
service  to  Hollywood  studios, 
imaging  the  brains  of  test  au- 
diences as  they  view  movie 
trailers  to  see  which  generate 
the  most  brain  buzz. 

BrightHouse  is  an  "idea- 
tion consultancy"  in  Atlanta 
that  used  fMRI  facilities  at 
Emory  University's  neuro- 
science  labs  to  conduct  a 
study  on  how  consumer 
preferences  for  different  kinds 
of  products— ranging   from 


Critics  say 
if s  unethical 
to  use 
medical 
scans  for 
marketing 


broccoli  to  trucks— tr 
with   activity   in   diffei 
parts  of  the  brain.  CEO  J 
Reiman  insists  the  comp: 
never  scanned  people  re; 
ing  to  client  products.  Ni 
ertheless,  consumer  wati 
dog  Gary  Ruskin,  executi 
director   of  Commerc 
Alert,  complained  to  Era 
that  "it's  wrong  to 
medical  technology  for  mi 
keting,  not  healing."  Emoi 
officials   responded   that   the   researc 
would  be  made  public,  and  was  of  "fun 
damental  scientific  interest." 


TREAD  CAREFULLY 

THERE  ARE  OTHER  ethical  concerns 
chief  among  them  privacy.  Stanfofl 
neurobiologist  Donald  Kennedy,  form* 
head  of  the  Food  &  Drug  Administratis 
and  current  editor  of  Science,  has  urge 
researchers  to  tread  carefully  in  colled 
ing  brain  data.  "Far  more  than  ou 
genomes,"  Kennedy  told  the  Sociel 
for  Neuroscience  last  fall,  "our  brains  ai 
us,  marking  out  the  special  character  ( 
our  personal  capacities,  emotions,  an 
convictions ...  As  to  my  brainome, 
don't  want  anyone  to  know  it  for  an 
purpose  whatsoever." 

Inevitably,  insurers  and  employers  wl 
want  access  to  scan  data.  And  so  may  la* 
enforcement.  At  the  University  of  Perm 
sylvania,  psychiatrist  Daniel  D.  Lan* 
gleben  has  found  that  specific  areas  in  thj 
front  of  the  brain  light  up  when  subject 
knowingly  tell  falsehoods.  It's  too  soon  t 
know  how  reliable  fMRI  would  be  as 
truth  machine. 

One  limitation  of  fMRI  today  is  tha 
most  studies  are  based  on  small  numba 
of  patients  whose  results  are  average* 
That's  because  there  isn't  enough  of 
data  repository  on  how  most  "normal! 
brains  behave  to  say  definitively  what  an] 
individual  scan  means.  In  other  word 
instant  diagnoses— not  to  mention  mim 
reading— is  many  years  in  the  future. 

Still,  it's  thrilling  to  consider  what  wi 
become  of  the  scanning  informatio 
provided  by  the  healthy  little  bo; 
in  the  white  sweat  socks.  Researcher! 
believe  the  data  are  contributing  to 
knowledge  base  that  someday  will  hel 
doctors  diagnose  and  treat  a  child  who  i 
not  so  healthy.  Or  it  may  yield  fund 
mental  insights  into  such  phenomena  a 
racism.  That  potential  is  what's  drivin 
these  reconnaissance  missions  deep  in? 
side  the  human  mind.  ■ 

By  Joan  O'C.  Hamil 
in  Palo  Alto,  G 
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LAWSON 

It's  Time. 


"We  thought  deploying 
more  than  65  applications 
smoothly  was  everything 
we  could  ask  for.  But,  with 
Citrix,  we  also  saved  over 
$10  million  in  five  years." 


Anthony  Lackey,  CTO 
ABM  Industries 


INFRASTRUCTURE  FOR  THE  ON-DEMAND  ENTERPRISE 

With  over  $2.1  billion  in  annual  sales  and  more  than 
62,000  employees,  ABM  Industries  is  one  of  the 
largest  facility  services  contractors  on  the  NYSE. 
With  their  growth  came  the  increasing  need  to  get 
more  information  to  more  people  faster.  Not  easy, 
after  decades  of  accumulating  a  patchwork  of 
IT  infrastructure.  So,  like  99%  of  the  Fortune 
500,  ABM  turned  to  Citrix*  software  to  deploy 
applications  centrally  for  secure,  easy,  and  instant 
access  to  business-critical  information — anywhere, 
anytime,  from  any  device.  We  call  it  the  on-demand 
enterprise.  And  it's  helping  over  120,000  of  our 
customers  save  money  and  reduce  IT  complexity. 
To  learn  what  Citrix  can  do  for  your  business,  call 
888-820-7918  or  visit  www.citrix.com. 


CITRIX 
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SciTech  Developments  to  Watch 


ITEDBY 
IL  GROSS 


MNOVATIONS 


almprintsand 
Doming  Extinction 

►  Each  day,  U.S.  law- 
forcement  agencies  check 
ousands  of  fingerprints 
covered  from  crime  scenes 
ainst  prints  stored  in 
Ijctronic  databases.  As 
ny  as  one-third  may 
entually  be  matched  with 
nts  on  file.  But  that  "hit 
e"  is  bound  to  improve  as 
lice  departments  integrate 
Imprint  searches.  About 
%  to  40%  of  prints  at 
ime  scenes  come  from  the 
Im,  according  to  NEC 
ilutions  (America),  which 
3ims  upwards  of  60% 
rket  share  for  automated 
gerprint  ID  systems 
in  the  U.S.  Demand  for 
palmprint 
ntegration  is 
booming,  says 
NEC.  The  latest 
convert: 
California's 
Justice  Dept., 
whose  data- 
base of 
14  million 
fingerprints  is  the 
^vv    largest  of  any  state. 

»  Nature  reports  that 
)0  critically  endangered 
ecies  of  birds,  mammals, 
rtles,  and  amphibians  are 
itirely  unprotected 
roughout  their  ranges, 
prringamajorconser- 
tion  initiative,  many  will 
;come  extinct  in  coming 
;cades, according  to  the 
:nter  for  Applied 
odiversity  Science,  which 
d  the  study  bringing 
gether  21  scientists  at  15 
ganizations.  The  list  of  the 
grid's  rarest  animals 
eludes  species  of  fruit  bats 
l  the  Comoros  Islands  in 
e  Indian  Ocean,  colorful 
Dg  species  on  Madagascar, 
id  yellow-eared  parrots  in 
e  Colombian  Andes. 


DATABASES 


A  SEARCH  ENGINE 
FOR  DOOHICKEYS 


ENGINEERING  databases  have 
grown  so  bloated  that 
designers  and  engineers 
could  use  a  more  efficient 
way  of  tracking  down  specific 
part  designs.  Soon  they'll  get 
new  software  that  functions 
like  a  graphics-based  version 
of  Google. 

The  shape-searching 
system  was  developed  at 
Purdue  University  by 
mechanical  engineer  Karthik 
Ramani's  team.  It  works  by 
converting  existing  computer 
models  of  industrial  parts 
(above)  into  connect-the-dot- 
style  drawings.  Then  the 
three-dimensional  dot 
patterns  are  translated  into 
computer  code  that  Ramani's 


HEART  HEALTH 

SECOND-HAND 
SMOKE:  A 
QUICK  STUDY 

WHEN  HELENA,  Mont., 

imposed  a  ban  on  public  and 
workplace  smoking  in  June, 
2002,  and  then  overturned  it 
six  months  later,  the  city 
created  the  conditions  for  a 
remarkable  study.  During  the 
brief  ban,  two  doctors 
suspected  that  the  number  of 
heart  attacks  they  treated  had 
dropped.  They  teamed  up 
with  Stanton  Glantz,  a 
cardiologist  at  the  University 
of  California  at  San 
Francisco,  to  collect  data. 
The  results,  published 
online  in  the  British  Medical 


system  can  swiftly  analyze. 

Once  the  parts  in  a 
database  are  converted,  an 
engineer  can  draw  a  freehand 
sketch  and  the  search  engine 
will  find  and  display  similar 
parts.  Makers  of  office 
products,  cars,  and  airplanes 
have  databases  holding 
millions  of  parts.  Many  were 
needlessly  created  from 
scratch  because  a  similar 
design  already  on  file  couldn't 
be  found.  Ramani  predicts 
his  baby  will  eliminate  most 
such  wasted  effort— and 
encourage  greater  design 
reuse.  The  software  has  been 
licensed  to  start-up 
Imaginestics  in  Purdue's 
Research  Park.        —Otis  Port 


Journal  on  Apr.  5,  are 
striking.  Heart  attack 
admissions  dropped  40% 
when  the  ban  was  in  place— 
from  40  per  six  months  to 
24— and  bounced  up  when 
smoking  resumed.  The  shifts 
make  sense,  Glantz  says. 
Researchers  know  that 
second-hand  smoke  causes 
heart  rates  to  rise,  blood 
vessels  to  dilate  less 
easily,  and  blood 
components  to  be 
stickier— all  raising 
the  risk  of  heart 
attacks.  "This  is  a 
very  powerful 
finding,"  says  Glantz. 
"It  shows  you  get  big 
immediate  impacts 
on  a  major  health 
endpoint,  heart 
attacks."  -John  Carey 


BUILDING 
A  BETTER 
GERM 
KILLER 


SINCE  THE  mid-1980s, 
researchers  have  been  trying 
to  find  medical  applications 
for  magainin,  a  compound 
secreted  in  the  skin  of  African 
clawed  frogs  that  has  strong 
antibacterial  properties.  Some 
experimental  drugs  based  on 
this  complex  molecule  have 
had  drawbacks:  They  were 
expensive  to  synthesize  and 
hard  to  customize  for  specific 
ailments. 

Chemist  Robert  Doerksen 
and  his  colleagues  at  the 
University  of  Pennsylvania 
say  they  have  found  a  way 
around  these  problems. 
Using  supercomputers  to 
predict  the  effects  of 
improving  on  nature's  work, 
they  simplified  the  molecule, 
added  groups  of  amino  acids 
to  reduce  toxicity,  and  tested 
the  results  on  living  cells.  In 
addition  to  drugs,  Doerksen 
says  the  improved  com- 
pounds could  lead  to  germ- 
proof  coatings  for  kitchens 
and  bathrooms.  The 
university  has  licensed  its 
patents  to  Bryn  Mawr  (Pa.)- 
based  PolyMedix. 
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Here  Comes 
Broadband  John 

Kerry  is  set  to  roll  out  an  ambitious  plan 
to  boost  high  tech— and  woo  Silicon  Valley 


JOHN  KERRY  DOESN'T 
claim  he  invented  the  Inter- 
net—but he  has  long  recog- 
nized its  value.  Back  in  the 
mid-'90s,  he  was  agitating 
to  bring  high-speed  data 
lines  to  rural  Massachusetts 
and  promoting  tech-friendly  policies  in 
the  Senate.  So  while  he's  not  a  full-blown 
geek  like  Al  Gore,  Kerry  is  comfortable  in 
libertarian  Silicon  Valley,  which  he's  visit- 
ed 16  times  in  the  past  three  years,  as  well 
as  on  Boston's  Route  128.  His  message  to 
the  shrunken  industry:  I  feel  your  pain. 

Now,  the  likely  Democratic  Presiden- 
tial nominee  plans  to  take  his  pro-tech 
message  to  the  national  stage.  In  a 
speech  scheduled  for  mid-April,  he  will 
unveil  his  plan  to  bolster  the  industry. 
Among  the  ideas  he's  likely  to  propose:  a 
national  broadband  strategy  to  promote 
superfasi  Web  connections,  tax  breaks  for 
investments  in  startups,  and  more  feder- 
al dollars  for  research  that  can  foster  lu- 
crative commercial  spin-offs.  His  goal: 
Woo  techies— and  draw  a  sharp  contrast 
with  President  George  W  Bush,  who 
many  in  techdom  say  hasn't  lifted  a  finger 
to  help  them. 

THE  UPSCALE  SWING  VOTE 

RETOOLING  GORE'S  approach  for  the 
post-bubble  era,  Kerry  claims  his  tech 
policies  will  leverage  small  federal  invest- 
ments into  a  big  economic  impact.  He's 
counting  on  tech  for  1  million  of  the  10 
million  new  jobs  he  claims  his  economic 
policies  will  create.  Kerry's  tech  brain 
trust— which  includes  veterans  of  Gore's 
White  House  staff— says  cutting-edge  in- 
novation will  create  jobs  that  are  immune 
to  outsourcing  to  low-wage  countries. 

Politically,  Kerry's  strategy  could  offer 
several  payoffs.  Although  tech  executives 
have  dialed  back  political  giving  since  the 


glory  days,  they  still  have  deep    GEEK-STROKING  Kerry 
pockets,  and  many  of  the  most  vo-    pulled  in  $3  million 
cal  support  Democrats.  As  of  Feb.    at  this  San  Francisco 
29,  Bush  had  raised  $3-5  million 
from  the  tech  industry,  \  s.  Kerry's 
$1.1  million.  But  a  Mar.  29  fund-raiser  in 
San  Francisco  raked  in  $3  million  for  Ker- 
ry, according  to  his  California  finance 
chief,   Mark  Gorenberg,  a  partner  at 
Hummer  Winblad  Venture  Partners  in 
San  Francisco. 

More  broadly,  Kerry  hopes  a  high-tech 
sheen  will  appeal  to  upscale  swing  vot- 
ers—both within  the  industry  and  among 
active  users  of  its  products.  And  tech 


plays  into  Kerry's  overall  theme: 
tackling    specific   economic   problei 
while  Bush  just  offers  broad  tax  cuts. 

Kerry  backers  in  the  tech  industr 
complain  that  Bush  stood  on  the  sidl 
lines  as  the  sector  went  bust,  los 
1  million  jobs  nationwide.  "The  o 
problem  Bush  solved  was  the  traffic 
Silicon  Valley,"  says  Wade  Randlett,  cri 
of  San  Francisco-based  Web  consultia 
firm  Dashboard  Technology.  Bush's  tJ 
cuts  didn't  distinguish  between  potai 
chips  and  silicon  chips— and  tech  exe^ 
argue  that  the  2003  dividend  rate 
steered  investors  away  from  gro 
stocks  like  theirs. 

What's  more,  Bush's  budget  propos^ 
to  ax  the  Advanced  Technology  Prog 
which  provides  earl 
stage  funding,  and 
tinues  to  flat-line  fede 
research  spending  on 
physical  sciences.  Bus] 
nod  to  the  Religio 
Right  has  stymied  ste: 
cell  research.  And  De 
ocrats  charge  Bush 
short-changing  edu 
tion  for  the  workforce 
the  future. 

Bush  supporters 

those  attacks  are  off 

get.  "The  success  or  f 

ure  of  technology  is 

decided  by  activism 

Washington,"   says 

mer   Bush  Adminis 

tion    official    Bruce 

Mehlman,  now  executr 

director  of  the  Compu 

Systems  Policy  Proj 

which  lobbies  for  boo 

ing  R&D.  Faced  wi 

slump,  the  President 

cused  on  spurring  b 

ness  investment  that 

fill  tech's  order  boo! 

he  says.  And  Bush 

pursued  deregulatio 

from    freeing    up 

waves  for  more  commi 

cial  use  to  unshac 

the    Bells'    broadb 

business  to  trying  to 

in  product-liability  lawsuits. 

The  GOP  is  also  counting  on 
rhetoric  that  ticks  off  some  techies. 
Democrat    has    demonized    "Ben 
Arnold  CEOs"  who  send  jobs  offshore 
has  backed  expensing  of  the  indu 
prized  employee  stock  options, 
you  tee  off  on  Benedict  Arnolds, 
probably  have  to  play  a  few  rounds  befol 
you  interest  the  business  community] 
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!pes  where  you  go.  It  works  how  you  work. 
vered  by  Intel  -  CentrinoIM  Mobile  Technology,  the  HP  Tablet  PC 
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ional  station;  it's  a  desktop.  Or  use  it  as  a  slate  that  recognizes  your 
idwriting.  The  versatile  HP  Tablet  PC.  It's  all  you  need  to  take  to  work  today. 
II  1-800-888-0174  or  visit  www.hp.com/go/wwtpc. 
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says  John  Endean,  president  of  the  Amer- 
ican Business  Conference,  which  repre- 
sents midsize  growth  companies. 

But  Kerry's  newfound  populism  ob- 
scures his  tech-friendly  record  in  the  Sen- 
ate. He  was  one  of  the  first  lawmakers  to 
back  the  industry  on  issues  such  as  Inter- 
net taxation.  And  with  strong  ties  to 
Route  128,  Kerry  has  long  championed  a 
permanent  R&D  tax  credit,  more  federal 
funding  for  research,  and  a  zero  capital- 
gains  tax  when  investors  hold  stock  in 
startups  for  four  years  or  longer— all  poli- 
cies designed  to  boost  innovation. 

A  NEED  FOR  SPEED 

KERRY  WILL  ADVANCE  similar  proposals 
as  a  Presidential  candidate.  But  his  new 
idea  is  his  vow  to  make  the  U.S.  the 
world's  leader  in  access  to  superfast 
broadband.  Zippier,  universal  connec- 
tions could  revolutionize  education, 
health  care,  and  commerce,  Kerry  aides 
say.  According  to  sources  close  to  the 
campaign,  Kerry  will  likely  propose  a  se- 
ries of  federal  levers  to  get  truly  fast 
broadband  into  more  households.  They 
include  tax  credits  for  companies  that  de- 
ploy next-generation  speeds— boosting 
today's  1  to  3  megabit-per-second  data 


transfers  to  as  much  as  20  megs.  He  will 
also  encourage  the  feds  to  free  up  more 
airwaves  for  new  wireless  technologies  to 
compete  with  cable  and  phone  companies 
and  drive  down  prices.         s 

Projects  under  consideration  include 
Health  Net,  a  high-speed  network  to  con- 
nect health-care  organizations,  and  a 


Tech  Support 

How  Kerry  would  pump  up  high  tech 

TAXES  Make  the  R&D  tax  credit  permanent  and 
exempt  investors  in  startups  from  taxes  on 

multiyear  capital  gains  to  create  future  jobs. 

FEDERAL  R&D  Boost  R&D  funding  for  physical 

sciences,  which  has  hovered  around  $5  billion  in 
constant  dollars  since  1989,  to  foster  new 
technologies  with  commercial  potential.  Spend 
more  on  DARRA  and  reverse  Bush's  plan  to  ax  the 
Advanced  Technology  Program. 


BROADBAND  Give  tax  credits  to  companies  that 
offer  very-high-speed  Internet  access  and 
broadband  in  rural  America.  Open  more  airwaves 
for  next-generation  wireless  to  compete  with  cable 
and  DSL  and  drive  down  prices.  Fund  research  into 
broadband  uses  in  health  care  and  education. 

Data:  John  Kerry  for  President.  BusinessWeek 


broadband  version  of  the  Clinton-Go 
program  to  bring  Web  access  to  schoc 
and  libraries.  And  Kerry  may  push  tj 
breaks  and  the  creation  of  rural  coopei 
tives  to  deliver  affordable  broadband 
the  hinterlands. 

Bush  stole  some  of  Kerry's  thunder  t 
Mar.  26  with  a  hasty  announcement  th 
he  will  back  "universal,  affordab 
broadband  by  2007."  Still,  Ker 
will  play  up  the  Administratior 
lack  of  a  clear  national  policy  f 
high-speed  broadband.  But  ] 
must  tread  carefully.  While  soil 
lobbying  groups,  such  as  TechNJ 
have  long  prodded  the  feds  to  pij 
mote  broadband,  many  techies  pij 
fer  Bush's  hands-off  approach. 

The  tech  industry  has  long  hi 
an  uneasy  relationship  with  Was! 
ington— prospering  on  the  projl 
ucts  of  Uncle  Sam's  research  yetj 
the  same  time  insisting  that  innj 
vation  thrives  when  governmej 
doesn't  butt  in.  Kerry  vs.  Bin 
gives  them  a  chance  to  decide  wbl 
they  really  believe.  ■ 

-By  Catherine  Yam 

with  John  Carey,  in  Washingta 

and  with  Rob  Hofin  Silicon  Volt 
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►      HOLD      UP     TOMIRROR.     ANSWER      HONESTLY.    « 


Soul  searching.  It  starts  with  a  lingering  question.  And  an  answer  you  may  not  like.  But  the  power  to  change  the  ouWoVney 
is  in  your  hands.  Wharton's  executive  education  programs  offer  a  breadth  and  depth  of  knowledge,  giving  you  the  ability 
to  approach  each  new  challenge  — and  question— with  confidence. The  right  answers  can  change  the  world.  Will  you? 
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UPCOMING     EXECUTIVE     EDU 

Executive  Development  Program 

May  2  -  14,  2004 
September  12-24,  2004 

Women  in  Leadership:  Legacies, 
Opportunities,  and  Challenges 

June  7-  11,2004 


rkshop: 

Barg.i  ring  for  Advar 
July  2.      30,  ^ 
October  24  -  25.  2 

The  Directors'  Consortium 

August  25  -  27,  2004 


Wharton 

University  of  Pennsylvania 

Aresty  Institute  of  Executive  Education 


215.898.1776  ext.  4047  or  800.255.3932  ext.  4047 
http://execed.wharton.upenn.edu/4047 
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Evan  Trost,  M.D. 

2nd  year  Resident,  Scottsdale  Healthcare  (AZ) 


Evan  Trost  has 

a  love  for  the  outdoors 

a  fascination  with  model  planes 

a  residency  in  family  medicine 

and  Tourette  Syndrome. 

Dr.  Evan  Trost  is  a  dedicated  and  committed 
young  M.D.  specializing  in  wellness  and 
preventative  medicine  in  Scottsdale,  Arizona. 
((H))  Patients  -  especially  kids  -  spark  to 
Evan's  openness  and  compassionate  bedside 
manner.  ({IK))  Evan  also  happens  to  be  one  of 
the  hundreds  of  thousands  of  Americans  to  have 
been  born  with  Tourette  Syndrome -an  often 
misdiagnosed  and  misunderstood  neurological 
disorder  that's  a  lot  more  common  than  you 
think.  ((H))  You  may  know  or  have  seen  some- 
one with  TS  symptoms  -  they  sometimes  make 
sudden,  often  strange,  physical  movements  or 
vocal  sounds  that  they  just  can't  help.  ((H)) 
People  with  TS  are  not  psychologically  impaired, 
less  intelligent,  obstinate  or  purposefully 
disruptive.  And  contrary  to  what  you  may  have 
heard,  fully  85  to  90  percent  are  not  prone  to 
using  inappropriate  language.  ((H))  Research 
continues  to  explore  the  causes  of  Tourette 
Syndrome,  and  hopefully,  the  day  will  come 
soon  when  we  can  find  better  treatments  and 
the  cure.  (i<K))  But  until  then,  if  you  come 
across  someone  who  has  TS,  please  remember 
that,  like  Dr.  Evan  Trost,  that  person  has  a 
whole  lot  more. 

//yj\\  tourette  syndrome 
Wlra//  association,  inc. 

Tourette  Syndrome  Association,  Inc. 

42-40  Bell  Boulevard      Suite  205 

Bayside  New  York  11361 

1  888  4  TOURET     http://tsa-usa.org 


In  Africa, 

How  Long  You  Live 
Is  Measured  By 
How  Many  Friends 


You  Have 
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Without  friends  to  protect  them,  these  gentle  giants  are  being  slaughtered 
by  poachers  to  the  brink  of  extinction.  Just  for  their  ivory.  Join  Friends  of 
Animals  to  step  up  anti-poachihg  assistance  programs  so  that  elephants 
may  live  in  peace  and  protection.  Be  a  friend  for  life.  Call  203.656.1522 
or  visit  friendsofanimals.org 


Glenfiddich 
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independent 
spirit. 


THIS  IS  THE  STORY  of  a  single  malt  whisky  made  without  compromise. 

Distilled  by  an  independent  family  company.  Matured  at  its  own 

Highland  distillery  for  a  full  12  years.  Bottled  as  Glenfiddich, 

which  means  'valley  of  the  deer.'  Discover  it.  Savour  it.  Enjoy  it. 


Martha  Groszewski,  CFO,  Patagonia 


The  bank  of  Martha 


helps  Patagonia  weather  any  economic  climate 


lets  them  manage  cash  flow  via  the  web 


offers  the  expertise  of  a  dedicated  relationship  manager 


knows  how  to  tailor  financing  solutions 


fits  like  a  Windzone  fleece  glove. 


Invest  in  you 
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ude,  You're 
letting  a  Printer 

dl's  printer  business  is  puny  next  to 
P's,  but  it's  quickly  gaining  ground 


rOM  ALMY  IS  A  DREAM 
customer  for  Dell  Inc.  The 
electrical  engineer  has  five 
Dell  PCs  in  his  suburban 
Portland  (Ore.)  home,  and 
he  was  one  of  the  first  peo- 
ple to  snap  up  one  of  Dell's 
ters  after  their  debut  last  March.  No 
ter  that  he  can  only  buy  replacement 
cartridges  online  or  over  the  phone 
!  Dell  doesn't  sell  through  retail 
s.  He  says  it's  less  hassle  than  refilling 
jld  Hewlett-Packard  printer,  thanks  to 
t-in  software  that  detects  when  he's 
ling  low  and  automatical- 
rects  him  to  the  right  car- 
le on  Dell's  Web  site.  Dell 
\  ships  the  $29.95  part  to 
for  free.  "Ifs  like  gas  in 
car,"  says  Almy.  "I  don't 
until  I  run  out" 
ook  out,  HP:  Loyal,  Web- 
y  customers  like  Almy  are 
ng  PC  kingpin  Dell  a  lift 
s  nascent  printer  line.  The 
ipany  sold  1.5  million 
iters  in  the  last  nine 
iths  of  2003,  according  to  Gartner 
By  the  fourth  quarter,  it  had  a  3% 
■ket  share  in  inkjets,  fifth  behind  HP, 
on,  Lexmark,  and  Canon.  And  while 
sold  just  31,670  laser  models  in  the 
th  quarter,  compared  with  nearly 
illion  for  Hewlett-Packard  Co.,  execu- 
3  say  demand  is  accelerating  weekly, 
lysts  predict  Dell's  printer  sales 
old  more  than  double  this  year,  to  be- 
en 3  and  4  million  units,  and  revenue 
old  near  $1  billion.  Dell's  execution 
been  "almost  flawless,"  says  Gartner's 
:r  Grant. 

Tiis  drive  is  part  of  Dell's  strategic 
to  diversify  beyond  PCs  into  every- 
g  from  corporate  data  storage  gear  to 
met  music  downloads.  But  there's 


also  a  more  Machiavellian  motive:  drain- 
ing profits  from  rival  HP,  which  gets  70% 
of  its  operating  profit  from  printers  and 
ink.  Dell  believes  its  low-cost,  direct-sales 
approach  will  allow  it  to  torpedo  prices  in 
the  printer  market— especially  for  ink  car- 
tridges, which  can  cost  as  much  in  a  year 
as  the  printer  itself.  If  lower  prices  start 
luring  HP  customers  to  Dell,  HP  will  have 
to  cut  its  own  prices  or  give  up  market 
share.  Either  way,  HP  would  risk  slippage 
in  the  rich  profits  that  have  bankrolled 
price  wars  with  Dell  in  PCs  and  servers. 
"We're  going  to  keep  the  pedal  down," 


...though  it's  still  well  behind 
HP  overall 
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says  Dell  President  Kevin  B.  Rollins. 
Granted,  Dell  is  more  pretender  than 
contender  right  now.  HP  sold  43  million 
printers  in  its  fiscal  2003,  which  ended 
Oct.  31,  about  30  times  what  Dell  sold. 
Despite  Dell's  fast  start,  HP's  printer  rev- 
enue jumped  11%,  and  it  boosted  its  over- 
all market  share  with  an  array  of  new 
models.  So  far,  Dell  hasn't  affected  pric- 
ing on  cartridges,  either,  and  HP  has  held 
its  printer  profit  margin  steady  at  16%. 
"Dell  didn't  make  any  difference,"  says 
Vyomesh  Joshi,  executive  vice-president 
of  HP's  imaging  and  printing  group. 

A  DIFFERENT  APPROACH 

YET  IN  AT  LEAST  one  hot  category,  it  did 
land  a  stinger.  Last  year,  Dell  introduced 
two  "all-in-ones"— printers  that  also 
scan,  copy,  and  fax.  As  all-in-one  sales 
soared  during  the  holiday  season,  Dell's 
U.S.  market  share  in  that  category  hit 
14.5%,  just  behind  No.  2  Lexmark.  In  the 
same  category,  HP's  share  fell  nearly  four 
points,  to  53.9%.  Now,  analysts  expect 
Dell  to  plow  into  two  other  hot  categories 
where  HP  rules:  photo  printers  and  color 
laser  printers.  Dell  execs  declined  to  dis- 
cuss upcoming  products,  but  analysts  ex- 
pect them  to  start  popping  up  this  spring. 
How  far  Dell  can  take  its  current  ap- 
proach is  an  open  question.  For  now,  Dell 
buys  printers  from  Lexmark  International 
Inc.  and  sells  them 
under  its  own  brand 
name.  This  limits 
Dell's  power  to  shave 
costs.  Dell  Imaging 
and  Printing  Vice- 
President  Tim  Peters 
says  the  company  can 
still  help  Lexmark  cut 
costs  by  helping  it 
manage  suppliers. 
Gartner's  Grant  pre- 
dicts Dell  will  one  day 
license  technology  from  a  second-tier 
printer  maker  and  build  its  own.  Peters 
says  the  company  has  no  such  plans. 

While  it  looks  for  a  way  to  shake  up 
pricing,  Dell  is  trying  to  persuade  business 
customers,  who  generate  80%  of  its  sales, 
to  try  its  printers.  But  here  Dell's  chasing  a 
moving  target.  HP  is  focused  on  innova- 
tions like  digital  printing  that  it  says  can 
save  corporations  as  much  as  30%  a  year. 
Since  last  March,  it  has  rung  up  $650  mil- 
lion in  contracts  to  manage  printing  and 
copying  for  the  likes  of  Ford  Motor  Co. 
"This  is  not  a  category  where  commoditi- 
zation"  works,  says  HP's  Joshi.  He  better 
hope  not,  because  Dell  is  determined  to 
rip  into  HP's  No.  1  moneymaker.  ■ 

-By  Andrew  Park 

April  19.  2004  I  BusinessWeek  I  87 
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Threats  abound:  Linux.  European 
trustbusters.  Key  product  delays.  Can 
Gates  &  Co.  restore  growth?  BY  JAY  GREENE 

-^  ould  you  invest  your  hard-earned  dollars  in 
'  a  company  like  this?  Its  revenues  soared  an 
average  of  36%  through  the  1990s,  but  now 
it's  heading  into  miserly  single-digit 
growth.  It  has  long  been  a  powerful  engine 
fueled  by  major  updates  of  its  products,  yet 
the  next  major  one,  an  unprecedented  five 
years  in  the  making,  isn't  expected  until  2006.  The  company  hasn't 
made  much  headway  in  newer,  promising  markets.  And  its  share 
price  is  stuck  exactly  where  it  was  in  mid-1998.  Not  buying,  huh? 
Well,  tough  luck:  You  probably  already  own  a  piece  of  this  rock. 

The  company  is  Microsoft  Corp.,  one  of  the  most  widely  held  stocks 

on  the  planet.  And  sure,  for  all  its  challenges,  this  icon  of  American 

capitalism  still  has  a  lot  going  for  it.  With  a  market  cap  of  $279  billion, 

its  valuation  is  the  second  highest  in  the  world  after  General  Electric 

3  Co.  And  it  remains  the  most  profitable  company  in  the  $1  trillion  tech 

|   industry,  pumping  out  $1  billion  a  month  in  cash. 

But  Microsoft  just  isn't  the  phenom  it  used  to  be.  After  29  years,  the 
'i  software  giant  is  starting  to  look  like  a  star  athlete  who's  past  his 
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WHERE'S  THE  GROWTH 


Business 


prime.  Growth  is  tepid.  Expansion  is  stymied.  Bureaucracy  is  a 
concern.  And  a  company  that  used  to  be  so  intimidating  it  at- 
tracted antitrust  suits  on  two  continents  seems,  well,  vulnerable. 
The  threats  it  faces  are  among  the  most  serious  in  Mi- 
crosoft's history.  For  starters,  there's  Linux,  the  software 
dubbed  "open  source"  because  the  code  is  shared  freely  by  de- 
velopers around  the  world.  With  grass-roots  and  government 
support  from  Finland  to  China,  Linux  has  become  so  popular 
that  it's  challenging  Microsoft's  core  business  as  no  rival  ever 
has.  Europe's  trustbusters  are  coming  down  hard,  too.  On  Mar. 
24,  they  smacked  the  company  with  a  ruling  aimed  at  prevent- 
ing Microsoft  from  leveraging  Windows  to  gain  ground  in  new 
markets,  which  could  keep  the  giant  tied  up  in  court  for  years. 

"LONG  WAIT"  BUT  MOST  WORRISOME  ARE  DELAYS 
of  the  new  operating  system,  the  very  heart  of  Microsoft's  busi- 
ness empire.  Code-named  Longhorn,  the  next  version  of  Win- 
dows is  an  ambitious  attempt  to  fundamentally  change  how 
people  use  computers.  But  critics  have  taken  to  calling  it  Long 
Wait.  Already,  execs  concede  that  it  won't  debut  until  2006, 
three  years  after  researcher  Gartner  Inc.  originally  expected  it  to 
ship.  That  means  Long- 
horn  will  come  out  five 
years  after  the  last  oper- 
ating system,  the  longest 
gap  ever  between  major 
Windows  updates.  And 
BusinessWeek  has  learned 
that  to  hit  even  that  tar- 
get, Microsoft  is  lowering 
its  sights  for  the  product, 
cutting  back  on  key  fea- 
tures such  as  an  innova- 
tive way  to  store  and 
search  information  on 
PCs.  "Schedule  is  a 
priority  for  the  release," 
wrote  Microsoft  Vice- 
President  Joe  Peterson  in 
a  Mar.  19  e-mail  to  em- 
ployees on  the  project. 
"[We]  expect  teams  to 
scale  back  features  to 
meet  target  dates." 

All  this  has  Wall 
Street1  s  best  and  bright- 
est penciling  in  estimates 
for  Microsoft  that  would 
have  been  an  insult  a  few 
years  back.  Never  mind 
30%,  or  even  20%  rev- 
enue growth.  The  opti- 
mistic forecast  is  for  11% 
growth  over  the  next 
few  years,  shown  here  as 
the  best-case  scenario 
(charts).  The  Wall  Street 
consensus  is  that  the 
company  will  boost  rev- 
enues 8%  a  year  through 
2006,  according  to 
Thomson  First  Call. 
That's  right  in  line  with 


W  W  The  big  question  now: 

fr  Is  Microsoft  losing  its 

decades-long  leadership 

of  the  tech  industry? 

t 

the  rate  Gartner  expects  for  the  overall  software  indust;      ,!r" 
other  words,  after  nearly  three  decades  of  outracing  the  mat  6 
Microsoft  is  expected  to  be  a  middle-  of-the-pack  perfon  mm 
"Microsoft  is  doing  what  large  companies  do— invest  in  i  P*' 
segments  while  maintaining  the  core,"  says  David  B.  YoflB  f' 
professor  at  Harvard  Business  School.  "So  far,  though,  the  R 
not  doing  it  successfully." 

The  significance  of  this  goes  way  beyond  Microsoft's  gr< 
rate.  For  almost  two  decades,  Gates  &  Co.  have  set  the  age; 
for  the  tech  industry,  the  most  dynamic  slice  of  the  U.  S.  t 
omy.  Where  Microsoft  led,  everyone  from  partners  and  rival  ^ 
Corporate  America  followed .  The  question  now  is  whether    ^  • 
crosoft  is  losing  the  dynamism  it  needs  to  retain  that  leadersi^tan 
Is  mighty  Microsoft  becoming  IBM  in  the  1980s— profitable  * 


Microsoft's  old 
businesses  are 
growing  only  at  the 
rate  of  the  overall 
software  industry, 
far  slower  than  the 
torrid  growth  of 
the  past... 


WINDOWS 


PC  operating- 
system  software 


BILLIONS  OF  DOLLARS 


OFFICE 


Applications  such  as 
word  processing 
and  spreadsheets 
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Software  for  ser 
and  databases 
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The  bottom  Hue: 
Microsoft's  looks 
past  its  prime... 


If  the  older  businesses  were  still  growing  the  way  they  di 
the  1990s,  they'd  be  contributing  $7  billion  to  $9  billion : 
revenues  a  year.  The  expected  incremental  sales  per  ye 


Abou*  $3  billion 


Data:  Sanford  C  Berns 
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Doing?  Big  but  irrelevant?  A  giant  but  toothless?  "They  are 
idy  less  relevant  now  than  they  were  10  years  ago,"  says 
lael  A.  Cusamano,  professor  at  Massachusetts  Institute  of 
inology's  Sloan  School  of  Management  and  co-author  of 
vsoft's  Secrets,  a  book  on  the  company's  success. 
jut  ask  CEO  Steven  A.  Ballmer  if  Microsoft  is  past  its  prime, 
he  brisdes.  "No— in  no  sense  do  I  feel  like  we're  past  our 
le,"  he  says  during  an  interview  in  his  windowless  confer- 
room.  "The  thing  that  I  think  is  fair  to  say  is  we  are  past 
:  ma  escence.  Isn't  adolescence  when  you  grow  really  fast  and  you 
nor  sometimes  be  a  little  raucous?  And  then  when  you  get  into 
prime,  you're  just  hitting  on  every  cylinder,  you're  having  a 
Vol  t  life,  you're  creating  a  family,  you're  rising  to  new  responsi- 
rj]  es.  We're  in  our  prime,  baby.  We're  post-adolescent.  We  are 
or  prime."  He  pulls  out  color-coded  charts  that  show  Mi- 
;jm  oft  outpacing  a  host  of  well-respected  companies:  Intel,  GE, 
"Here's  Dell,  the  great  growth  story  of  our  industry,"  he 
pointing.  "Growing  more  slowly  than  Microsoft." 
allmer's  right.  Microsoft  has  boosted  revenues  13%  over  the 
three  years,  a  stellar  performance  during  tech's  darkest 
.  But  analysts  are  predicting  a  slow-mo  future,  and  Ballmer 
ines  to  say  whether  they're  wrong.  "I'm  not  going  to  make 
e  bold  prediction  of  what  a  good  growth  rate  is  or  a  bad 

(vth  rate.  I  want  to  make  sure  that  we're  doing  well  relative 
lr  industry. " 
allmer's  boss  of  more  than  two  decades,  Chairman  William 
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H.  Gates  III,  takes  issue  with  the  entire  measurement  of 
growth.  He  says  if  s  naive  to  compare  the  $32  billion  Microsoft 
with  smaller  players.  "If  growth  is  your  metric,  we're  not  your 
guy,"  Gates  says,  jumping  out  of  his  seat.  Instead,  the  compa- 
ny's focus  is  on  innovation,  says  Gates,  who  gave  up  the  CEO 
title  four  years  ago  to  become  chief  software  architect.  "We're 
doing  more  new  things  than  any  other  company." 

THE  LIST  WHILE  BALLMER  DRIVES  DAY-TO-DAY  Op- 
erations, the  48-year-old  founder  is  taking  personal  control  of 
the  technology  charge.  He  has  put  together  what  is  now  called 
"The  List"  around  Microsoft's  Redmond  (Wash.)  campus.  If  s  a 
priority  ranking  of  50  or  so  initiatives  that  cut  across  product 
lines  and  are  critical  to  making  the  next  generation  of  products 
successful— everything  from  security  software  and  the  user  in- 
terface to  Web  search  and  telephony.  The  List  is  so  important 
that  each  item  has  been  assigned  to  one  top  executive,  who  is 
responsible  for  driving  it  throughout  the  company.  "We're  us- 
ing a  lot  of  IQ  to  go  after  these  things,"  says  Gates. 

A  look  down  The  List  provides  intriguing  insight  into  Mi- 
crosoft's concept  of  innovation.  The  company  pours  about  $6 
billion  a  year  into  research  and  development,  and  the  vast  ma- 
jority of  that  goes  to  improve  its  monopoly  businesses,  Win- 
dows and  Office.  In  the  past,  it  developed  ClearType  technolo- 
gy for  high-resolution  text  displays  and  grammar  checking  that 
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GAMES 


The  Xbox  video-game 
business  and  other  home- 
entertainment  products 
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BUSINESS  SOFTWARE  1 1  PHONES/HANDHELDS 


Run-the-business 
applications  for  small  and 
midsize  companies 


Software  for  mobile 
phones  and  handheld 
computers 
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Microsoft  has  invested  billions  of  dollars  in  these  newer  markets,  and  while  their 
growth  rates  typically  top  those  of  Windows  and  Office,  they're  still  too  small  to  give 
a  big  boost  to  overall  revenues.  The  expected  incremental  sales  per  year: 


Less  than  $1  billion 
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identifies  errors  as  people  write  with  its  word-processing  soft- 
ware. Gates's  work  now  on  security  and  search  also  will  be 
baked  into  Microsoft's  most  popular  software.  This  approach, 
which  he  calls  "integrated  innovation,"  is  the  reason  people 
continue  to  buy  new  versions  of  Windows.  "I  don't  know  if  peo- 
ple really  get  what  I'm  saying  or  if  they  just  think  Fm  being  cute 
when  I  say  our  biggest  competitor  is  our  installed  base,"  he 
says.  "You  can  sit  on  the  existing  [products]— that's  a  perfectly 
legitimate  choice.  This  is  not  a  soft  drink  where  you  get  thirsty 
and  say,  i  drank  my  word  processor.  Let's  have  another.' " 

Microsoft's  success  in  making  people  thirsty  has  been  critical 
in  the  development  of  the  entire  per- 
sonal-computer industry.  From  the 
biggest  PC  makers  to  the  smallest 
software-application  developers,  al- 
most all  built  their  companies  on  top 
of  Microsoft's  creations.  Critics  may 
carp,  but  each  time  Microsoft  gives 
users  another  reason  to  buy  Win- 
dows or  Office,  it  gives  its  partners 
another  opportunity  to  sell  their 
wares  as  well.  That^s  why  Ballmer 
bridles  at  criticism  that  Microsoft 
doesn't  pioneer  new  markets.  Impor- 
tant innovation,  he  says,  is  not  sim- 
ply dreaming  up  a  new  idea  but  also 
refining  it  enough  to  get  people 
clamoring  for  it.  "The  thing  that  is 
most  important  is  to  be  the  guy  who 
can  come  up  with  the  innovation  that 
gets  the  category  to  explode,"  he 
says.  "The  guy  I  really  want  to  be  is 
the  category  exploder."  Perhaps  more  than  any  other  company, 
Microsoft  exploded  the  markets  for  PCs  and  for  productivity 
software,  such  as  Office's  word  processing  and  spreadsheets. 

Now,  however,  the  company  seems  to  have  misplaced  its  dy- 
namite. The  U.S.  PC  market  is  largely  mature,  so  Microsoft  has 
moved  into  new  businesses.  But  these  categories,  such  as  online 
services  and  video-game  consoles,  already  are  dominated  by 
large  rivals— and  they  know  Microsoft's  tactics.  So  instead  of 
opening  new  frontiers,  Microsoft  finds  itself  in  pitched  battles 
for  existing  territory.  "Microsoft  is  the  only  company  in  the 


Trouble 
Ahead? 

For  more  than 
two  decades, 
Microsoft  had 
rapid  growth 
and  fat  profits. 
Now,  serious 
challenges  loom. 


WW  More  companies  plan  to 

r  f  add  Linux,  and  China  , 
and  India-botn  huge  growth| 
markets-are  embracing  it 

world  that  can  afford  to  take  fortified  hills— and  that's  almc 
disadvantage,"  says  Richard  E.  Belluzzo,  ex-Microsoft  presic 
and  now  CEO  of  data-storage  player  Quantum  Corp. 
have  too  much  money,  too  many  good  people,  too  much 
all  of  which  can  hurt  [them]  in  some  ways." 

To  bust  out  of  this  rut,  Microsoft  may  need  to  put  more  fo 
on  creating  something  altogether  new.  The  company  has  sr. 
total  of  $32.6  billion  on  R&D  since  1990,  more  than  the  next  i 
largest  software  companies  combined.  Yet  tech-industry 
servers  marvel  that  it  has  produced  so  fewr  breakthroughs. . 
all,  it  was  Apple  Computer  Inc.  that  stole  the  show  in  digital  i 
sic  with  its  sleek  iPod.  And  two  Stanford  University  grad  stude 
came  up  with  the  search  technology  behind  blockbuster  i 
Inc.  "Plowing  millions  of  dollars  into  me-too  technology  1 
you  think  there's  indirect  money  you  can  make  [through 
dows  and  Office]  is  pure  foolishness,"  says  Cusamano. 

EXECUTIVE  SQUEEZE  some  question  wh 

er  Ballmer  is  doing  enough  to  encourage  innovation.  In 
2002,  the  chief  divided  the  company  into  seven  business 
and  gave  each  leader  profit-and-loss  responsibility.  But  he  die 
give  them  complete  independence.  As  part  of  integrated  innc 
tion,  they're  all  supposed  to  coordinate  their  activities  and  i 
with  the  core  Windows  strategy.  "They  don't  own  100%  oft 


SLOWING  PC  SALES  Worldwide  PC  sales  are  expected  to  grow 
11%  this  year  but  trail  off  to  8%  in  2008,  according  to  researcher 
IDC.  Since  Microsoft  dominates  desktop  software,  that  puts  a 
drag  on  its  growth. 

SECURITY  PROBLEMS  Viruses  and  worms  have  forced  cash- 
strapped  corporate  customers  to  buy  security  software,  slowing] 
Windows  sales.  Microsoft  pulled  workers  off  Longhorn,  the  next 
version  of  Windows,  to  focus  on  security  improvements. 

LINUX  The  free  operating-system  software  is  all  the  rage  for 
corporate  server  computers,  retarding  Microsoft's  growth  in  this 
crucial  market.  Researcher  Gartner  says  Linux'  share  will  grow  I 
21%  in  2007,  while  Windows'  will  slip  to  68%.  Overseas,  Linux 
also  is  gaining  momentum  in  desktop  PCs. 

THE  EUROPEAN  UNION  RULING  If  the  EU  decision  prevents 
Microsoft  from  bundling  new  applications  such  as  Web  search  ar 
Net  phone-calling  with  Windows,  demand  for  upgrades  could  be 
depressed  and  Microsoft's  attempts  to  enter  new  markets  stymie 


own  destiny,"  says  recently  retired  treasurer  and  deputy 
Jean-Francois  Heitz.  Autonomy  isn't  the  only  issue.  Ballmer's  j 
tense  focus  on  financial  details  forced  managers  to  spend  unt 
hours  boning  up  on  the  minutiae  of  their  businesses.  He  bac 
off  after  they  complained,  but  some  former  execs  think  the  ] 
ning  process  is  still  too  much.  "In  the  past,  the  system  was  i 
mized  for  people  who  could  get  [stuff]  done,"  says  a  former  < 
Now,  "everybody  is  always  preparing  for  a  meeting." 

Microsoft  says  these  frustrations  are  just  part  of  the  gro\ 
pains  of  becoming  a  mature  organization.  Ballmer  gives 
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SECURITY 

Symantec  Corporation  Microsoft  Corporation  Intel  Corporation  Cisco  Systems, 
QUALCOMM  Incorporated  Amgen  Inc.  Nextel  Communications,  Inc.  Comcast 
tion  eBay  Inc.  Dell  Inc.  Oracle  Corporation  InterActiveCorp  Maxim 
Integrate  Inc.  Starbucks  Corporation  Xilinx,  Inc.  Applied  Materials, 

Inc.  Linear  Technology  Corporation  Biogen  Idee  Inc.  Genzyme  Corporation  Yahoo! 
Inc  VERITAS  Software  Corporation  Electronic  Arts  Inc.  Chiron  Corporation  KLA- 
Tencor  Corporation  Biomet,  Inc.  Paychex,  Inc.  Amazon.com,  Inc.  Apollo  Group, 
Inc   Teva  Pharmaceutical  Industries  Limited  Intuit  Inc.  Gilead  Sciences,  Inc. 
PeopleSoft,  Inc.  Altera  Corporation  Apple  Computer,  Inc.  Flextronics  International 
Ltd   PACCAR  Inc.  EchoStar  Communications  Corporation  Cintas  Corporation 
Fiserv,  Inc.  Broadcom  Corporation  Costco  Wholesale  Corporation  Staples,  Inc. 
»be  Systems  Incorporated  Network  Appliance,  Inc.  JDS  Uniphase  Corporation 
,el  S/stems,  Inc.  Sun  Microsystems,  Inc.  Juniper  Networks,  Inc.  Sanmina-SCI 
Corporation   Research  in   Motion   Limited   Medlmmune,   Inc.   Millennium 
Pharmaceuticals,  Inc.  CDW  Corporation  Garmin  Ltd.  Synopsys,  Inc.  Marvell 
Technology  Group,  Ltd.  Career  Education  Corporation  Novellus  Systems,  Inc. 
Check  Point  Software  Technologies  Ltd.  Microchip  Technology  Incorporated 
American. Power  Conversion  Corporation  Express  Scripts,  Inc.  BEA  Systems, 
Inc.  Mercury  Interactive  Corporation  Patterson  Dental  Company  PanAmSat 
Corporation  QLogic  Corporation  SanDisk  Corporation  Smurfit-Stone  Container 
Corporation  Ross  Stores,  Inc.  VeriSign,  Inc.  Level  3  Communications,  Inc.  Whole 
Foods  Market,  Inc.  Citrix  Systems.  Inc.  ATI  Technologies  Inc.  Expediters  International 
of  Washington,  Inc.  Sigma-Aldrich  Corporation  NVIDIA  Corporation  Invitrogen 
Corporation  Intersil  Corporation  Lam  Research  Corporation  Pixar  Dollar  Tree  Stores, 
Fastenal  Company  Comverse  Technology,  Inc.  Gentex  Corporation  Molex 
Incorporated  PETsMART,  Inc.  DENTSPLY  International  Inc.  C.H.  Robinson  Worldwide, 
Lamar  Advertising  Company  Lincare  Holdings  Inc.  Patterson-UTI  Energy, 
Inc.  Henry  Schein,  Inc.  Cephalon,  Inc.  Tellabs,  Inc.  Ryanair  Holdings,  pic 
First  Health  Group  Corp.  Compuware  Corporation   Bed  Bath  &  Beyond  Inc. 
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^  W  Longhorn,  the  Windows 
ff  update,  has  been  pushed 
back  to  2006.  And  to  hit  even 
that  date,  key  features  are 
being  tossed 

new  management  system  an  A-.  "I  know  it's  absolutely  the 
right  thing  for  the  long-term  health  of  the  company,"  he  says. 
Gates  and  Ballmer  have  led  Microsoft  through  minefields  be- 
fore. In  the  1990s,  Gates  engineered  the  company's  powerful  re- 
sponse to  the  Internet  challenge,  while  Ballmer  built  a  sales  op- 
eration that  penetrated  corporations  worldwide  and  ended  the 
company's  overdependence  on  desktop  computing.  Today,  Mi- 
crosoft is  pushing  hard  on  many  fronts.  Among  them:  applica- 
tions for  small  and  midsize  businesses,  the  Xbox  game  console, 
Web-surfing  cell  phones,  software  for  wristwatches  that  can  get 
news  updates,  and  most  recently,  speech-recognition  systems. 
In  each  case,  prospects  for  meaningful  revenue  growth  are 
modest— at  least  for  the  next  four  years,  for  which  analysts  have 
done  projections. 

CASH  BACK?  WITH  $53  BILLION  IN  THE  BANK, 
Microsoft  could  buy  its  way  to  faster  growth.  Indeed,  it 
already  has  made  a  move  in  that  direction,  spending  $2.5 
billion  over  the  past  three  years  to  move  into  the  market 
for  business  applications  for  small  to  midsize  companies.  It 
could  follow  that  up  with  acquisitions  in  a  host  of  promising 
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Bill's  To- 
Do  List 

Gates  keeps  a 
tally  of  the  top  50 
teen  initiatives  he 
is  responsible 
for  pushing 
throughout  the 
company.  Here 
are  six  items  on 
what  is  known  at 
Microsoft  as 
simply  The  List. 


SEARCH  Look  out,  Google.  Microsoft  plans  to  put  search 
technology  into  the  operating  system.  And  it  will  let  people  search 
the  Web  and  their  PCs  all  at  once. 

SECURITY  Spam  and  viruses  and  worms,  oh  my.  Windows  draws 
attacks  like  no  other,  and  the  company  has  drawn  fire  for  not  doing 
enough  to  plug  security  holes.  Gates  vows  to  do  better. 

TELEPHONY  Forget  old-fashioned  phone  calls.  Gates  wants  to 
bring  computer  innovation  to  telecom.  Think  video  voice  mails.  Or 
instant  messaging  with  talk,  not  text. 

VOICE  RECOGNITION  Who  wants  to  type?  Microsoft  is  developing 
voice  recognition  so  you  won't  have  to.  It's  also  developing 
software  to  read  you  your  e-mail  or  Word  documents. 

FILE  SYSTEM  Finding  things  on  a  PC  is  too  cumbersome.  New 
software  will  let  you  find  not  just  digital  photos  but,  for  example, 
e-mails  from  the  people  in  them. 

DIGITAL-RIGHTS  MANAGEMENT  Photos,  music,  and  video  are 
going  digital.  Microsoft  is  developing  software  to  let  people  use 
that  content  without  violating  intellectual-property  rights. 


areas,  such  as  security,  collaboration,  and  game  software. 
But  many  analysts  expect  Microsoft  to  shy  away  from  large 
deals  and  dole  out  more  cash  to  shareholders— just  like  a  ma- 
ture company.  It  started  paying  a  dividend  last  year  and  now 
spends  $1.73  billion  annually  on  it.  While  shareholders  have 
clamored  for  more,  the  company  has  said  it  needs  the  cash  as 
an  insurance  policy  against  the  European  Commission  an- 
titrust probe  and  an  antitrust  suit  brought  by  Sun  Microsystems 
Inc.  On  Apr.  2,  Microsoft  settled  the  Sun  case,  paying  its  long- 
time nemesis  nearly  $2  billion.  Now  analysts  expect  Microsoft 


NOT  ENOUGH 

Burgum's  small-biz 
group  is  growing 
fast,  but  it's  too  sma 
to  have  much  impac 


to  start  forking  more  cash  over  to  shareholders,  either  in 
form  of  a  higher  dividend  or  a  big  stock  buyback.  "Microsol 
growing  up,"  says  John  Linehan,  portfolio  manager  for  thi 
Rowe  Price  Value  Fund,  which  recently  became  one  of  the 
pan/s  top  10  shareholders.  "It's  a  very  attractive  investmenl 
the  value  camp." 

Without  acquisitions,  however,  Microsoft  may  struggl 
new  markets,  given  the  shortcomings  of  its  me-too  appro: 
Consider  Web  access.  Microsoft  poured  more  than  $10  b" 
into  its  MSN  business  in  the  past  eight  years,  estimates 

ford  C.   Bernstein  &  Co.   an 
Charles  DiBona,  much  of  it  tryinl 
catch  America  Online  in  attractl 
dial-up  Net  subscribers.  While  J 
crosoft    succeeded    in    beco 
AOL's  most  ferocious  rival,  the 
ket  has  begun  to  evaporate  as 
sumers  migrate  to  broadband 
connections.  Now,  the  money-lo: 
business  is  dragging  down  the 
of  MSN's  numbers.  "Some  of 
investment  in  MSN  was  not  the 
use  of  cash,"  says  DiBona. 

In  some  cases,  Microsoft's 
record  of  gobbling  up  profits 
made  potential  partners  leery, 
what's  happening  in  the  market 
souped-up  cell  phones  that  can 
die  Web-surfing,  e-mail,  and  ph 
swapping.  After  four  years  of  e 
Microsoft  has  persuaded  a  ham 
of  mobile-phone  makers  to  use 
software,  including  Motorola  Inc.  But  market  leader  N 
Corp.  and  other  major  players  are  determined  to  thwart 
crosofts  attempts  to  dominate  their  business  the  way  it  has 
PC  industry.  Nokia  and  Sony  Ericsson  Mobile  Comm 
tions  use  competing  software  from  Symbian  and  have 
taken  equity  stakes  in  the  London  company.  "The  name 
this  in  die  industry  is  ABM— anybody  but  Microsoft," 
David  Nagel,  CEO  of  PalmSource,  another  maker  of  mo 
phone  software. 

Microsoft  does  better  in  markets  adjacent  to  busine 
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OFFICE  SUITE 
WITH  BEDROOM? 
OR  BEDROOM  SUITE 
WITH  OFFICE? 

Rooms  at  SpringHill  Suites* 
come  stylishly  furnished, 
smartly  designed,  with  free 
high-speed  Internet  access* 
and  25%  more  space  than 
your  average  hotel   room. 
So  whether  you're  looking 
to  work,  relax,  or  multitask 
your  day  away,  SpringHill 
Suites  gives  you  all  the  space 
you  need.  SpringHill  Suites. 
Spacious  by  design.5" 

IT'S  THE  MARRIOTT  WAY: 


To  reserve  a  room 
with  free  high-speed 
Internet  access, 
call  1-800-MARRIOTT 
or  visit  Marriott.com. 

^Available  at  participating  hotels. 
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dominates.  An  example:  Its  foray  into  applications  for  small 
and  midsize  businesses.  These  companies  typically  own  its 
Windows  and  Office  products.  Microsoft  jumped  in  three  years 
ago,  buying  two  accounting-software  companies,  Great  Plains 
Software  and  Navision.  The  business  is  growing  at  a  healthy 
20%  a  year,  hitting  $567  million  in  revenues  in  fiscal  2003. 

That's  little  more  than  a  rounding  error  at  Microsoft  today, 
but  the  plan  is  to  keep  offering  ever-more-powerful  software  to 
these  smaller  businesses.  Last  year,  Microsoft  released  its  first 
homegrown  application:  customer-relationship  management 
software  for  handling  sales  forces  and  customer-service  staff. 
"It's  all  green  fields,"  says  Douglas  J.  Burgum,  senior  vice-pres- 
ident for  Business  Solutions  Group.  To  stimulate  demand,  Mi- 
crosoft is  offering  a  promotion  through  June.  It's  selling  its 
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year-old  CRM  package  for  $99  per  user  for  the  first  five  use  » 
a  nearly  $300  discount  per  user— if  customers  also  buy 
crosoffs  $1,500  server  product.  It's  classic  Microsoft— ajf 
tactic  its  rivals  can't  match,  since  they  don't  sell  server  softv 

LOGJAM  EVEN  HERE,  THOUGH,  MICROSOFT  PROB/ 
won't  be  able  to  add  to  overall  revenue  growth  in  a  major 
Gartner  expects  the  CRM  market  to  rise  an  average  of  5.5 
year  through  2007,  to  $966  million.  To  add  to  Burgum's 
lenges,  the  next  major  version  of  his  products,  code-named 
ject  Green,  which  meld  the  Great  Plains  and  Navision  prodi 
won't  be  out  until  Longhorn  debuts. 

Indeed,  Longhorn  is  becoming  something  of  a  logjam.  It 
lay  is  holding  up  the  other  products  Microsoft  usually  de  »  I 


Gates  and  Ballmer  on 
'Making  the  Transition' 


In  separate  interviews,  Business- 
Week's Seattle  bureau  chief,  Jay 
Greene,  sat  down  with  William  H. 
Gates  III,  Microsoft's  chairman, 
and  CEO  Steven  A.  Ballmer  to 
discuss  innovation,  competition,  and  the 
company's  future. 

GATES  on  Microsoft's  growth  prospects 

If  you  want  growth,  don't  go  to  the  big  guy. 
Go  to  the  small  guy.  If  growth  is  your  story, 
you're  looking  in  the  wrong  place.  Now,  if 
you're  looking  for  innovation...  we're  more  of 
a  change  agent  for  the  way  business  is  done, 
the  way  people  work,  the  way  people  do 
things  at  home.  We're  100  times  more 
interested  in  [change]  than  we  are  [in] 
growth  percentages  or  something  like  that. 

On  the  company's  innovation 

With  our  $6  billion  a  year  [in  research  and 
development],  we're  doing  more  new  things 
than  anyone  else.  Because  of  our  high- 
volume  approach,  we  can  do  a  lot  of  new 
things  that  strengthen  and  maintain 
our  profit  pool  and  in  some  ways 
grow  it.  Percentage-wise  it's  not  all  that 
dramatic,  and  yet  it's  the  most  important 
work  in  the  world. 

On  how  its  seven  business  units  cooperate 

We  use  this  structure  [profit  and  less  for 
each  unit]  to  make  sure  that  things  are 
delegated  and  measured  and  fairly 
autonomous,  and  then  we  have  various 
mechanisms  that  keep  these  P&Ls  working 
together.  The  most  interesting  story  for  us  is 


how  we  said:  "O.K.,  give  the  P&Ls  default 
autonomy,  but  then  be  very  explicit  about 
the  things  they  need  to  work  together  on." 

[These  are]  initiatives  that  I'm  driving 
where  many  of  the  really  big  breakthrough 
things,  like  getting  people  to  take  advantage 
of  [the  new  operating  system]  Longhorn,  cut 
across  the  P&L  structure.  And  that's  just 
natural  because  it's  integrated  innovation. 

We  tried  one  approach,  and  it  was  just 


want 
growth, 
don't  go  to  the 
big  guy.  Goto 
the  small  guy. 
Now  if  you  re 
looking  for 
innovation... 
we're  more  of  a 
change  agent." 


mediocre.  Now  we've  go.  this  new  one  that 
we  put  in  place  [last  year],  and  it  looks  like 
this  approach  is  really  going  to  work  well. 

On  the  new  approach:  Gates's  to-do  list 

So  there's  this  list  of  [about  50]  things.  You 
see  things  on  there  like  telephony.  [These 
are  technologies  that  cut  across  business 
units],  where  many  P&Ls  are  involved,  and 
it's  so  important  to  a  scenario  that  we've  got 


to  get  it  right.  They'd  better  be  huge  things, 
where  if  we  get  them  right  people  go:  "Wow, 
that's  cool."  They'd  better  be  big-impact 
things.  We're  using  a  lot  of  IQ  to  go  after 
these  things.  These  are  the  things  that,  as 
they  get  into  the  products,  define  the 
excellence  of  the  products. 

This  is  the  first  time  that  we've  really  had 
a  structure  to  formally  deal  with  it.  So  it's  no 
just  "Hey,  if  you're  confused,  send  mail  to 
Bill"— something  extremely  ad  hoc  like  that. 
This  is  very  structured  and  very  necessary 
for  the  breadth  of  things  we're  trying  to  do. 

On  Microsoft's  real  competition 

I  don't  know  if  people  really  get  what  I'm 
saying  or  if  they  just  think  I'm  being  cute 
when  I  say  our  biggest  competitor  is  our 
installed  base.  Yes,  we  have  other 
competitors-Sony,  Linux,  Nokia,  Oracle, 
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and  IBM.  But  the  fact  that  you  can  sit  on 
the  existing  [products]— that's  a  perfectly 
legitimate  choice.  This  is  not  a  soft  drink 
where  you  get  thirsty  and  say:  "I  drank 
my  word  processor,  let's  have  another." 
No.  Some  people  actually  say  to  us:  "There 
are  no  new  things  you  can  do."  I  know  at 
least  for  the  next  decade  that  is  just  wrong. 
It's  just  wrong,  and  it  will  be  fun  to  surprise 
them. 
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se  i  new  operating  system.  A  new  version  of  Office  often  is  re- 
iy  1  about  the  same  time,  with  its  applications  fine-tuned  to  the 
ai  ystem's  capabilities.  Windows  chief  James  E.  Allchin  pulled 
h  leers  off  Longhorn  to  address  security  concerns  in  current 

icts.  That  delayed  what  is  already  the  most  complex  oper- 
M,  system  Microsoft  has  ever  built.  The  giant  is  debuting  a 
r  iser  interface,  overhauling  the  way  people  store  and  retrieve 
5J  and  adding  technology  to  let  traditional  applications  inter- 
sc  rith  a  new  generation  of  programs  called  Web  services. 
i  ghorn  is  an  extremely  ambitious  project,"  says  Gates. 
i\  e  most  important  change  is  to  the  file  system-the  way  in- 

ation  is  stored  on  the  PC.  Microsoft  is  creating  a  new  de- 
Its  riot  just  for  Windows  but  for  all  of  its  products  that  makes 
de  sier  to  retrieve  photos,  documents,  songs,  and  e-mail. 


That' s  important  as  users  stash  more  and  more  files  on  their 
computers.  If  Microsoft  gets  it  right,  it  will  be  simple,  for  ex- 
ample, for  users  to  zip  through  thousands  of  pictures  and  sort 
them  by  date  or  by  the  people  in  them. 

But  Longhorn  won't  do  everything  Gates  first  envisioned. 
BusinessWeek  has  obtained  copies  of  two  internal  e-mails  show- 
ing that  Microsoft  is  cutting  some  of  the  most  ambitious  tech- 
nologies to  get  the  product  out  the  door.  For  example,  Long- 
horn will  now  ship  with  a  scaled-back  version  of  the  file  system. 
The  current  plan,  in  practical  terms,  means  people  will  be  able 
to  search  their  PCs  for  documents  and  information  related  to 
each  other,  but  they  won't  be  able  to  reach  into  corporate 
servers  for  similar  files. 

What's  more,  Microsoft  is  retreating  from  trying  to  link  its 
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ALLMER  on  Microsoft's 
owth  prospects: 

k'll  outperform  the  rest  of  our  industry.  The 
al  issue  isn't  what's  your  growth  rate.  It's 
vays  got  to  be  what's  your  growth  rate 
atively.  Will  there  be  startups  that  will  be 
le  to  get  a  nice  little  boost  early?  Sure, 
ose  same  startups,  if  they  were  part  of 
crosoft,  might  not  move  our  overall  meter. 
>'ve  grown  a  billion-dollar  advertising 
:  siness  [in  MSN]  over  the  last  several  years, 
hat  was  a  startup,  it  would  look  awfully 
rned  good.  So  we  sit  here  and  look  at  the 
portunities,  and  I  couldn't  be  more  excited. 

i  revenue  growth  vs.  profit  growth: 

e'll  focus  on  both.  In  a  sense,  we  have  had 
2  luxury  of  being  able  to  have  great  profit 
owth  without  putting  much  of  our  IQ  on 
e  cost  and  efficiency  side.  We're  putting 


started  here.  And  we  have  a  mix  of  things 
where  we  provide  a  better  innovation,  better 
integration,  better  synthesis  than  somebody 
else  may  have  done  with  a  basic  concept 
that  they  had  come  up  with.  But  if  you  take  a 
look  at  where  we  are  today  with  TV  software, 
we  really  pioneered  the  work.  Smart  phones, 
we  really  pioneered  the  work.  Now  the  truth 
is,  those  categories  are  still  nascent. 

The  thing  that  is  most  important  is  to  be 
the  guy  who  can  come  up  with  the 
innovation  that  gets  the  category  to  explode, 
not  the  one  that  did  the  de  novo  innovation. 
Sometimes  we're  the  category  exploder. 
Sometimes  we're  the  de  novo  guys.  The  guy 
I  really  want  to  be  is  the  category  exploder. 

On  his  restructuring  the  company  into 
seven  business  units: 

I  know  we  did  absolutely  the  right  thing.  I'm 


ore  of  our  IQ  on  the  cost  and  efficiency 
je.  But,  hey,  the  basic  way  all  companies 
ow  is  with  innovation.  If  we  don't  innovate, 
don't  grow.  Yes,  we'll  apply  more  IQ  on 
e  efficiency  and  cost  side.  But  still,  the 
||J  ture  to  our  growth  will  be  innovation. 

innovation: 

-Ke  all  great  companies,  we  have  a  mix  of 
?  novo  innovation-that  is,  things  that 


so  excited  about  what  we  did  two  years  ago. 
Everybody  is  kind  of  having  to  grow  and  get 
to  the  next  level.  It's  really  exciting  to  see, 
and  I  know  it's  absolutely  the  right  thing  for 
the  long-term  health  of  the  company. 

On  giving  more  authority  to  execs: 

I  think  we  are  still  really  making  the 
transition  from  the  world  in  which  we  could 
think  of  ourselves,  in  a  sense,  as  being  in 


one  or  two  businesses  that  could  be  run  in  a 
very  centralized  fashion  to  a  business 
where  we  need  to  have  strong  business 
leadership  really  shepherding  those 
businesses...  I  think  really  letting 
those  talents  grow,  building  the  talents 
underneath  them,  that  will  be  a  critical  part 
for  us  to  realize  our  potential. 

On  comparisons  of  Longhorn  to  Cairo,  an 
ill-fated  Windows  attempt  in  the  1990s: 

[Longhorn]  will  ship.  It's  got  our  best  brain- 
power on  it.  The  fact  that  we'll  ship,  of 
course,  makes  it  dissimilar  to  the  old  Cairo 
project.  But  it's  a  firm  project  with  a  firm 
schedule  with  a  team  working  on  it.  I  think 
we  pushed  it  back  appropriately  because  of 
the  need  to  focus  in  on  security.  But  it  is  a 
very  ambitious  piece  of  work.  It  will  be  in  the 
pantheon  of  most  ambitious  Windows 
releases  of  all  times. 

On  whether  the  decision  of  European 
Commission  trustbusters  will  force 
Microsoft  to  change  Longhorn: 

I  don't  think  so.  We're  now  studying  the  300- 
page  document.  At  the  last  press  con- 
ference, the  commissioner  went  out  of  his 
way  to  say  that  he  was  acting  consistently... 
with  the  precedent  set  in  the  U.S.  courts  and 
in  the  U.S.  consent  decree.  In  the  U.S. 
consent  decree,  it's  quite  clear  we  can 
continue  to  innovate,  to  integrate  new  capa- 
bilities into  Windows.  So  if  in  fact  they  are 
consistent,  we  should  be  able  to  continue 
down  the  path  we've  been  on  with  Longhorn. 

On  whether  Microsoft  is  having 
a  midlife  crisis: 

No,  we're  not  having  a  midlife  crisis. 
We're  in  a  great  mode.  I  don't  know  if  you 
remember  this  old  TV  show,  The  Mary  Tyler 
Moore  Show.  At  the  end  she  throws  her  hat 
up  and  says,  "We're  going  to  make  it."  That 
is  kind  of  the  spirit  [we  have].  We've  got  a 
lot  to  do,  great  opportunities,  let's  go,  go, 
go,  go,  go,  go,  go. 
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two  monopolies  even  more  closely.  Busi- 
nessWeek has  learned  that  the  company 
intended  to  develop  the  next  version  of 
Office  so  it  would  work  only  on  Long- 
horn,  not  earlier  versions  ^of  Windows. 
But  in  a  videoconference  with  employees 
on  Apr.  1,  Microsoft's  Peterson  said  such 
tight  integration  won't  be  possible  given 
Longhorn's  changes.  "The  great  big  ver- 
sion of  Office  that  really  takes  advantage 
of  the  platform  is  something  we're  push- 
ing out  further  in  time,"  he  said.  "That's 
one  big  trade-off  we've  already  made." 

While  Microsoft  has  been  publicly 
vague  on  timing,  Pe- 
terson wasn't.  One  e- 
mail  said  the  compa- 
ny will  ship  the  first 
beta  version   of  the 
software  next  Febru- 
ary and  plans  Long- 
horn's  debut  for  the 
first   six   months    of 
2006.  Microsoft  confirmed  the  content 
of  the  e-mails  and  videoconference  but 
declined  to  elaborate. 

Getting  Longhorn  finished  is  critical 
because  the  delay  is  starting  to  take  a  toll. 
Customers  who  planned  their  software 
upgrades  based  on  timing  guidance  from 
Microsoft  must  rejigger  their  plans.  Those 
who  can't  wait  for  improved  security  and 
reliability  will  turn  to  alternatives,  says 
Tony  Yustein,  a  former  Microsoft  employ- 
ee who  now  runs  SoftCom  Technology 
Consulting  Inc.,  a  Web-hosting  company 
in  Toronto.  Yustein  is  adding  Linux  sys- 
tems because  of  his  growing  frustration 
with  his  old  company.  "Microsoft  has  lost 
its  perspective,  concentration,  and  vision 
in  operating  systems,"  he  says. 


. 


tenance  programs— things  he  used  tea 
on  Windows.  Other  companies  may! 
low  suit:  In  a  recent  survey  of  corpo: 
tech  purchasers  by  Merrill  Lynch  & 
48%  said  they  plan  to  boost  their  ui 
open-source  software  this  year,  and 
of  that  subgroup  are  targeting  appi 
tions  that  traditionally  ran  on  Winda 

The  place  where  Linux  will  likely 
the  most  profound  impact  is  in  devi 
ing  nations.  Tech  companies  are  stal 
hungrily  at  China  and  India  as  their  j 
growth  markets.  Yet  Microsoft  II 
won't  dominate  there,  as  it  has  in  the  i 


^  ^  To  bust  out  of  this  rut, 
fr  Microsoft  may  need  to 
put  more  focus  on  creating 
something  altogether  new 
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VIABLE  OPTION  linux  poses 

the  biggest  threat  to  Microsoft  since  the 
Web  burst  on  the  scene  in  the  mid-'90s. 
The  13-year-old  operating  system  is  at- 
tractive to  tech  companies  and  corpora- 
tions alike  because  it  gives  them  a  viable 
alternative  to  Microsoft's  products  that 
they  can  modify  at  will.  Also,  since  Linux 
computers  run  on  the  same  processors  as 
Windows  and  the  software  is  available  for 
free,  for  the  first  time  Microsoft  is  con- 
fronted with  competition  that  is  cheaper 
to  buy.  Until  now,  Linux5  momentum  has 
come  primarily  at  the  expense  of  the  Unix 
software  in  server  computers. 

But  corporations  increasingly  are 
adopting  Linux  as  a  viable  option  to  Win- 
dows. Robert  W  Egan,  vice-president  for 
inibrma  ion  technology  at  Boise  Cascade 
Corp.,  is  using  Linux  to  run  his  compa- 
ny's internal  Web  site  and  network-main- 
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Last  November,  China  Standard  Sofha 
Co.,  a  consortium  of  government-fun 
companies,  agreed  to  deploy  a 
computers  in  the  next  year  using 
on  the  desktop  and  Office  rival  StarO 
made  by  Sun.  "There  are  places,  p 
larly  in  government,  where  people 
making  political  decisions  insteai 
right-minded  decisions,"  says  Ballm 

The  threat  has  Microsoft  focuse 
Linux  as  Enemy  No.  1.  In  the  past 
years,  to  win  favor  in  China,  Micro: 
has  pledged  to  spend  more  than  $ 
million  on  cooperative  research,  tec 
ogy  for  schools,  and  other  investmen 

From  Linux  in  China  to  Longho 
waiting,  Microsoft  is  increasingly  s 
as  it  goes  after  new  opportunities, 
riding  out  the  old  businesses  won' 
enough.  "The  biggest  challenge  is  to 
main  as  tremendously  successful  as 
have  been  in  the  past.  That's  a  c 
says  Hasso  Plattner,  chairman  of  the 
pervisory  board  at  German  software 
SAP.  A  lot  of  CEOs  would  probably  aci 
Microsoft's  curse  and  call  it  a  bless 
But  that's  not  good  enough  for  Gates 
Ballmer.  "Some  people  actually  say  td 
There  are  no  new  things  you  can  di 
Gates  says.  "I  know,  at  least  for  the  i 
decade,  that  is  just  wrong.  It's  just  wro    ; 
and  it  will  be  fun  to  surprise  thei 
There's  no  denying  he  has  the  will 
he  has  to  make  it  so. 

With  Jim  Kerstetter  and  Peter  Bu 

in  San  Mateo,  Calif.,  and  Steve  Hi 
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in  inspiration  lead  to  something  totally  unexpected?  Yes. Can  the  American  sports 

dan  be  reborn?  Yes.  And  can  HEMP  power  arrive 
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CHARLES  E.  "ED"  HALDEMAN  MANAGES  MONEY  THE  WAY  HE  PLAYS 

tennis.  Putnam  Investments*  lanky  new  chief  executive  doesn't  hit 
hard,  keeps  the  ball  in  play,  avoids  mistakes,  and  wears  down  oppo- 
nents by  staying  on  court  a  long  time.  That's  just  as  well.  With  the 
Boston  mutual-fund  giant  still  hemorrhaging  S3  billion  of  assets  a 
month  in  the  wake  of  trading  scandals,  he's  in  a  game  of  survival.  * 
Haldeman  is  grappling  with  the  worst  crisis  in  the  old-line  firm's  67- 
year  history.  Investors  have  rushed  to  pull  out  more  than  $70  billion 
of  their  money.  That's  a  massive  26%  of  the  assets  Putnam  had  on 
Sept.  30,  just  before  two  managers  were  implicated  in  the  rapid  buy- 
ing and  selling  of  their  own  funds  to  the  detriment  of  shareholders. 
Putnam  is  also  in  a  knock-down-drag-out  row  with  the  Securities  & 
Exchange  Commission  over  potential  fines  of  $138  million  as  well  as 
an  undetermined  amount  of  restitution  to  shareholders.  To  com- 
pound Haldeman's  problems.  Massachusetts  Commonwealth 
Secretary  William  F.  Calvin  is  probing  whether  Putnam  paid  im- 
proper rebates  to  some  retirement  funds,  which  the  firm 
argues  wvere ^legitimate.  And  former  Chief  Executive  Lawrence  J. 
Lasser,  who  rarfrutnam  for  18  years  before  being  ousted  last  Nov.  3- 
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Haldeman's  biggest 
challenge:  Rooting  out 
the  cowboy  culture 
that  ran  amok  for  years 

is  fighting  for  tens  of  millions  in  pay  he  claims  he  is  owed. 

How  Haldeman  handles  the  crisis  will  have  a  major  impact 
on  the  $7.5  trillion  mutual-fund  industry.  Enforcers  seem  intent 
on  using  the  Putnam  case  as  a  lever  to  make  big  changes  in  the 
way  mutual  funds  are  run  in  the  future.  In  a  partial  settlement 
announced  on  Nov.  13,  the  SEC  imposed  on  Putnam  rules  that 
the  industry  has  fought  for  years. 

The  SEC  ordered  Putnam  to  ensure  that  75%  of  fund  directors 
are  independent  and  reelected  every  five  years.  Also  it  set  strict 
limits  on  employee  trading— and  ruled  that  any  illicit  trading  in 
the  future  must  be  reported  direcdy  to  fund  boards.  Other  con- 
troversial measures  may  be  part  of  a  final  settlement,  insiders  say, 
including  controls  on  so-called  soft  dollars— rebates  of  brokerage 
commissions  to  fund  companies,  with  which  they  buy  research  or 
equipment  such  as  computers— and  incentive  payments  to  in- 
termediaries who  sell  mutual  funds.  Unless  Putnam  and  the  SEC 
reach  a  settlement  by  Apr.  19,  an  administrative  law  judge  will  fix 
the  penalties.  Says  Jeff  Keil,  vice-president  for  global  fiduciary  re- 
view at  fund  rater  Upper  Inc.:  "The  SEC  seems  to  be  pulling  out 
all  the  stops  to  make  an  example  out  of  Putnam." 

The  cleanup  could  transform  the  industry.  Fees  of  all  sorts 
will  be  a  lot  more  transparent.  Haldeman,  for  example,  is  now 
telling  investors  exactiy  how  much  they're  paying  in  dollars  and 
cents  for  fees  and  services.  Fund  ex- 
penses may  head  lower,  though  an 
end  to  soft-dollar  rebates  could  limit 
the  fall.  And  fund  directors  will  come 
under  pressure  to  do  a  better  job  in 
protecting  fund  shareholders'  inter- 
ests. Putnam  directors  say  they  were 
never  told  there  was  a  problem— an  ex- 
cuse that  won't  fly  in  the  future. 

Fallout  from  the  scandal  is  changing 
the  balance  of  power  in  the  industry  as 
the  big  winners  and  losers  emerge. 
Nowhere  is  that  clearer  than  in  the  $2 
trillion  business  that  fund  families  have 
of  managing  pension  fund  and  401(k) 
retirement  money.  Putnam,  owned  by 
the  $12  billion  Marsh  &  McLennan  Cos. 
insurance  brokerage  and  financial-serv- 
ices giant,  is  still  a  major  player,  with 
$70  billion  in  assets  from  institutions, 
about  a  third  of  all  those  it  manages.  But 
now  most  fund  groups  touched  by  scan- 
dal, especially  Putnam,  Strong,  and  Al- 
liance, are  suffering  big  outflows,  just  as 
record  amounts  of  new  money— about 
$130  billion  in  the  first  quarter— are 
gushing  into  untainted  firms  such  as  Fi- 
delity Investments,  Vanguard  Group,  and 
American  Funds. 

The  reason  is  simple:  The  pros  who 
place  money  with  fund  managers  have  a 
fiduciary  duty  to  pensioners   and 


vestors,  and  they're  not  willing  to  take  any 
chances.  Unlike  small  investors,  who  are  more 
fickle,  pension-fund  managers  tend  to  stick  with 
the  funds  they  select  for  years  on  end.  Once  they 
bolt,vthey  don't  return  for  a  long  time,  meaning 
it  may  take  years  for  Haldeman's  turnaround  ef- 
forts to  pay  off.  Consider  Florida's  state-pension 
funds,  which  pulled  $1  billion  out  of  Putnam  in 
February.  Says  Coleman  Stipanovich,  executive 
director  of  the  s.tate's  board  of  administration: 
"We  would  certainly  not  be  doing  business  with 
Putnam  anytime  in  the  near  future." 


"STRAIGHT  ARROW" 

PUTNAM'S  BUSINESS  MODEL  of  selling  funds 
exclusively  through  brokers  and  financial  advis- 
ers is  under  siege.  These  days,  as  much  as  87% 
of  all  mutual  funds  are  sold  that  way— including 
even  those  of  fund  families  such  as  Vanguard 
that  don't  charge  investors  the  steep  loads,  or 
sales  fees,  that  Putnam  and  others  use  to  com- 
pensate advisers.  Winning  back  advisers  may 
prove  to  be  difficult.  Says  Mitchell  G.  Rubin,  a 
certified  financial  planner  in  Coral  Gables,  Fla., 
with  more  than  $1  million  of  client  money  at 
Putnam:  "The  problem  Haldeman  has  is  with 
folks  like  me.  I'm  going  to  punish  them  by  not 
doing  new  business  with  them." 

Can  Haldeman  save  Putnam  against  such 
odds?  If  personal  probity  were  the  sole  deter- 
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ALotToDo 

Putnam  CEO  Ed  Haldeman  has 
made  progress  in  key  areas,  but  he 

has  plenty  of  work  ahead 

gf  Curtail  short-term  trading  by 

imposing  redemption  fees,  and 

restrict  employee  trading 

S?  Appoint  a  new  compliance  chief 

to  enforce  policies  and  rules 

H  Lower  sales  charges  and 

other  fees 

§^  Rein  in  the  bureaucracy  and 

eliminate  petty  rules 
fif  Name  an  independent  outsider  to 
assess  Putnam's  internal  controls 
□  Settle  Putnam's  case  with  the  SEC 
and  the  Massachusetts  regulator 

D  Improve  fund  performance 

D  Disclose  more  data,  especially  on 

fees  and  employee  compensation 

D  Install  computer  system  to 

monitor  employee  trading 

D  Win  back  business  from  skeptical 


big  investors 

Data  Company  reports.  a-s^essWee*. 


mining  factor,  the  answer 
would  be  a  resounding  yes. 
Haldeman,  55,  an  invest- 
ment manager  for  30  years, 
is  widely  admired  in  the  in- 
dustry for  his  commitment  to  investors  i 
high  ethical  standards.  Says  Philadelf 
based  fund  consultant  Burton  J.  Greero 
"He's  an  absolutely  straight  arrow.  The 
no  question  about  his  integrity  and  cl 
ter."  Adds  Vanguard  Group  founder 
Haldeman  friend  John  C.  Bogle:  "If  any 
can  [fix  Putnam],  he's  the  one.  But  if  s 
going  to  be  easy." 

Probably  Haldeman's  biggest  challe 
is  to  root  out  the  cowboy  culture  that 
amok  during  the  autocratic  Lasser's  18J 
reign.  The  three  top  goals  were:  sell, 
sell.  Says  Bedda  Emous,  a  certified  fina 
planner  with  Fiduciary  Solutions  in 
dover,  Mass.,  who  hasn't  recommende 
Putnam  fund  since  1998:  "It  was  pat 
obvious  that  Putnam  was  a  marl 
company  and  not  a  money  manager 
company."  Former  Putnam  salest 
concluded  that  winning  new  ac 
mattered  more  than  good  investmer 
turns.  Lasser  encouraged  a  "got 
culture.  When  portfolio  managers'! 
turns  started  to  lag,  he  would 
"Lassergrams"— terse  letters  on  gray 
per— that  bred  paranoia  and  resent 
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j,  it  encouraged  some  managers  to  gamble  by  taking  big 

in  the  hope  of  making  big  returns. 

iw,  instead  of  swinging  for  the  fences  as  Putnam's  leader- 

,did  in  the  go-go  days  of  the  1990s,  Haldeman  has  ordered 

agers  to  aim  for  reliable  returns  over  the  long  haul.  Halde- 

wants  each  of  Putnam's  54  funds  to  rank  in  the  top  half  of 

^tegory  every  year.  (On  an  asset-weighted  basis  fewer  than 

I  the  equity  funds  did  in  the  year  through  Mar.  31.)  In  the  fu- 

,  managers  will  earn  bonuses  by  achieving  just  that— and 

J   ;et  a  penny  more  for  edging  their  funds  into  the  top  10%,  as 

J    once  did.  His  new  goal  may  sound  modest,  but  mathe- 

3    cally,  says  Haldeman,  it  will  be  enough  to  push  his  funds 

:   the  top  third  of  comparable  funds  over  three  and  five  years 

j   >mpetitors  fall  lower.  To  ram  his  message  home,  Haldeman 

i  :e  up  his  "guiding  beliefs"  on  laminated  cards  that  now 

g|   ;  on  the  walls  of  managers'  offices. 

aldeman's  strategy  is  to  hark  back  to  Putnam's  roots  as  a  con- 

5   nt,  conservative  performer.  He  has  ordained  that  each  Putnam 

J    must  stick  closely  to  its  announced  mandate— for  example,  as 

»wth  or  value  fund  or  small-cap  specialist  Already,  Haldeman 

:  i  nit  his  funds'  initial  fees  by  8.7%  from  5.75%  to  5.25%-low- 

_j   lan  the  average  of  rival  load  funds— and  promises  that  ex- 

. )  les  for  each  fund  will  be  kept  below  the  average  of  competitors. 

: .  ■  las  banished  flavor-of-the-month  funds  that  jump  on  hot  sec- 

: '  <  or  the  latest  investing  fads.  And  he  has  stopped  focusing  Put- 

J    's  ten  of  millions  of  annual  advertising  on  its  top-performing 

3    s.  Says  Haldeman:  "Our  No.  1  mission  is  to  take  care  of  our 


clienf  s  money  in  a  prudent  manner.  If  we 
do  that  long  enough,  people  will  want  to 
work  with  us." 

At  the  same  time,  Haldeman  has  been 
putting  his  own  stamp  on  the  firm  with  a 
thorough  housecleaning  of  its  top  eche- 
lons. On  Apr.  5,  Haldeman  hired  Francis 
J.  McNamara  III  from  rival  Boston  fund 
firm  State  Street  Research  &  Manage- 
ment Co.  as  general  counsel,  reporting 
direcdy  to  himself.  All  told,  10  of  Put- 
nam's  20   highest-ranking   managers 
have  left  in  the  past  year.  Haldeman  let 
many  of  them  go,  including  fund  man- 
agers   Justin     M.     Scott    andOmid 
Kamshad,  who  were  implicated  by  en- 
forcers in  illicit  trading.  Lawyers  for  Scott 
and  Kamshad  declined  to  comment 
Others  chose  to  go.  In  addition,  Putnam 
has  shed  13  employees  for  alleged  abu- 
sive trading.  Says  Haldeman:  "Several  of 
our  senior  people  had  violated  a  fiduciary 
trust,  and  they  needed  to  leave." 

Fixing  lax  internal  governance  was 
high  on  Haldeman's  agenda.  On  be- 
coming CEO,  he  ordered  a  review  of  the 
trading  records  of  the  12,700  people 
who  had  worked  at  Putnam  since 
1998.  And  because  most  of  the  abuses 
arose  from  the  fast  buying  and  selling 
of  Putnam's  funds,  Haldeman  immedi- 
ately banned  employees  from  selling 
any  fund  within  90  days  of  buying,  and 
a  year  for  funds  on  which  they  work.  In 
January,  he  promised  to  publish  the 
size  of  holdings  that  managers  and  di- 
rectors have  in  Putnam  funds. 
That  same  month,  he  promoted  Tony  Ruys  de  Perez  to  be 
chief  compliance  officer,  responsible  for  making  sure  that  em- 
ployees and  clients  follow  securities  laws.  The  new  appointee 
will  report  direcdy  to  Haldeman  and  have  an  office  near  him  in 
Putnam's  downtown  Boston  headquarters.  Compliance  duties 
were  previously  spread  around  the  firm:  The  human-resources 
department  kept  an  eye  on  employee  trading,  the  trading  oper- 
ation had  its  own  compliance  team,  and  General  Counsel 
William  H.  Woolverton  oversaw  some  areas.  But  Woolverton 
didn't  report  directly  to  Lasser  and  didn't  even  have  an  office  in 
the  same  building.  Says  an  astounded  Haldeman:  "Legal  and 
compliance  were  in  a  Class  B  building  across  the  street."  Fund 
board  Chairman  John  A.  Hill  blames  the  dispersal  of  compli- 
ance responsibility  for  Putnam's  problems.  "You've  got  to  have 
it  all  in  one  spot.  That  could  have  prevented  this,"  he  says. 

MISSING  THE  POINT? 

THE  BREAKDOWN  IN  ENFORCEMENT  under  the  former 
management  goes  a  long  way  toward  explaining  why  author- 
ities are  giving  Haldeman  and  Putnam  such  a  rough  ride.  A 
shocking  report  by  Putnam  fund  directors,  published  on  Mar. 
25,  alleges  that  three  top  execs,  including  Lasser,  had  known 
about  illicit  trading  by  fund  managers  as  early  as  2000.  Put- 
nam told  the  offenders  to  stop  and  laid  on  an  ethics  course  for 
employees  but  took  no  disciplinary  action.  In  an  SEC  filing, 
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1 -YEAR  RETURN 

36.17%      39.74% 

3 -YEAR  RETURN 

-0.47%     2.99% 

5 -YEAR  RETURN 

-1.23%      2.89% 

EQUITY  FUNDS  IN  TOP 
50%  OF  THEIR  CATEGORY* 

36%        48% 

EXPENSE  RATIO 

1.10%       1.04% 

SALES  CHARGE 

5.25%       5.5% 

MANAGER'S  AVERAGE  TENURE 

6.8  4.8 

years       years 

Figures  are  for  all  front-load  equity  funds  as  of 
Mar  31;  returns  are  on  an  asset-weighted  basis 
•for  one-year  returns 
Data:  Momingstar  Inc. 
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Marsh  Mac  said  Lasser  never  told  its  board,  on  which  he  sat, 
about  the  problems  either.  Lasser  declined  to  comment. 

For  years,  Marsh  Mac  was  content  to  rake  in  the  profits— $3.7 
billion  in  operating  profits  over  the  past  five  years— that  Lasser 
garnered  at  Putnam.  Now,  some  critics  say  Marsh  Mac  has  failed 
to  give  Haldeman  the  backing  he  needs.  For  example,  Putnam  in- 
siders say  Haldeman  has  been  pleading  privately  with  Marsh 
Mac  to  settle  with  the  SEC  quickly,  whatever  the  cost  In  a  written 
statement  to  BusinessWeek,  Marsh  Mac  said  though  it  might  have 
been  more  visible  at  the  peak  of  the  crisis,  it  works  with  Halde- 
man "to  set  the  firm's  direction, 
to  oversee  progress,  and  to  ren- 
der direct  assistance  where  nec- 
essary and  appropriate." 

Settlement  talks  with  the 
SEC  were  bogged  down  for 
months  because  Skadden, 
Arps,  Slate,  Meagher  &  Flom, 
lawyers  representing  both  Put- 
nam and  Marsh  Mac,  were  dis- 
cussing penalties  for  alleged  ir- 
regularities by  fund  managers, 
while  fund  directors  were  han- 
dling talks  on  how  much  resti- 
tution should  be  paid  to  share- 
holders. Since  the  end  of 
March,  Marsh  Mac  and  Skad- 
den Arps  have  been  handling 
all  the  negotiations,  aiming  to 
beat  the  Apr.  19  deadline. 

Putnam  officials— including 
Haldeman— haven't  helped  their 
cause  by  insisting  the  damage 
caused  to  shareholders  by  illicit 
trades  was  minor  compared  with 
other  mutual-fund  families.  Put- 
nam puts  identifiable  investor 
losses  at  just  $500,000  and  has 
suggested  penalties  should  be  no 
more  than  $3  million.  Critics  say 
that  misses  the  point  "At  Put- 
nam, what  was  bad  is  that  the 
managers  were  trading,"  says 
Don  Phillips,  managing  director 
of  fund  research  firm  Morn- 

ingstar  Inc.  "The  real  problem  is  that  they  didn't  come  clean  about 
it  at  the  time."  The  SEC  makes  no  bones  about  why  it  wants  a  hefty 
fine.  In  a  Mar.  15  brief,  the  agency  argued:  "The  need  for  deter- 
rence compels  a  substantial  penalty  in  this  case." 


as  co-head  of  investments,  with  a  mission  to  replicate 
sparkling  performance  he  achieved  at  Delaware.  Now  his  j^ 
to  push  managers  to  deliver  good,  steady  returns  on  the 
billion  of  investments  that  Putnam  still  handles.  So  far,  tbi 
sult^are  mixed.  In  the  year  through  Mar.  31,  some  56%  of  \ 
nam's  funds  were  in  the  top  half  of  their  peer  group, 
funds,  however,  account  for  most  of  that  performance: 
36%  of  Putnam's  equity  funds  topped  the  halfway  point. 
George  Putnam,  the  77-year-old  son  of  Putnam's  founder1 
formerly  chaired  the  fund  boards:  "We've  had  good  perfo 

ance  in  value  and  bonds, 
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Mounting  Crisis 

The  mutual-fund  scandal  has  threatened  Putnam 
as  nothing  else  has  in  its  67-year  history 


flu  Boston  0tobe 

Putnam 
targeted 
in  probe 
of  trading 

Galvin  seeking  data 
on  international  fund 


DrJeHMTbaMr 


SEPT.  16  News  breaks  that  Massachusetts 
regulators  are  investigating  Putnam. 

OCT.  28  The  SEC  and  Massachusetts  charge 
Putnam  with  fraud  for  allowing  employees  to 
trade  rapidly  in  its  funds.  Later,  six  are  fired. 

OCT.  30  The  Massachusetts  state  pension  fund 
pulls  $1.7  billion  out  of  Putnam.  Within  days,  state 
funds  withdraw  more  than  $4  billion. 

MOV.  3  Haldeman  replaces  Lasser  as  CEO. 

MOV.  13  Putnam  reaches  partial  settlement  with 
the  SEC,  promising  to  enforce  its  own  rules  better 
and  restrict  employee  trading. 

JAN.  27  Putnam  reduces  all  its  sales  charges  by 
a  half  point,  to  5.25%,  and  caps  expenses  in  funds 
in  which  abusive  trading  had  taken  place. 

MAR.  15  SEC  files  brief  calling  for  a  $138  million  fine 
to  punish  Putnam's  "egregious  fraud."  Later,  the  firm 
says  harm  to  shareholders  was  "extremely  small" 
and  the  fine  should  be  no  more  than  $3  million. 

MAR.  23  Putnam  fund  directors  allege  that  senior 
managers  knew  about  short-term-trading  abuses  as  early  as  January 
2000  and  yet  did  nothing. 
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it's  spectacularly  weak  in 
[once]  high-flying  funds.'' 

All  the  same,  many  obser 
think  Haldeman  is  making 
right  moves  and  has  a  rea^    eii 
able  chance  of  success. 
William  Sahlman,  a  professc 
business  administration  at  I    rook 
vard  Business  School:   "1    jmrck 
managing  expectations  and    He 
ing  about  the  business  of  trj    ceevaJ 
to  outdeliver  relative  to  the  i    smwd 
sonable  expectations  he 
Equally       important, 
Sahlman,  is  the  "  sensible,  hi    ] 
nosed  work  of  dealing  wil    laqui 
crisis"  by  reassuring  ne: 
staff  and  communicating 
he's  doing  to  change  the 
organization  and  culture. 

Certainly,    Haldeman 
wrought  big  changes  in  the 
ture  he  inherited.  He  sa; 
class  system  and  mind-n 
ing  rules  shocked  him  the 
when  he  arrived  at  Pu 
Now,  Haldeman  works  fi 
small,  plain  office  on  the 
floor  as  his  portfolio  man 
not  the  luxurious  space 
with  paintings  by  the  liki 
Roy  Lichtenstein  that 
occupied  in  a  12th-floor 
tive  suite.  Lunching  r 
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"HARD-NOSED" 


DESPITE  THE  PROTRACTED  negotiations,  some  early  signs  sug- 
gest that  Haldeman's  strategy  may  work  After  urging  investors 
in  November  to  refrain  from  putting  new  money  at  Putnam, 
Morningstar  changed  its  advice  on  Feb.  27  to  a  cautious  buy.  Be- 
sides, Haldeman  has  one  rescue  job  under  his  belt  already.  In  just 
two  years,  he  turned  around  the  lackluster  funds  of  Delaware  In- 
vestments—a Philadelphia  mutual-fund  outfit  with  $100  billion 
in  assets,  where  he  was  CEO  before  joining  Putnam.  When  he  ar- 
rived at  Delaware,  only  29%  of  its  funds  were  in  the  top  half  of 
their  peer  group.  When  he  left,  60%  were— and  still  are. 

Haldeman  was  originally  hired  by  Putnam  in  October,  2002, 


with  a  group  of  twentysomethings,  he  introduced  hims< 
"Ed"— though  he  didn't  pay  their  tab. 

In  fact,  lunch  and  who  pays  for  it  used  to  be  sore  point 
most  of  Putnam's  5,300  employees.  Now,  anyone  can  eat  h 
eighth-floor  executive  dining  room,  provided  they  pay.  Bel 
Lasser  applied  a  rigid  class  system.  Top  execs,  many  earning 
lions,  enjoyed  free  lunches  every  day.  Those  on  the  next 
down  had  two  weekly  freebies.  But  lesser  mortals  ate 
where— and  on  their  own  dime.  And  top  female  execs  gc 
weeks  of  paid  maternity  leave,  twice  as  much  as  other 
workers.  Now,  all  get  12  weeks. 

Under  Haldeman,  a  myriad  of  other  rules  that  governed 
the  most  petty  items  have  been  swept  away.  For  instance,  a 
ior  exec's  magazine  subscription  once  required  six  signal 
eluding  the  chief  financial  officer's.  Haldeman  plans  to  susj 
the  dress  code— suits  for  men  and  dresses  or  pantsuits 
women— for  the  summer. 

Lasser  used  to  hold  quarterly  meetings  for  the  top  800 
cers;  Haldeman  now  opens  them  to  all  employees.  Rather 
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i  speech  detailing  the  quarter's  high- 
;,  he  presides  over  a  more  freewheel- 
ive-and-take.  At  the  first  confab  in 
try,  employees  asked  whether  mas- 
ayoffs  were  ahead  (hopefully  not,  he 
id)  and  whether  bonuses  could  come 
r  than  the  usual  end-of-March  pay- 
yes).  Indeed,  Haldeman  guaranteed 

bonuses  for  investment  managers  at 
002  level.  Bonuses  should  have  been 
jcause,  although  the  stock  market  did 
astyear,  Putnam  did  lousy.  (Its  2003 
iting  income  of  $503  million  was 

10%  from  2002  and  half  of  the  2000 
d.)  The  managers  were  mighty 
ed.  Lasser  would  defer  large  chunks 
nuses  for  several  years  to  keep  em- 
;es  from  leaving.  Says  Haldeman: 
ve  done  everything  we  can  to  remove 
derarchy,  policies,  and  rules,  and  to 
people  more." 

lose  values  were  grounded  in  Halde- 
s  middle-class  family  in  Philadelphia, 
ate  father  owned  an  auto-tag  business 

elps  get  drivers  their  license  plates.  His  brother  now  runs  it, 
lis  79-year-old  mother  still  works  there  six  days  a  week.  Al- 

a  quick  study,  Haldeman  went  to  public  schools  before 
ing  an  economics  degree  from  Dartmouth  College  and  then 
an  MBA  and  a  law  degree  from  Harvard  University. 


GO-GO  BOSS  Former  CEO  Lasser 
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ONTRAST  TO  LASSER'S  imperial  command-and-control 

Haldeman  delegates  a  lot.  As  a  manager,  he's  uncluttered— 
esk  doesn't  have  a  single  sheet  of  paper  on  it.  Nor  is  he  the 
to  pull  all-nighters.  He  didn't  do  that  even  at  the  gravest  mo- 
ts of  Putnam's  crisis  because  he  believes  people  aren't  pro- 
ive  when  they're  tired.  Try  to  reach  him  in  the  office  after  6 
now,  and  he's  likely  to  be  gone. 

ill,  Haldeman  appears  to  be  getting  his  message  across  that 
iam  fund  managers  must  take  ^^^^^^^^^^^^^^ 
of  other  people's  money  rather  t^T*J^^^^^H 

rake  in  riches  for  themselves. 

Rick  Schoff,  president  of  Retire- 
t  Plan  Advisory  Group  in 
idelphia,  a  401(k)  adviser:  "You 
I  heard  people  at  Putnam  say 
before." 

aldeman  often  refers  to  Putnam's 
>ry  when  he  talks  with  investors, 
iting  that  the  firm  is  returning  to 
oots.  He  shows  clients  a  short 
o  of  the  founder's  son  George  ex- 
ig  the  virtues  of  consistency.  New 
nd  print  ads  feature  a  portrait  of 
jeorge  Putnam  who  founded  the 
pany  with  one  fund  in  1937,  three 
s  before  Congress  enacted  the  leg- 
ion that  created  the  modern  mu- 
fund  industry.  Putnam  competed 
nst  the  likes  of  Wellington  and 

Investment  Management  then 
tressing  its  balanced  approach  to 


investing,  symbolized  by  a  logo  showing  a 
scale.  The  Putnam  philosophy  reaches  back 
even  further,  to  1830,  when  founder 
George's  great-great-grandfather,  Massa- 
chusetts Supreme  Court  Justice  Samuel  Put- 
nam, established  the  prudent  man  rule— en- 
joining money  managers  to  handle 
investors'  money  as  they  would  their  own- 
that  still  has  legal  force  today. 

So  far,  Haldeman  has  handled  the  transi- 
tion well,  confounding  early  critics  who 
doubted  he  had  enough  experience  to  run 
the  nation's  sixth-largest  mutual-fund 
group.  He  has  racked  up  thousands  of  air 
and  road  miles  over  the  past  five  months, 
calling  on  one  large  institutional  customer 
after  another— clients  such  as  the  state  of 
Washington,  the  California  Public  Employ- 
ees' Retirement  System,  and  the  state  of 
Connecticut.  Although  the  meetings  were 
friendly,  almost  all  of  the  institutions  called 
afterward  to  say  thanks  but  no  thanks.  He 
did  have  one  success,  however:  Connecticut 
agreed  to  keep  its  money  with  Putnam  in  ex- 
change for  fees  linked  to  performance. 

All  the  same,  Haldeman  hopes  a  bigger  payoff  will  come  later. 
"  [The  meetings  with  investors  were]  worthwhile  because  we  ex- 
plained to  people  what  went  wrong,  what  we  were  doing  to  fix  it, 
and  hopefully  left  on  good  terms  so  they'd  take  our  calls  in  the  fu- 
ture and  be  open  to  dealing  with  us,"  he  says.  Institutional  in- 
vestors remain  guarded.  Rhode  Island  General  Treasurer  Paul 
Tavares,  for  one,  says  he  wants  to  see  stability  in  Putnam's  in- 
vestment teams,  internal  safeguards  to  prevent  wrongdoing,  and 
improved  performance  before  he'll  put  money  at  Putnam  again. 
Clearly,  Haldeman  faces  some  tricky  times.  "It's  not  going  to 
be  a  lot  of  fun  around  here  for  the  next  couple  of  years,"  says 
fund  board  Chairman  Hill.  Haldeman  thinks  he  can  score  by 
serving  up  better  fund  returns.  Maybe  so.  But  winning  back  a 
tarnished  reputation  is  going  to  take  years.  II 

-By  Faith  Arner  in  Boston,  with 
Lauren  Young  in  New  York 


Charles  E.  4Ed'  Haldeman 


PHILLYBOY 

Middle- 
class  values 


JOB  CEO  and  president,  Putnam 
Investments,  Boston 

BORN  Oct.  29, 1948,  in 
Philadelphia 

EDUCATION  BA  in  economics 
from  Dartmouth  in  1970;  both  an 
MBA  and  a  law  degree  from 
Harvard  in  1974 

CAREER  PATH  Money  manager, 
then  partner  with  Cooke  &  Bieler, 
Philadelphia,  1974-98;  president 
and  COO,  United  Asset 
Management,  Boston,  1998-99; 
CEO,  Delaware  Investments, 
Philadelphia,  2000-02 


GREATEST  ACHIEVEMENT: 

Winning  the  heart  of  one  of  the 
few  women  in  his  Harvard  Law 
class,  Barbara,  now  his  wife  of  30 
years 

COMMUTE  Each  weekend  flies 
home  to  Haverford,  Pa.,  where  the 
youngest  of  his  three  children  is  a 
high  school  senior 

LEISURE  Plays  tennis  the  way  he 
manages  money:  "Don't  make 
mistakes,  run  for  every  ball,  stay 
on  the  court  a  long  time" 

WORST  TRAIT  (If  his  office  is 
next  door):  A  very  loud  laugh 
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SPECIAL  REPORT 


Top  CEO  paychecks  in  2003  were,  as  usi 
off-the-charts  amazing.  But  the  pace  of 
overall  raises  for  execs  slowed  consideral 


AFTER  TWO  YEARS  OF  DOUBLE-DIGIT 

declines,  executive  pay  was  finally  sup- 
posed to  bounce  back  in  2003.  A  few 
weeks  ago,  compensation  consultants 
were  predicting  increases  of  15%  or  more, 
as  boards  doled  out  huge  profit-driven 
bonuses  and  CEOs  rushed  to  cash  in  op- 
tions during  the  market  upturn.  Indeed, 
with  their  shares  soaring  in  value,  some 
long-successful  CEOs  took  the  opportuni- 
ty to  cash  in  options 
that  were  about  to 
expire.  That  resulted 
in  some  gargantuan 
pay  packages.  "I'm  a 
little      embarrassed 


about   it,"    says   United   Technolog 
Corp.'s  George  David,  who  pulled  dc 
$70.5  million  last  year.  "But  it's  a 
result  of  greater  shareholder  value." 
Top  executive  paychecks  in  2003 ' 
as  usual,  off-the-charts  amazing.  Ho\ 
er,  overall  raises  for  corporate  leaders  i 
tually  slowed  considerably.  The  c 
ecutives  in  BusinessWeek's  54th 
Executive  Pay  Scoreboard  saw  their  i 
age  salary,  bonus,  and  long-term 
pensation  increase  9.1%  last  year,  to 
million,  a  far  cry  from  the  double- 
gains  that  were  common  in  the  1< 
And  they  had  better  get  used  to  it.  A  cc 
bination   of  increasingly   indepenc 


«*4 


ds,  angry  shareholders,  and  a  likely 
change  that  would  make  it  easier  for 
nvestors  to  oust  clueless  directors  has 
y  boards  revamping  pay  packages  in 
3  that  should  keep  a  lid  on  massive 
lays  far  into  the  future, 
[any  of  the  executives  who  managed 
lck  those  downward  forces  to  top  the 
3  pay  ranks  are  familiar  names.  No.  2 
e  Jobs  of  Apple  Computer  Inc.,  who 
year  swapped  27  million  underwater 
ons  for  $74.8  million  in  restricted 
c  that  he'll  collect  in  2006,  appeared 
iur  2001  and  2002  surveys.  Apple 
ts  out  that  those  options,  along  with 
llfstream  V  that  Jobs  got  in  2001,  are 


The  20  Top-Paii 

i  Chief  Execs. 

•  • 

2003  SALARY 
&  BONUS 

LONG-TERM 
COMP' 

TOTAL 
PAY 

MILLIONS 

1      REUBEN  MARK 

Colgate-Palmolive 

$5.1 

$136.0 

$141.1 

2      STEVEN  P.  JOBS 

Apple  Computer 

0.0 

74.8'" 

74.8 

3      GEORGE  DAVID 

United  Technologies 

4.2 

66.2 

70.5 

4      HENRY  R.SILVERMAN 

Cendant 

17.3 

37.2 

54.4 

5      SANFORD  I.WEILL 

Citigroup 

30.7 

23.4 

54.1 

6      RICHARD  S.FULD  JR. 

Lehman  Brothers 

7.4 

45.5 

52.9 

7      LEW  FRANKFORT 

Coach 

1.9 

43.8 

45.8 

8      LAWRENCE  J.  ELLISON 

Oracle 

0.1 

40.5 

40.6 

9      HOWARD  SOLOMON 

Forest  Laboratories 

1.4 

34.6 

36.1 

10      RICHARD  M.  KOVACEVICH 

Wells  Fargo 

8.5 

27.4 

35.9 

11      CHARLES  M.  CAWLEY 

MBNA 

7.5 

27.4 

34.9 

12      JAMES  E.  CAYNE 

Bear  Stearns 

11.2 

22.7|3> 

33.9 

13      DOUGLAS  A.  BERTHIAUME 

Waters 

1.2 

32.2 

33.4 

14      JAMES  R.  MOFFETT 4 

Freeport  McMoRan  Copper  &  Gold 

11.4 

21.9 

33.2 

15      TODD  S.  NELSON 

Apollo  Group 

4.5 

28.3 

32.8 

16      H.  LAWRENCE  CULP  JR. 

Danaher 

3.8 

28.2 

32.0 

17      RAY  R.  IRANI 

Occidental  Petroleum 

4.8 

27.1 

31.9 

18      CHARLES  PRINCE 

Citigroup 

7.6 

23.8 

31.4 

19     BRIAN  L.  ROBERTS 

Comcast 

8.4 

22.6 

31.0 

20     R.  LAWRENCE  MONTGOMERY 

Kohl's 

1.0 

29.2 

30.2 

. . .  and  10  Who  Aren't  CEOs 

1      NIGEL  W.MORRIS 

Capital  One  Financial 

$0.0 

$147.3 

$147.3 

2      SYDNEY  HARMAN 

Harmanlnt'l  Industries 

2.6 

42.5 

45.1 

3       RALPH  J.  ROBERTS 

Comcast 

6.8 

32.7 

39.5 

4      WARREN  J.  SPECTOR 

Bear  Stearns 

10.6 

27.6<3> 

38.3 

5      JOSEPH  M.  GREGORY 

Lehman  Brothers 

5.5 

31.3 

36.8 

6      BRADLEY  H.JACK 

Lehman  Brothers 

5.5 

29.5 

35.0 

7       JOHN  R.  COCHRAN  III 

MBNA 

4.6 

27.5 

32.1 

8      ANTHONY  S.THORNLEY 

Qualcomm 

1.4 

29.7 

31.1 

9      ROBERT  B.WILLUMSTAD 

Citigroup 

7.7 

22.9 

30.6 

10      ALAN  D.  SCHWARTZ 

Bear  Stearns 

10.7 

18.91'3' 

29.6 

Long-term  compensation  includes  exercised  options,  restricted  shares  regardless  of  vesting  schedule,  and  long- 
term  incentive  payments;  does  not  include  the  value  of  2003  option  grants.  (1)  Restricted  stock  received  in 
exchange  for  underwater  options.  (2)  Resigned  as  CEO  10/03,  remains  as  chairman  (3)  Includes  preferential 
earnings  on  stock;  available  to  executive  after  5  years  (4)  Resigned  as  CEO  12/03.  (5)  Became  CEO  10/03 

Data:  Standard  &Poor's  ExecuComp 
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SPECIAL  REPORT 


Execs'  Origins 


Among  the  25 
CEOs  with  the 
highest  pay  over 
three  years 


■  The  largest  number  were  born  in  the  East;  the  most  common 
astrological  sign  is  Aries.  

■  Nearly  all  are  50  or  older;  the  youngest  is  Jeffrey  Immelt  of  GE 
(born  1956);  the  oldest,  Howard  Solomon  of  Forest  Labs  (1927). 

■  Nearly  all  finished  college,  but  almost  half  (44%)  have 
no  graduate  degree.  

Data:  Who's  Who.  Bloomberg  finance)  Markets,  company  Web  sites.  Hoover's.  SEC  Mugs.  S&P  ExecuComp 


IMMELT  At 

48,  General 
Electric's 
CEO  is  the 
youngest  of 
the  group 


the  only  pay  he  has  received  since  return- 
ing to  the  company's  helm  in  1997.  Cen- 
dant Corp.'s  Henry  R.  Silverman,  who 
took  home  $54.4  million  last  year,  came 
in  at  No.  4,  marking  his  second  appear- 
ance on  the  list.  Hot  on  his  heels:  Citi- 
group Chairman  Sanford  I.  Weill,  who 
stepped  down  as  CEO  in  October,  had  a 
$54.1  million  payday— placing  him 
among  the  nation's  highest-paid  execu- 
tives for  the  fourth  time  in  five  years. 

It's  hard  to  justify  anyone  making  so 
much  money.  But  some  of  the  top  pay 
packages  reflected  years  of  phenomenal 
performance.  Take  the  No.l  name  on  our 
list,  Colgate-Palmolive  Co.'s  Reuben 
Mark.  To  cash  in  the  options  that  made 
up  most  of  his  $141.1  milhon  pay  package, 
he  had  to  clear  some  exceedingly  high 
hurdles.  Ten  years  ago,  the  Colgate  board 
granted  Mark  4  milhon  split-adjusted  op- 
tions—his last  for  seven  years— that 
would  pay  off  only  if  Col- 
gate stock  surged  as  much 
as  80%.  They  would  lapse 
long  before  their  10 -year 
expiration  date  if  the  stock 
price  did  not  hit  specified 
targets.  Mark  was  able  to 
cash  those  options  in  last 
year  because  Colgate's 
stock  rose  286%  over  10 
years,  more  than  twice 
the  114%  gain  for  the 
Standard  &  Poor's  500- 
stock  index.  Traditional 
options  often  allow  a 
CEO  to  ride  a  rising  market  to  extraordi- 
nary riches  without  having  to  beat  any 
targets.  But  such  premium-priced  options 
reward  CEOs  only  after  they've  delivered 

108  I  BusinessWeek  I  April  19.  2004 


big  gains,  says  Patrick  S.  McGurn,  senior 
vice-president  at  proxy  adviser  Institu- 
tional Shareholder  Services  Inc.  "He  has 
earned  the  right  to  exercise  those  options 
by  creating  sustained  growth  in  share- 
holder value,"  says  McGurn. 

That  sort  of  nuance  is  easy  to  miss  in  a 
survey  of  corporate  proxy  reports.  That's 
why  BusinessWeek  decided  this  year  to 
look  behind  the  top  CEO  paychecks  to  get 
a  more  complete  picture  of  what  it  takes 
to  climb  this  mountain  of  corporate 
wealth.  To  pinpoint  the  characteristics  of 
top-earning  execs,  we  started  with  a  list  of 
100  of  the  largest  companies  in  the  S&P 
500  where  the  current  CEOs  have  been  on 
the  job  for  the  past  three  years.  Then  we 
gathered  publicly  available  biographical 
information— from  date  of  birth  to  where 
they  got  their  MBAs— and  asked  them  for 
additional  info.  Finally,  we  concentrated 
on  the  25  CEOs  with  the  highest  pay,  try- 
ing to  determine  what  traits  they  share. 

The  portrait  that  emerged  was  illumi- 
nating. For  one  thing,  the  road  to  corpo- 
rate power  remains,  for  the  most  part,  a 


meritocracy.  Most  of  these  execs  did  n| 
attend  elite  universities.  They  began  I 
adulthood  uncertain  of  where  life's 
would  take  them  and  made  at  least  i 
sharp  turn  to  get  onto  the  fast  track.  ] 
many,  that  meant  changing  educatic 
plans,  abandoning  a  life  in  acader 
government  service  for  a  career  in 
ness,  or  switching  industries  later  in  ] 
First,  the  obvious:  As  a  group,  thes 
CEOs  were  extremely  well  compensa 
Their  average  annual  pay  came  to  $3 
milhon.  To  put  that  in  perspective, 
more  than  four  times  the  average  paj 
all  the  CEOs  in  BusinessWeek's  Exec 
Pay  Scoreboard  for  the  same  three- 
period— and  more  than  900  times  the 
nual  salary  of  the  typical  U.S.  worker, 
bulk  of  executive  pay  today  is  tied  to  < 
pany  performance,  so  shareholder  ret 
were  a  big  factor,  although,  as  we 
out,  not  as  big  as  you  might  think. 


Eastern  Stars 

GRANTED,  IT  CAN  BE  misleading  to 
trapolate  too  much  from  a  small  sami 
Still  the  results  were  provocative.  It's : 
surprising  that  44%  of  those  CEOs 
born  in  the  East.  But  how  to  explain 
6  of  the  25  CEOs— including  Ora 
Lawrence  J.    Ellison    and    Citigro 
Weill— were  New  Yorkers,  from  a 
with  less  than  3%  of  the  U.S.  populatii 
One  explanation  may  be  that  growin; 
in  the  home  of  Wall  Street  and  the  wc 
mass-media  capital  prepares  kids 


Pay  for  Performance:  CEO; 

Execs  Who  Gave  Shareholders  Most  for  Their  Pay . . 


BUFFETTThe 

Berkshire 
Hathc  vay 
CEO  diu  best 


TOTAL  PAY*" 
(MILLIONS) 

SHAREHOLDER 
RETURN'2' 

RELATlfl 

INDEX  11 

1  WARREN  E.  BUFFETT  Berkshire  Hathaway 

$1.0 

19% 

124  J 1 

2  MARGARET  C.  WHITMAN  eBay 

3.4 

292 

116     i 

3  RICHARD  L.  CARRION  Popular 

1.9 

84 

36 

4  DANE  A.  MILLER  Biomet 

1.5 

39 

.  •■- 

5  BERNARD  A.  GIROD  Harman  Int'l  Industries    5.9 

308 

69   j 

6  FELIX  E.  WRIGHT  Leggett  &  Piatt 

1.8 

23 

• 

7  DONALD  E.  GRAHAM  Washington  Post 

2.2 

32 

59 

8  THOMAS  L  HEFNER  Duke  Realty 

2.7 

55 

:: 

9  STEVEN  A.  BALLMER  Microsoft 

2.3 

27 

56 

10  DANIEL  R.  DIMICCO  Nucor 

2.8 

48 

;; 

(l)Salary.  bonus,  and  long-term  compensation,  including  exercised  stock  options,  for  the  2001. 2002 
2003  fiscal  years  (2)Stock  price  on  Dec  31. 2003.  plus  dividends  reinvested  for  three  years 
stock  price  on  Dec  31.2000.  Data:  S&P  Exf 


t  the  top  of  the  hierarchy.  James  M. 
1,  who  recruits  technology  and  me- 
tecs  for  search  firm  Spencer  Stuart, 
s  this  firsthand.  At  a  Broadway  show 
tly,  his  13-year-old  son  spotted  Jack 
ti,  the  legendary  ex-CEO  of  General 
ric  Co.— a  face  not  instandy  recog- 
le  by  most  13-year-olds.  "They're 
5  to  be  business-sawy  at  an  ex- 
dinarily  young  age,"  says  Citrin. 
r  most  chief  execs  in  training,  life 
s  to  a  fork  at  age  18,  when  people 
decide  on  a  college.  But  here, 
»f  the  cherished  myths  of  execu- 
levelopment— that  top  talent  is 
n  from  the  academic  elite— 
:  out  to  be  just  that.  True,  8  of 
}p  25  attended  Ivy  League  col- 
— but  the  rest  went  to  the  likes 
xas  Tech,  Iowa  State,  and  City 
ge  of  New  York.  Fourteen  of 
jp  25  have  an  advanced  degree,  but 
10  of  those  are  MBAs.  Seven  of  those 
s  came  from  top-ranked  B-schools. 
y  A.  Sonnenfeld,  associate  dean  at 
ale  School  of  Management,  says  that 
nderscores  the  egalitarian  nature  of 
;ss  in  America  and  that  the  market 
dent  rewards  groundbreaking  inno- 
s  regardless  of  pedigree.  "These  are 
le  who  made  huge  leaps,"  says  Son- 
sld.  "None  of  these  are  aristocrats." 
rule  some  of  the  25  highest  paid  un- 
tedly  contemplated  a  business  ca- 
early  on,  many  others  did  a  fair  bit  of 
rimentation  before  settling  down  to 
in  senior  management.  Qualcomm 
>  Irwin  M.  Jacobs  began  as  a  profes- 


Career  Choices 


The  track  to  the 
top  has  many 
starting  points 


■  The  most  popular  choices  among  those  with  an  MBA  were 
Harvard  and  Stanford. 


Few  spent  an  entire  career  in  their  present  industry. 


■  The  majority  (60%)  have  spent  less  than  10  years  in  the 
corner  office. 

Data:  iVho's  W».  BtoombeB  Financial  Markets,  company  Web  sites.  Hoover's.  SEC  f  drip.  S&P  ExecuComp 


McKINNELL 

Pfizer's  CEO 
has  both  an 
MBA  and 
a  PhD  from 
Stanford 


sor  at  Massachusetts  Institute  of  Tech- 
nology and  the  University  of  California  at 
San  Diego.  Kenneth  I.  Chenault  at  Amer- 
ican Express  Co.  was  a  consultant  at  Bain 
&  Co.  And  James  E.  Cayne  of  Bear 
Stearns  Cos.  started  in  sales  and  playing 
professional  bridge,  only  to  end  up  as  a 
broker.  If  a  certain  amount  of  wanderlust 
is  a  prerequisite  for  success,  then  a  few  of 
our  top  25  CEOs  have  plenty.  Ellison, 
Morgan  Stanley's  Philip  J.  Purcell,  and 
Daniel  J.  Warmenhoven  of  Network  Ap- 
pliance Inc.  all  head  companies  far  from 
their  birthplace. 

On  the  other  hand,  once  a  CEO  is  en- 
sconced in  the  corner  office,  there  are 


h  Ends  of  the  Scale 


. . .  And  Those  Who  Gave  the  Least 

TOTAL  PAY<1>      SHAREHOLDER      RELATIVE 
(MILLIONS)            RETURN12'             INDEX 

)ZEF  STRAUS  JDS  Uniphase'3'                    $151.9           -91%         0.057 

AWRENCE  J.  ELLISON  Oracle                        746.7            -54             0.061 

ONYL  WHITE  Applera  Applied  Biosystems<4>  72.5           -78            0.310 

5C0n  G.McNEALY  Sun  Microsystems            34.9           -84            0.459 

IEUBEN  MARK  Colgate-Palmolive                  162.8           -19            0.497 
HCHARD  S.  FULD  JR.  Lehman  Brothers          186.8             16            0.622 
IICHARD  D.  FAIRBANK  Capital  One  Financial   142.4            -6            0.658 
RWIN  M.  JACOBS  Qualcomm                         83.5           -34            0.790 

►TEVEN  P.  JOBS  Apple  Computer'5*                162.3            44            0.885 
IAMES  F.  McDONALD  Scientific  Atlanta           90.0           -16            0.937 

:  ong-term  compensation,  including  exercised  stock  options,  for  the  2001. 2002.  and 
3  fiscal  years.  (2)  Stock  price  on  Dec  31. 2003.  plus  dividends  reinvested  for  three  years,  divided  by 
k  price  on  Dec  31. 2000  (3)  Retired  as  CEO  9/03.  (4)  Runs  three  separate  businesses;  shareholder 
rn  for  Applied  Biosystems  stock  (5)  Includes  restricted  stock  received  in  exchange  for  underwater  options. 

Data:  S&P  ExecuComp 

STRAUS  JDS 

Uniphase's 
CEO  fared 
poorly 


powerful  incentives  to  stay  put.  It  gener- 
ally takes  10  years  for  options  stockpiles 
to  get  big  enough  and  valuable  enough  to 
generate  regular  eight-figure  pay  pack- 
ages. That's  why  18  of  the  25  top-paid 
CEOs  in  the  group  we  studied  have  been 
in  that  post  for  more  than  five  years,  more 
than  half  of  those  for  a  decade  or  more. 

To  rake  in  the  big  bucks,  CEOs  must 
also  produce  a  surge  in  shareholder  value. 
So  you  would  expect  the  top-paid  CEOs  to 
outperform  the  rest  of  the  field.  Most  did. 
However,  8  of  the  25  failed  to  beat  the 
S&P  500  for  total  shareholder  returns 
over  the  past  three  years.  Little  surprise 
that,  thanks  to  their  giant  pay  packages, 
none  of  the  other  17  aced  our  pay-for-per- 
formance  analysis.  Berkshire  Hathaway 
Inc.'s  Warren  E.  Buffett  was  the  biggest 
bargain  for  shareholders  in  2003. 

Jozef  Straus,  retired  CEO  of  JDS 
Uniphase  Corp.,  delivered  the  least  bang 
for  the  buck.  The  company  notes  that 
more  than  80%  of  Straus's  three-year  pay 
of  $151.9  million  came  from  options  exer- 
cised at  the  peak  of  the  telecom  boom  in 
August,  2000— during  the  company's 
2001  fiscal  year  but  before  the  start  of 
BusinessWeek's  survey  period,  based  on 
calendar  years.  Following  the  peak, 
Straus's  pay  fell  to  $500,000  a  year.  Ora- 
cle Corp.'s  Lawrence  J.  Ellison  was  also 
among  the  lowest  performers  from  2001 
through  2003,  producing 
shareholder  returns  of 
-54%,  compared  with 
-16%  for  the  S&P  500.  He 
was  a  champion  when  it 
came  to  his  pay  package, 
however,  taking  home  a 
three-year  haul  of  $746.7 
million.  Ellison,  through 
a  spokesman,  declined 
to  comment. 

The  huge  options 
awards  behind  the  top 
paychecks  are  likely  to 
shrink  further.  Many 
boards  last  year  began  making  pay  more 
dependent  on  meeting  tough  goals,  limit- 
ing massive  payouts.  Among  the  changes: 
shifting  pay  from  options  to  restricted 
stock  and  replacing  traditional  options 
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Management  Style 


In  different 
ways,  they 
showed  a 
consistent 
ability  to  look 
out  for  No.  1 


■  Nearly  a  third  ran  companies  that  underperformed  the 
S&P  500  average  for  shareholder  returns 

■  Average  pay  perks  came  to  $938,111.  covering  things  such 
as  club  dues,  company  cars,  and  corporate  jets.  Ray  Irani  at 
Occidental  had  $1.7  million,  including  personal  security  services 

■  The  best  handicap  among  golfers  is  Gannett's  Doug  McCorkindale 
(7.1);  the  worst,  U.S.  Bancorp's  Jerry  Grundhofer  (17.5)    


Data:  iVho's  Who.  Bloomberg  Financial  Markets,  company  Web  sites.  Hoover's.  SEC  filings.  Golf  Digest.  S&P  ExecuComp 


with  those  that  pay  off  only  after  a  big  rise 
in  stock  prices.  Gargantuan  option  grants 
haven't  vanished:  In  2003,  American  In- 
ternational Group's  Maurice  R.  "Hank" 
Greenberg  got  750,000  options— double 
his  2002  grant— that  will  be  worth  $66.3 
million  in  10  years  if  AIG  stock  rises  10%  a 
year.  But  companies  such  as  GE  and  IBM 
are  leading  the  way  on  reform,  and  others 
will  follow.  Says  Ira  Kay,  compensation 
practice  leader  at  Watson  Wyatt  World- 
wide: "It  will  take  even  better  perform- 
ance to  yield  the  same  pay." 

Never  underestimate  the  ability  of 
CEOs  to  find  fresh  sources  of  compensa- 
tion, though.  One  part  of  the  formula  that 
doesn't  seem  to  be  changing  is  the  gener- 
ous shower  of  perks.  The  25  highly  paid 
CEOs  in  the  BusinessWeek  study  received 


average  perks  valued  at  $938,111  in  2003. 
For  4  of  the  25,  the  perk  package  alone 
topped  $1  million.  Bear  Stearns's  James 
Cayne  took  home  $12.3  million  in  above- 
market  earnings  on  company  stock.  Bear 
Stearns  says  that  represents  "investment 
income,"  not  a  perk,  and  that  it  is  similar 
to  discounts  many  Wall  Street  execs  re- 
ceive on  restricted  stock  grants. 


"Badge  of  Merit" 

TO  SOME  EXTENT,  perks  are  built  into  a 
CEO's  retirement  package;  Company 
contributions  to  401(k)  plans  and  life  in- 
surance are  tied  to  salary.  But  others  re- 
flect rights  accorded  today's  corporate 
nobility.  Not  only  does  Coca-Cola  Co.'s 


Compensation  Scoreboard  Glossary 


If  the  system  worked  perfectly,  executive 
pay  would  rise  when  the  boss  delivered 
the  goods  for  shareholders.  And  it  would 
fall  when  corporate  performance  declined. 
But  it  doesn't  always  happen  that  way. 

In  this  Scoreboard,  BusinessWeek,  along 
with  Standard  &  Poor's,  attempts  to  measure 
how  closely  pay  matches  performance.  The 
study  compares  an  executive's  total 
compensation  with  the  company's  total 


return  to  shareholders  in  stock  appreciation 
and  dividends  over  three  years.  Three  years 
of  data  are  examined  to  minimize  the  impact 
of  single-year  windfalls  and  to  measure  long- 
term  performance.  Each  company  is 
assigned  to  one  of  nine  industry  groups. 
Then,  each  executive's  pay,  the  company's 
total  return  to  shareholders,  and  the 
company's  profit  record  are  measured 
against  the  others  in  the  group. 


McCORKINDALE 

Gannett's  CEO 
is  the  best  on 
the  golf  course 


Douglas  N.  Daft 
to  use  the  comr, 
aircraft  for  pers 
travel  but  Coke 
picks  up  taxes  or 
perk.  In  2001, 
Fargo        & 
Richard  M.  Ko\ 
vich  got  $67,0^ 
cover  mortgage 
terest   on   the 
chase  of  his  hot 
San  Francisco. 
Hodgson   of  col 
rate  governance  watchdog  The  Cor 
Library  explains  that  such  power 
have  been  increasing  for  some  time 
what  he  describes  as  a  case  of  keeping 
with  the  Joneses.  "There's  a  Tie's  get 
it,  so  why  shouldn't  I?'  aspect  to  it," 
Hodgson.  "It's  a  badge  of  merit." 

That  sense  of  enthiement  may  si 
in  the  face  of  energized  boards  and 
boldened  shareholders.  The  CEO 
train  is  slowing  in  response  to 
forces.  But  as  this  Scoreboard  shows, 
road  to  riches  is  still  wide  open. 

-By  Louis  Lavelle,  withjessi  Her 
and  Diane  Brady,  in  New '. 


BusinessWeek  online 


For  the  pay  of  additional  executives,  go  to] 
www.businessweek.com/magazine/ext  ra.f 


The  Scoreboard  companies  boast  marke 
values  among  the  500  largest  for  which  20( 
data  are  available.  This  year,  365  companie 
from  35  industries  are  represented. 

Performance  ratings  are  given  only  wher 
three  years  of  data  are  available.  On  a 
5-through-l  scale,  5  indicates  the  best 
performance;  1  is  the  worst.  The  top  15%  of 
the  sample  receives  a  5,  the  next  25%  a  4, 
30%  a  3, 20%  a  2,  and  10%  a  1. 


2003  COMPENSATION 

TOTAL  ANNUAL  COMPENSATION  is  the  sum  of  an  executive's 
annual  and  long-term  compensation  for  2003.  Annual  compensation 
consists  of  salary,  bonus,  and  other  yearly  pay.  Long-term 
compensation  consists  of  restricted  stock  awards,  the  value  of  any 
stock  options  exercised  during  the  year,  and  any  other  long-term 
compensation  (such  as  payouts  from  long-term  incentive  plans, 
director's  fees,  and  special  bonuses). 

WEALTH  is  the  yearend  value  of  an  executive's  exercisable  and 
unexercisable  in-the-money  stock  options.  It  provides  a  glimpse  of 
potential  wealth  gains  in  the  future,  which  will  be  realized  as 
executives  exercise  those  options  in  coming  years. 


PAY  VS.  SHAREHOLDER  RETURN 

TOTAL  COMPENSATION  here  is  the  sum  of  an  executive's  salary, 
bonus,  and  long-term  compensation  for  three  years. 

VALUE  OF  $100  INVESTED  is  the  yearend  2003  value  of  a  $100 
investment  in  the  company  made  three  years  earlier,  including  both 
share-price  appreciation  and  dividends  (reinvested). 

RATING  shows  how  an  executive  stacks  up  against  industry  peers, 
measured  in  terms  of  pay  relative  to  total  return  to  shareholders.  The 
rating  is  based  on  an  index  in  which  the  value  of  the  investment  at  1 
end  of  the  three-year  period  is  divided  by  an  executive's  total  pay  anc 
then  compared  with  other  executives  in  the  same  industry. 


Footnotes:  flndicates  executive  retired  in  2002-2003  tMay  exclude  option  gams  in  earlier  years  e=estimated  NA=not  available  NM=not  meaningful  Data:  S&P  ExecuCon 
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:ecutive  Compensation 

[y  at  some  of  the  biggest  U.S.  companies,  grouped  by  industry 


EXECUTIVE 

2003  COMPENSATION 

TOTAL  ANNUAL  COMPENSATION 

WEALTH 

VALUE  Of 
REMAINING 
OPTIONS 

2001-03  PAY  PERFORMANCE 

PAY  VS.  SHAREHOLDER  RETURN 

SALARY 

4  BONUS 

$000 

RESTRICTED 

STOCK  AWARDS 

$000 

OPTIONS 

EXERCISED 

$000 

OTHER  LONG- 
TERM  COMP. 
$000 

TOTAL 
COMP. 
$000 

TOTAL 
COMP. 
$000 

$ VALUE 
OF  $100 
INVESTED 

RATING 

AEROSPACE  (INDUST 

RIAL:  HIGH  TECH) 

593 
0 

160 
3 

3811 

449 

3171 
32814 

1 
I 

P.M.  Condit,  chmn.  &  CEOf 
H.C.  Stonecipher,  pres.  &  CEO" 

•Left  office  12/1/03.  "Became  CEO  12/1/03 

2437 

256 

621 
190 

11885 
6034 

67 

ral  Dynamics 

N.D.  Chabraja,  chmn.  &  CEO 

3901 

2772 

2897 

0 

9570 

35062 

30533 

121 

I 

(rich 

M.O.  Larsen,  chmn.,  pres.  &  CEO* 
D.L.  Burner,  chmn.  &  CEO  j 

♦Became  CEO  4/1/03. 

1436 
1920 

0 

0 

52 
65 

116 
213 

1604 
2198 

3406 
3386 

4934 
6680 

95 

need  Martin 

V.D.  Coff  man.  chmn.  &  CEO 

5186 

0 

0 

8510 

13696 

13690 

55589 

156 

HI 

won 

W.H.  Swanson,  chmn.  &  CEO' 
D.P.  Burnham,  chmn.  &  CEO 

•Became  CEO  7/1/03. 

2359 
1653 

3939 
0 

0 
0 

38 
41 

6336 
1694 

2440 
4162 

12215 
13204 

104 

I 
i 

well  Collins 

CM.  Jones,  chmn.,  pres.  &  CEO 

1258 

0 

45 

2475 

3778 

3845 

5723 

NA 

NA 

»d  Technologies 

G.  David,  chmn.  &  CEO 

4226 

0 

66227 

0 

70452 

210016 

102753 

126 

(2 

APPLIANCES  (CONSL 

MER  PRODUCTS) 

5945 

lan  Intl.  Industries 

B.A.  Girod,  vice-chmn.  &  CEO 

2300 

0 

179 

0 

2479 

24527 

408 

SI 

ett  &  Piatt 

F.E.Wright,  chmn.  &  CEO 

3 

0 

0 

0 

3 

15304 

1839 

123 

s 

: 

rlpool 

D.R.  Whitwam,  chmn.  &  CEO 

2541 

0 

2053 

1772 

6366 

14413 

14947 

163 

a 

■  AUTOMOTIVE  (CONSUMER  PRODUCTS) 

; 

J.M.  Magliochetti,  pres.,  CEO  &  COO* 

•Passed  away  9/22/03. 

1503 

166 

0 

0 

1669 

1908 

5137 

127 

a 

t 

J.T.  Battenberg  III,  chmn.,  pres.  &  CEO 

1782 

1214 

0 

732 

3728 

1708 

13398 

98 

a 

h 

A.M.  Cutler,  chmn.,  pres.  &  CEO 

2548 

932 

2840 

1844 

8165 

32591 

17628 

177 

a 

I  star  International 

D.C.  Ustian,  pres.  &  CEO* 

•Became  CEO  2/18/03. 

742 

48 

225 

0 

1014 

3514 

3197 

183 

a 

ar 

M.C.  Pigott,  chmn.  &  CEO 

2156 

0 

0 

1069 

3225 

38393 

9294 

283 

a 

BANKS  &  BANK  HOI 

LDING  COMPANIES  (FINANCIAL  SERVICES) 

iouth  Bancorporation 

CD.  Ritter,  chmn.,  pres.  &  CEO 

3071 

0 

2864 

0 

5935 

14582 

18332 

183 

a 

k  of  New  York 

T.A.  Renyi,  chmn.  &  CEO 

10883 

2870 

845 

0 

14598 

26380 

38290 

64 

m 

Knorth  Group 

W.J.  Ryan,  chmn.,  pres.  &  CEO 

1030 

0 

0 

1125 

2155 

14901 

7046 

176 

a 

T 

J.A.  Allison  IV,  chmn.  &  CEO 

887 

0 

672 

688 

2248 

11797 

10426 

114 

a 

rter  One  Financial 

C.J.  Koch,  CEO 

1957 

0 

3427 

0 

5384 

26731 

11009 

144 

ipass  Bancshares 

D.P.  Jones  Jr.,  chmn.  &  CEO 

1971 

1877 

132 

0 

3981 

10857 

10782 

182 

a 

1  Third  Bancorp 

G.A.  Schaefer,  Jr.,  pres.  &  CEO 

2076 

860 

8747 

0 

11683 

63415 

17371 

104 

a 

t  Tennessee  National 

J.K.  Glass,  chmn.,  pres.  &  CEO 

2049 

2076 

318 

16 

4459 

10425 

8613 

166 

a 

tBoston  Financial 

C.K.Gifford,  chmn.  &  CEO 

7099 

3783 

0 

0 

10882 

20428 

15226 

132 

a 

tington  Bancshares 

T.E.  Hoaglin,  chmn.,  pres.  &  CEO 

1612 

0 

0 

0 

1612 

5192 

3825 

155 

a 

Corp 

H.L.  Meyer  III,  chmn.,  pres.  &  CEO 

1561 

1034 

1601 

0 

4196 

6439 

10705 

120 

a 

TBank 

R.G.  Wilmers,  chmn.,  pres.  &  CEO 

931 

0 

13873 

0 

14803 

68537 

40175 

151 

i 

shall  &  llsley 

D.J.  Kuester,  pres.  &  CEO 

2065 

783 

1013 

1125 

4985 

14131 

13420 

160 

a 

U 

CM.  Cawley,  pres.  &  CEO 
B.L.  Hammonds,  pres.  &  CEO* 

•Became  CEO  12/30/03. 

7500 
4625 

27294 
5741 

0 

10870 

63 
0 

34857 
21236 

36746 
59041 

127421 
72278 

105 

a 
a 

Ion  Financial 

M.G.  McGuinn,  chmn.  &  CEO                          2031* 

'Excludes  25%  of  bonus  paid  in  restricted  stock. 

6970 

0 

4 

9006 

2581 

32262 

69 

a 

ional  City 

D.A.  Daberko,  chmn.  &  CEO 

2262 

1794 

1471 

780 

6306 

14843 

18044 

133 

i 

ional  Commerce  Financial 

W.R.  Reed.  Jr.,  pres.  &  CEO'                            419                0                516                 1 
E.C.Roessler,pres.&CEOt                             439                0              4675            9714** 
•Became  CEO  5/29/03.  "Includes  $9.7  mil.  payment  related  to  termination.  (Left  office  5/29/03.) 

936 
14828 

2623 
2727 

4363 
19814 

119 

a 
a 

fth  Fork  Bancorporation 

J.A.  Kanas,  chmn.,  pres.  &  CEO 

4651 

5216 

384 

0 

10251 

3395 

30654 

180 

a 

fthern  Trust 

W.A.  Osborn,  chmn.,  pres.  &  CEO 

975 

489 

951 

1863 

4277 

15155 

14637 

59 

a 

'■■ 
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CORPORATE  SCOREBOARD 


COMPANY 


PNC  Financial  Services  Group 
Popular 

Providian  Financial 
Regions  Financial 


SouthTrust 
State  Street 
SunTrust  Banks 
Synovus  Financial 
U.S.  Bancorp 
UnionBanCal 
Wachovia 
Wells  Fargo 


Zions  Bancorporation 


EXECUTIVE 


J.E.  Rohr,  chmn.  &  CEO 

R.L  Carrion,  chmn.,  pres.  &  CEO 

J.W.  Saunders,  chmn.,  pres.  &  CEO 

C.E.  Jones,  Jr.,  chmn.,  pres.  &  CEO 

May  contain  preliminary  data. 

W.D.  Malone.  Jr.,  chmn.,  pres.  &  CEO 

D.A.  Spina,  chmn.  &  CEO 

LP.  Humann  chmn.,  pres.  &  CEO 

J.H.  Blanchard,  CEO 

J.A.  Grundhofer,  chmn..  pres.  &  CEO 

N.  Kanari.  pres.  &  CEO 

G.K.  Thompson,  chmn.,  pres.  &  CEO 

R.M.  Kovacevich,  chmn.,  pres.  &  CEO 

H.H.  Simmons,  chmn.,  pres.  &  CEO 


2003  COMPENSATION 


TOTAL  ANNUAL  COMPENSATION 


SALARY  RESTRICTED 

4  BONUS        STOCK  AWARDS 
$000  1000 


2763 

4537 

637 

0 

2748 

226 

2000 

1014 

OPTIONS 

EXERCISED 

$000 

2930 


OTHER  LONG- 
TERM  COUP. 

sooo 


0 
277 


TOTAL 
COUP. 
$000 

10229 

637 

2975 

3290 


5998 


3332 


2254 

1955 
770 


4852 


360 

0 


3687 


130 

3118 

13079 


9330 
0  7105 
0  2444 
74     3963 


-     0 


16765 


■■VEALT* 

VALUE  Of 

REMAINING 
OPTIONS 

4227 

0 

16598 

6391 


57956 
37963 
6815 
33527 
86277 


2001-03  PAY  PERfO 
PAY  VS  SHAREHOLDER  F 


TOTAL  $  VALUE 

COMP  Of  $100 

$000  INVESTED 

20598  84 

1912  184 

8919  20 

10411  152 

20418  174 

16241  87 

6104  123 

8336  115 


39382 


544 


6427 


3143 


8497 


1075 


BEVERAGES  (CONSUMER  PRODUCTS) 


Anheuser-Busch 
Coca-Cola 
Coca-Cola  Enterprises 


Pepsi  Bottling  Group 
PepsiCo 


P.T.  Stokes,  pres.  &  CEO 
D.N.  Daft,  chmn.  &  CEO 
LF.  Kline,  chmn.  &  CEO 
J.R.  Aim,  pres.  &  COO* 
•Became  CEO  1/1/04. 
J.T.  Cahill.  chmn.  &  CEO 
S.S.  Reinemund,  chmn.  &  CEO 


1  BUILDING  (INDUSTRIAL:  LOW  TECH) 
American  Standard  F.M.  Poses,  chmn.  &  CEO 

PPG  Industries  R.W.  LeBoeuf.  chmn.  &  CEO 

Wl  CHEMICALS  (INDUSTRIAL:  LOW  TECH) 


4907 

0 

5700 

0 

2043 
1953 

3285 
3066 

1360 

1500 

4949 
2775 

0 
0 

27412 
379 

6563 

672 

0 

0 


Air  Products  &  Chemicals 

Dow  Chemical 

DuPont 

Eastman  Chemical 

Intl.  Flavors  &  Fragrances 

Monsanto 


Praxair 
Rohm  &  Haas 


J.P.  Jones  III,  chmn.,  pres.  &  CEO 
W.S.  Stavropoulos,  chmn.  &  CEO+ 
CO.  Holliday,  Jr.,  chmn.  &  CEO 
J.B.  Ferguson,  chmn.  &  CEO 
R.A.  Goldstein,  chmn.  &  CEO 
F.V.  AtLee  III,  pres.  &  CE0+ 
H.  Grant,  chmn.,  pres.  &  CEO** 


2359 


1594 


3763 


6518 


11657 

0 
1036 

956 
5510 


2418 

0 

64 

1095 

0 

0 

1502 

0 

0 

0  544 

0  9570 

0  35908 

0  1454 

11472 
5372 
5337 
5025 

2860 
17415 

4250 
9093 

2875 

16795 

2482 

1279 

4891 

474 

449 


0 
809 

1475 
5698 

325 

1004 

0 

184 

3389 

0 

0 


0 

36774 

76501 

3557 

46208 
4489 
3806 
5479 

15109 
48934 

124620 
8493 

12112 
23301 
81 
1963 
2217 
1423 
5404 


474*  0  0 

449**  0  0 

Compensation  for  both  is  for  an  8-month  period.  'Includes  $233,333  in  consulting  fees.  **Became  CEO  5/29/03. 
D.H.  Reilley,  chmn.,  pres.  &  CEO  2405  0  0  0  2405  29576 

R.L.  Gupta,  chmn.  &  CEO  1352  1400  0  374  3126  7757 


39109 

67057 

8918 

9298 

6256 
39112 

10312 
14764 

7984 
23845 
6852 
4088 
26849 
1293 
4539 


]  CONGLOMERATES  (INDUSTRIAL:  LOW  TECH) 


General  E'ectric 
Honeywell  International 

Pall 

Textron 

Tyco  International 


J.R.  Immelt,  chmn.  &  CEO 
D.M.  Cote.  chmn.  &  CEO 
•Includes  $2.25  mil.  sign-on  bonus. 
E.  Krasnoff,  chmn.  &  CEO 
L.B.  Campbell,  chmn.,  pres.  &  CEO 
E.D.  Breen,  chmn.  &  CEO 


CONTAINERS  (INDUSTRIAL:  LOW  TECH) 


Ball 

MeadWestvaco 
Pactiv 
Sealed  Air 
Temple-Inland 


R.D.  Hoover,  chmn.,  pres.  &  CEO 
J.A.  Luke.  Jr.,  pres.  &  CEO 
R.L.  Wambold,  chmn.  &  CEO 
W.V.  Hickey,  pres.  &  CEO 
K.M.  Jastrow  II.  chmn.  &  CEO 


7403 
4197 

1700 
3176 
3196 

2262 
1325 
1778 
855 
1094 


0 
0 

21 

1454 

0 

1126 
0 


4177 
0 


0 
2291* 


11580 
6487 


16062 
5810 


0 

1196 
681 


LTT1  DRUGS  (CONSUMER  PRODUCTS) 


137 

1 

1859 

2167 

1238 

2135 

8004 

9327 

0 

0 

3196 
6493 

77726 

1592 

1512 

16553 

256 

168 

1749 

1770 

0 

299 
0 

2077 

14914 

0 

2051 

0 

0 

0 

1775 

3761 

142 


1683  259 

21159  183 

62270  114 

4263  103 


121 
88 
118 


122 
98 

204 
152 

136 
128 
105 
93 
183 
113 


20333  135 

NA  48 

18196  266 

4603  113 

8073  193 

4650  178 

5085  126 


Abbott  Laboratories 

M.D.  White,  chmn.  &  CEO 
D.E.  Pyott,  chmn.,  pres.  &  CEO 

3399 
2176 
3791 
2059 
1918 

0 
0 

0 

0 

3399 

13507 

28276 

102 

Allergan 

6657 

0 

8833 

33019 

12645 

84 

Amgen 

K.W.  Sharer,  chmn.,  pres.  &  CEO 

0 

5358 

0 

9149 

11011 

35048 

97 

Bard  (C.R.) 

W.H.  Longfield,  chmn.  &  CEO' 
T.M.  Ring.  chmn.  &  CEO" 

*Left  office  8/8/03.  "Became  CEO  8 

0 
0 

0 
0 

13883 
377 

15942 
2294 

26502 
10989 

32499 
6606 

183 

Barr  Pharmaceuticals 

B.L  Downey,  chmn.  &  CEO 

H.M.  Jansen  Kraemer,  Jr..  chmn.  &  CEO 

^j    O    cr. 

0 
0 

0 
233 

21 

1367 

54364 

3660 

158 

Baxter  International 

0 

1983 

5497 

5426 

73 

Becton,  Dickinson 

E.J.  Ludwig,  chmn.,  pres.  &  CEO 

0 

1233 

0 

2920 

13469 

6916 

123 

Biomet 

D.A.  Miller,  pres.  &  CEO 

529 

0 

0 

3 

532 

0 
3367 

1478 

139 

Bristol-Myers  Squibb 

P.R.  Dolan,  chmn.  &  CEO 

3225 

2644 

0 

0 

5869 

11094 

45 

6244 

180 

5845 

126 

33061 

69 

ml 

NA 

76 

.~ 

3988 

135 

ml 

2 

3 
3 

I 

a* 


a 
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A 

EXECUTIVE 

2003  COMPENSATION 

TOTAL  ANNUAL  COMPENSATION 

WEALTH 

VALUE  OF 
REMAINING 
OPTIONS 

156161 

2001-03  PAY  PERFORMANCE 

PAY  VS.  SHAREHOLDER  RETURN 

SALARY 

&  BONUS 

$000 

RESTRICTED 

STOCK  AWARDS 

$000 

OPTIONS 

EXERCISED 

$000 

OTHER  LONG- 
TERM  COMP 
$000 

TOTAL 
COMP. 
$000 

TOTAL 
COMP. 
$000 

27299 

$  VALUE 
OF  $100 
INVESTED 

RATING 

itech 

A.D.  Levinson,  chmn.,  pres.  &  CEO 

2064 

0 

21015 

0 

23079 

115 

i 

nt 

R.W.  Dollens,  pres.  &  CEO 

1148 

2501 

0 

0 

3648 

63841 

14522 

112 

a 

son  &  Johnson 

W.C.Weldon,  chmn.  &  CEO 

4409 

0 

2159 

0 

6567 

4461 

13452 

103 

LD 

Pharmaceuticals 

J.J.  Gregory,  chmn.  &  CEO 

594 

0 

0 

0 

594 

794 

1645 

39 

m 

EN) 

S.  Taurel,  chmn.,  pres.  &  CEO 

2753 

0 

4445 

0 

7199 

30579 

11540 

80 

lH 

i 

R.V.  Gilmartin.  chmn.,  pres.  &  CEO 

2958 

0 

0 

0 

2958 

47951 

8825 

56 

in 

mium  Pharmaceuticals 

M.J.  Levin,  chmn.,  pres.  &  CEO 

750 

0 

0 

0 

750 

19199 

2004 

30 

a 

» 

H.A.  McKinnell,  chmn.  &  CEO 

6670 

0 

0 

2787 

9457 

30629 

43423 

80 

B 

ing-Plough 

F.  Hassan,  chmn.,  pres.  &  CEO* 

"Became  CEO  4/20/03. 

1395 

3486 

0 

0 

4881 

0 

NA 

33 

NA 

a-Aldrich 

D.R.  Harvey,  chmn.,  pres.  &  CEO 

1146 

0 

1176 

195 

2518 

2753 

5403 

149 

LH 

ide  Medical 

T.L.  Shepherd,  chmn.  &  CEOf 

1439 

0 

0 

0 

1439 

70297 

4116 

200 

in 

J.W.  Brown,  chmn.  &  CEO 

1925 

0 

0 

0 

1925 

54242 

10521 

169 

a 

R.  Essner,  chmn.,  pres.  &  CEO 

3516 

0 

0 

52 

3569 

3023 

15381 

71 

a 

iter  Holdinp                     J.R.  Elliott,  chmn.,  pres.  &  CEO 
ELECTRICAL  &  ELECTRONICS  (INDUSTRIAL:  HIGH  TECH) 

1709 

0 

0 

0 

1709 

56221 

5484 

NA 

NA 

need  Micro  Devices 

H.d.  Ruiz,  pres.  &  CEO 

1025 

0 

0 

3 

1028 

2671 

5566 

108 

a 

» Systems 

J.T.  Dickson,  pres.  &  CEO 

1284 

0 

0 

568 

1852 

4150 

7071 

NA 

NA 

)g  Devices 

J.G.  Fishman,  pres.  &  CEO 

3410 

0 

11523 

0 

14933 

79082 

41896 

89 

LH 

D.K.  Peterson,  chmn.,  pres.  &  CEO 

2070 

442 

0 

0 

2512 

12816 

9015 

125 

a 

leorn 

A.E.  Ross,  pres.  &  CE0"| 

•Became  CEO  1/23/03. 

946 

0 

2104 

0 

3050 

7970 

NA 

41 

NA 

er  Industries 

H.J.  Riley,  Jr.,  chmn.,  pres.  &  CEO 

2655 

963 

0 

0 

3619 

21501 

9284 

140 

a 

son  Electric 

D.N.  Farr,  CEO 

2057 

2251 

0 

0 

4308 

862 

16510 

89 

a 

C.R.  Barrett,  CEO 

2122 

0 

7002 

0 

9124 

78552 

47287 

108 

a 

Circuit 

T.L.  Main,  CEO  &  pres. 

959 

0 

0 

0 

959 

13479 

2595 

112 

a 

Jniphase 

J.  Straus,  co-chmn.  &  CEO 

544 

0 

0 

0 

544 

113 

151868 

9 

a 

ommunications  Holdings 

F.C.  Lanza,  chmn.  &  CEO 

1850 

0 

10484 

0 

12334 

73980 

15509 

133 

a 

ir  Technology 

R.H.  Swanson,  Jr.,  chmn.  &  CEO 

1926 

0 

1534 

0 

3460 

19615 

10506 

92 

a 

ogic 

W.J.  Corrigan,  chmn.  &  CEO 

1360 

0 

0 

0 

1360 

4069 

2948 

52 

a 

m  Integrated  Products 

J.F.  Gifford,  chmn.,  pres.  &  CEO 

*2003  bonus  not  yet  determined. 

81* 

0 

0 

0 

81 

34822 

77248 

105 

a 

on  Technology 

S.R.  Appleton,  chmn.,  pres.  &  CEO 

•Salary  voluntarily  forgone. 

0* 

0 

48 

0 

48 

437 

1136 

38 

a 

* 

J.J.  King,  vice-chmn.  &  CEO 

598 

0 

316 

0 

914 

6503 

2967 

99 

a 

>rola 

C.B.  Galvin,  chmn.  &  CEOf 

2529 

4300 

0 

0 

6829 

5870 

14361 

72 

a 

>nal  Semiconductor 

B.L.  Halla,  chmn.,  pres.  &  CEO 

1287 

0 

0 

0 

1287 

13248 

5860 

196 

a 

comm 

I.M.  Jacobs,  chmn.  &  CEO 

2478 

0 

16159 

19 

18656 

199345 

83530 

66 

LU 

well  Automation 

D.H.  Davis,  Jr.,  chmn.  &  CEO* 

•Left  office  2/4/04. 

1978 

0 

3459 

0 

5437 

25247 

8086 

201 

a 

nina-SCI 

J.  Sola,  co-chmn.  &  CEO 

1000 

0 

0 

0 

1000 

50248 

2097 

33 

a 

ctron 

M.R.  Cannon,  pres.  &  CEO*                           2605 
"Joined  company  1/6/03  and  became  CEO  1/10/03. 

4143 

0 

0 

6747 

8730 

NA 

17 

NA 

J.B.  Blystone,  chmn.,  pres.  &  CEO 

8230 

134 

0 

0 

8364 

60859 

71243 

109 

i 

s  Instruments 

T.J.  Engibous,  chmn.,  pres.  &  CEO 

1850 

0 

23581 

0 

25431 

38976 

27703 

63 

a 

in  Medical  Systems 

R.M.  Levy,  pres.  &  CEO 

2484 

0 

9658 

0 

12142 

59273 

30966 

203 

a 

FOOD  PROCESSING  (CONSUMER  PRODUCTS) 

ler  Daniels  Midland 

G.A.  Andreas,  chmn.  &  CEO 

2950 

2315 

0 

0 

5265 

1685 

10431 

112 

a 

ipbell  Soup 

D.R.  Conant,  pres.  &  CEO 

2761 

1644 

0 

0 

4405 

741 

9305 

84 

a 

Agra  Foods 

B.C.  Rohde,  chmn.  &  CEO 

3516 

2324 

0 

2324 

8163 

2116 

16895 

115 

a 

eral  Mills 

S.W.  Sanger,  chmn.  &  CEO 

2605 

609 

579 

0 

3793 

60670 

14296 

no 

a 

>hey  Foods 

R.H.  Lenny,  chmn.,  pres.  &  CEO 

2708 

0 

0 

879 

3588 

8056 

12276 

127 

a 

ogg 

CM.  Gutierrez,  chmn.  &  CEO 

2690 

0 

1950 

4586 

9227 

9087 

17764 

160 

a 

t Foods 

R.K.  Deromedi,  co-CEO 
B.D.  Holden,  co-CEO* 

•Left  office  12/16/03. 

1839 
1763 

2009 
2009 

1624 
1004 

3700 
3500 

9172 
8275 

12765 
3647 

14483 
14129 

NA 

NA 
NA 

lormick 

R.J.  Lawless,  chmn.,  pres.  &  CEO 

2276 

0 

0 

0 

2276 

15243 

9554 

176 

a 

i  Lee 

C.S.  McMillan,  chmn.,  pres.  &  CEO 

5040 

1545 

1459 

0 

8044 

0 

19511 

97 

a 

bucks 

O.C.  Smith,  pres.  &  CEO 

2550 

0 

0 

0 

2550 

38882 

43467 

150 

a 

CO 

R.J.  Schnieders,  chmn.  &  CEO*                      2278** 
C.H.  Cotros,  chmn.  &  CEOf                            1841 
•Became  CEO  1/1/03.  "Excludes  portion  of  bonus  paid 

1311                   0 
0                  94 

in  restricted  stock. 

0 
0 

3589 
1935 

2813 
2106 

9544 
10888 

129 

a 
a 
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CORPORATE  SCOREBOARD 


COMPANY 


EXECUTIVE 


2003  COMPENSATION 


■'WAl  COMPENSATION 


Tyson  Foods 
Wrigtey  (Wm.)  Jr. 


J.  Tyson,  chmn.  &  CEO 
W.  Wrigley.  Jr..  pres.  &  CEO 


$000 

3819 


RES7= 
STOCK - 
$000 

16867 


OPTIONS 

EXERCISED 
$000 


OTHER  LONG- 

rERMCOMP 

$000 


985* 


*2003  bonus  and  restricted  stock  grant  not  yet  determined. 


FOOD  A  LODGING  (SERVICE) 

Aramark  J.  Neubauer,  chmn.  &  CEO 

W.Leonard,  pres.  &  COO* 


2697 
1490 


1938 
1623 


TOTAL 

COM0 
$000 

20686 
985 


4635 
3113 


HEALTH 

VALUE  OF 
REMAMNG 

OPTIONS 

4028 
5130 


15582 
3957 


2001-03  PAY  PERFORMANCE 

PAY  VS.  SHAREHOLDER  RETlj 

COMP 
$000 

Of  $100 

--• 

31034 

108          I 

6383 

123          4 

Darden  Restaurants 
Marriott  international 
Wendy's  International 
YUM!  Brands 


•Became  CEO  1/1/04. 
J.R.  Lee.  chmn.  &  CEO 
J.W.Marriott.  Jr.,  chmn.  &  CEO 


1299 


2224 


2546 
0 


3845 


2224 


28820 
99102 


11331 
9853 

13007 
5405 


NA 


J.T.  Schuessler,  chmn.,  pres.  &  CEO  2601 

D.C.  Novak,  chmn..  pres.  &  CEO  3057 

GENERAL  &  SPECIAL  MACHINERY  (INDUSTRIAL:  LOW  TECH) 
Applied  Materials  J.C.  Morgan,  chmn.*  685 

M.R.  Splinter,  pres.  &  CEO"  443 

•Left  office  4/30/03.  "Became  CEO  4/30/03. 


2601 


9262 


9743 


139 
112 
153 


0 
4125 


5774 

4824 
0 


8831 

5509 
4568 


81853 

23195 
5916 


17625        208 


7173 
NA 


118 


Black  &  Decker 

Caterpillar 

Deere 


N.D.  Archibald,  chmn..  pres.  &  CEO 
G.A.  Barton,  chmn.  &  CE0| 
R.W.  Lane,  chmn.,  pres.  &  CEO 
T.L  Reece.  chmn.  &  CEO 


4363 


7275 


1163S 


14747 


48899 


130 


2881 


2755 


2369 


2620 


5636 
4989 


31647 
21228 


10833 

7774 


191 
151 


2350 


900 


3250 


13353 


6958 


Illinois  Tool  Works 
Ingersoll-Rand 
ITT  Industries 
Novellus  Systems 


W.J.  Farrell.  chmn.  &  CEO 
H.L.  Henkel,  chmn.,  pres.  &  CEO 
L.J.  Giuliano,  chmn.,  pres.  &  CEO 
R.S.  Hill,  chmn.  &  CEO 


INSTRUMENTS  (INDUSTRIAL:  HIGH  TECH) 
Agilent  Technologies  E.W.  Barnholt.  chmn.,  pres.  &  CEO 

Applied  Biosystems  Group         T.L.  White,  chmn.,  pres.  &  CEO 
H.L  Culp,  Jr.,  pres.  &  CEO 
K.L.  Schroeder,  CEO 


3210 


9288 


12498 


48174 


28450 


7506 
2851 


83 
0 


750 


1333 


0 

8968 
6221 


588 


0 

2909 

26 


7588 

14728 
6996 

1922 


2403 


250 


2653 


21483 

29090 

13139 

6257 
6689 


14521 
30246 
34625 

3788 
72546 


103 
147 
170 
198 
117 


53 
23 


3767 


27299 


928 


31994 


73341 


KLA-Tencor 
Waters 


777 


1464 


D.A.  Berthiaume,  chmn.,  pres.  &  CEO 


LEISURE  TIME  INDUSTRIES  (CONSUMER  PRODUCTS) 


Brunswick 
Carnival 

Harley-Davidson 


Harrah's  Entertainment 

International  Game  Technology 


G.W.  Buckley,  chmn.  &  CEO 
M.  Arison.  chmn.  &  CEO 
J.L  Bleustein,  chmn.  &  CEO 
G.W.  Loveman,  pres.  &  CEO 
G.T.  Baker,  president  &  CEO* 
T.J.  Matthews,  COO" 


1184 


3487 


2276 


1586 
2654 


32229 

2349 

0 


2241 


33413 


1450 
0 


8871 


29394 
95136 


11135 


40041         135 


174 


16116 
38161 


15596 


4930 


4430 


4430 


2094 


987 


3080 


4826 
37445 
20425 


49266 
21891 
24824 


40 

206 
135 


3079 
2004 


13843 
0 


16922 
2004 


37896 

31950 


32421 
NA 


121 
191 
300 


Time  Warner 


•Left  Office  10/30/03.  "Became  CEO  10/30/03. 
R.D.  Parsons,  chmn.  &  CEO 


9768 


2106 


11874 


7327 


41178 


52 


METALS  &  MINING  (RESOURCES) 


Alcoa 

A.J.  Belda,  chmn.  &  CEO 

2638 

0 

2488 

0 

5126 

12913 

23267 

120          31 

Engelhard 

B.W.  Perry,  chmn.  &  CEO 

3142 

1000 

230 

375 

4747 

15325 

11286 

154      ir 

Frecpot  McMoftaiCoppa  &GoU 

J.R.  Moffett.  chmn.*                                    11365 
R.C.  Adkerson,  pres.  &  CEO**                         1325 
•Left  office  12/10/03.  "Became  CEO  12/10/03. 

0 
6435 

20988 
10404 

878 
649 

33231 
18812 

80039 
50451 

48774 
25687 

497          jfh 

Newmont  Mining 

W.W.  Murdy.  CEO 

1976 

1792 

968 

565 

5302 

16820 

10614 

289          3| 

FH  MISCELLANEOUS  MANUFACTURING  (INDUSTRIAL:  LOW  TECH) 

3M                                        W.J.  McNerney,  Jr..  chmn.  &  CEO                   4925 

0 

714 

0 

5639 

67687 

14703 

150          31 

Avery  Dennison 

P.M.  Neal.  chmn.  &  CEO 

1546 

0 

0 

656 

2202 

7591 

9107 

UO 

Coach 

L  Frankfort,  chmn.  &  CEO 

1938 

932 

42883 

0 

45752 

41987 

65204 

525          31 

Fortune  Brands 

N.H.  Wesley,  chmn.  &  CEO 

2527 

0 

1798 

3876 

8202 

31719 

19858 

255          3J 

Johnson  Controls 

J.M.  Barth.  pres.  &  CEO 

2941 

0 

7239 

2243 

12423 

66U 

23954 

235          3| 

Newell  Rubbermaid 

J.  Galli.  Jr.,  pres.  &  CEO 

1603 

0 

0 

0 

1603 

0 

6226 

UO          II 

Parker  Hannifin 

D.E.  Washkewicz.  pres.  &  CEO 
:ES  (RESOUfi 

1441 

0 

215 

425 

2081 

1149 

4824 

142          I  || 

Ej  NATURAL  RESOURf. 

Amerada  Hess 

J.B.  Hess.  chmn.  &  CEO 

Anadarko  Petroleum 

R.  J.  Allison,  Jr.,  chmn..  pres.  &  CEOf 
J.T.  Hackett,  president  &  CEO" 

'Includes  special  bonus  o  :.          "Becan 

Apache 

G.S.  Farris,  pres..  CEO  &  COO 

Ashland 

J.J.  O'Brien,  chmn.  &  CEOi 

Burlington  Resources 

B.S.  Shackouls,  chmn..  pres.  &  CEO 

'May  contain  preliminary  data. 

3250  0 

0 

84  9324 


0 
1680* 
0 


3250 
4722 
9408 


582 

34028 

1094 


12778 
14207 


77 
73 


3 


-0U 

449 

0 

0 

2460 

10543 

9203 

136 

0 

0 

166 

1320 

623 

5249 

135 

1281 

4130 

2054 

9639           3763 

18366 

U4         3 1 
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Footnotes  on  page  Hi 


HV 


MiTexaco 

oPhillips 
esources 
McGee 
honOil 
Oil 


EXECUTIVE 


2003  COMPENSATION 


TOTAL  ANNUAL  COMPENSATION 


D.J.  O'Reilly,  chmn.  &  CEO 
J.J.  Mulva,  pres.  &  CEO 
M.G.  Papa,  chmn.  &  CEO 
LR.  Corbett,  chmn.  &  CEO 


SALARY 

&  BONUS 

$000 

4463 


RESTRICTED 

STOCK  AWARDS 

WOO 


5121 

1388 


0 
5443 


OPTIONS 

EXERCISED 

$000 

633 
1372 
839 


OTHER  LONG- 
TERM  COMP. 
WOO 

3255 

1632 

0 


2481 


1978 


TOTAL 

COMP. 

woo 

8351 

8126 

7669 

4459 


WEALTH 

VALUE  OF 
REMAINING 
OPTIONS 


5640 
34644 
17827 


2001-03  PAY  PERFORMANCE 

PAY  VS.  SHAREHOLDER  RETURN 


TOTAL 
COMP. 
WOO 

20087 
47867 
13760 


$  VALUE 
OF  $100 
INVESTED       RATING 


114 
125 
86 


a 


a 


929 


12728 


77 


Mital  Petroleum 

o  

Energy 


C.P.  Deming.  pres.  &  CEO 

R.R.  Irani,  chmn.  &  CEO 

J.G.  Drosdick,  chmn.,  pres.  &  CEO 


K.&CEO 

2811 

0 

315 

999 

4125 

7586 

11710 

132 

a 

ICEO 

1796 

423 

0 

635 

2854 

19411 

7351 

228 

m 

CEO 

4805 

11357 

8054 

7729 

31945 

94047 

63941 

193 

E 

2798 


2190 


4080 


9067 


18233 


W.E.  Greehey,  chmn.  &  CEO  3800 

'Includes  $10.8  mil.  restricted  stock  award  payable  in  cash. 


40NBANK  FINANCIAL  (FINANCIAL  SERVICES) 
D.P.  Amos,  chmn.  &  CEO 

■- 


3307 


1683 


15888 


14943* 


20427 


19195 


68167 


76976 


13751 
44201 


50386 


165 
128 


103 


a 
a 


a 


Financial  Group 

in  Express 
rade  Holding 
itearns 
hire  Hathaway 


E.M.  Liddy,  chmn.,  pres.  &  CEO 
P.B.  Lassiter,  chmn.  &  CEOj 
K.I.  Chenault,  chmn.  &  CEO 
J.H.  Moglia,  CEO 
J.E.  Cayne,  chmn.  &  CEO 


4963 


2660 
4744 


2256 

1965 

887 


45 


5013 


8218 

3431 

0 


4807 
0 

2484 
9 


12071 
12343 
11546 
5022 


11209 


10420 

0 


0 


12296 


33925 


il  One  Financial 


inati  Financial 
oup 


W.E.  Buffett,  chmn.  &  CEO  100 

•Includes  $208,000  in  director  fees  from  related  companies. 
R.D.  Fairbank,  chmn.,  pres.  &  CEO  61*  0 

•Excludes  portion  of  salary  &  bonus  paid  in  stock  options.  

J.D.  Finnegan,  chmn.,  pres.  &  CEO  3465  1440 

•Includes  $2.2  mil.  payment  made  per  employee  agreement. 

H.E.  Hanway,  chmn.  &  CEO 

J.J.Schiff,Jr.,pres.&CEO 

S.I.  Weill,  chairman* 

C.  Prince,  CEO**J 

•Left  office  10/1/03. 


208* 


308 


34020 
10003 
39955 
63499 
5979 
0 


18380 
28964 

53161 
21364 

77481 
960 


106 
121 
90 
202 
163 
119 


a 


LU 


B 


61 


356847 


142389 


94 


a 

a 

E 


2161* 


7066 


3720 


NA 


84 


NA 


3130 


5425 


8555 


3895 


36042 


46 


E 


934 


934 


2184 


2980 


113 


LU 


30670 
7604 


'Became  CEO  10/1/03. 


Hnancial 

IX 

lin  Resources 
:n  West  Financial 

nan  Sachs  Group 
iPoint  Financial 
xd  Financial  Svcs.  Group 
rson-Pilot 

Hancock  Financial  Svcs. 
lan  Brothers  Holdings 
In  National 


S.W.  Lilienthal,  CEO 
T.F.  Chapman,  chmn.  &  CEO 
C.B.  Johnson,  chmn.  &  CEO 
M.O.  Sandler,  chmn.  &  CEO 
H.M.  Sandler,  chmn.  &  CEO 
H.M.  Paulson,  Jr.,  chmn.  &  CEO 
T.S.  Johnson,  chmn.  &  CEO 


2887 

1443 


0 
19208 

0 
866 


23389 
4588 

0 
3476 


2670 


0 
0 

0 

221 

0 


54060 
31399 


1382 
1383 
600 
5191 


0 

0 

20754 

0 


0 

3071 

0 

0 


2887 
6006 
2670 
1382 
4454 
21354 
5191 


35710 
6328 

0 
10012 
502 
45246 
45246 
4541 
54900 


110037 
46277 

6996 
15662 
4079 
9027 
10920 
42962 
23927 


108 


e 

E 


64 

I 

141 

I 

140 

LU 

155 

IS 
LU 

94 

a 

140 

a 

R.  Ayer,  chmn.,  pres.  &  CEO 
D.A.  Stonecipher,  chmn.,  &  CEO 
D.R.  Glass,  pres.* 

'Became  CEO  3/1/04. 


3300 


0 


18 


3385 
1262 


7405 
1346 


718 
307 


3318 
11507 
2915 


27608 

38746 

9674 


16064 

20934 

5614 


89 


a 


no 


a 


D.F.  D'Alessandro.  chmn.,  pres.  &  CEO  3840  13012  0 

R.S.  Fuld,  Jr.,  chmn.  &  CEO  7400  8000  37540 

J.A.Boscia,  chmn.  &  CEO  5098  0  328 


16852 


2561 


46540 


102 


a 


52940 


65875 


186819 


116 


a 


J.S.Tisch,CEO  1359* 

'Includes  $300,000  paid  by  Diamond  Offshore  Drilling. 


1954 
33 


7380 
1392 


7128 
480 


18231 
4813 


94 
99 


a 


a 


h  &  McLennan 


ill  Lynch 


iffe 


iy's 


J.W.Greenberg,  chmn.  &  CEO  4700  9118  0 

E.S.  O'Neal,  chmn..  pres.,  CEO  &  COO  14131  11200  0 

R.H.  Benmosche,  chmn.  &  CEO  4578  0  0 

J.  Rutherfurd,  Jr.,  chmn.  &  CEO  2793  0  410 


542 

0 

2888 


14360 


27558 


29158 


88 


25331 
7466 
3203 


37165 

6395 

24355 


47516 
24103 
8698 


90 

98 

239 


a 
a 
a 


pn  Stanley  

mwide  Financial  Services 
Republic  International 
!  (T.  Rowe)  Group 
ressive 


Group 


co 

vab  (Charles) 

reign  Bancorp 

lUl 

hmark 
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P.J.  Purcell,  chmn.  &  CEO 
W.G.  Jurgensen,  CEO 
A.C.  Zucaro,  pres.  &  CEO 
G.A.  Roche,  chmn.  &  pres. 


8044 


4063 


11200 


1072 


0 
40 


23307 
1112 


1698 


1698 


38717 
3352 
5938 


67412 
3154 


15225 


77 

73 

130 


a 
a 


a 


2300 


G.M.  Renwick,  pres.  &  CEO 
May  contain  preliminary  data. 
F.P.  Filipps,  chmn.  &  CEO 
May  contain  preliminary  data. 
M.S.  McGavick,  chmn.,  pres.  &  CEO 
D.S.  Pottruck.  CEO 
J.S.  Sidhu,  chmn.,  pres.  &  CEO 
J.S.  Fishman,  chmn.,  pres.  &  CEO 
C.B.  Hudson,  chmn.  &  CEO 


3000 


0 
4500 


2931 
3147 


5232 
10648 


1060 


2994 


1122 


165 

639 
2500 


610 

0 
0 


603 
0 


1836 

4235 
3622 


15053 
35028 

10262 

8127 
51250 


1550 


4098 


3404 


741 
0 


5648 
4145 
800 


17343 

5226 

13500 


12018 
17931 

15439 

12883 
9491 
9440 
16632 
8769 


119 
243 

131 

128 
42 

299 
80 

122 


a 
a 

a 


a 


a 


a 
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CORPORATE  SCOREBOARD 


COMPANY 


Travelers  Property  Casualty 
Washington  Mutual 
XL  Capital 


EXECUTIVE 


2003  COMPENSATION 


TOTAL  ANNUAL  COMPENSATION 


R.I.  Lipp.  chmn.  &  CEO} 

K.K.  Killinger,  chmn.,  pres.  &  CEO 

B.M.  O'Hara,  pres.  &  CEO 


SALARY 

&  BONUS 

$000 

2271 


RESTRICTED 

STOCK  AWARDS 

$000 

667 


OPTIONS 

EXERCISED 

$000 


OTHER  LONG-  TOTAL 

TERM  COMP.  COMP. 

$000  $000 

0  2938 


4019 


2687 


6706 


1134 


OFFICE  EQUIPMENT  &  COMPUTERS  (INDUSTRIAL:  HIGH  TECH) 


Adobe  Systems 

Affiliated  Computer  Services 

Apple  Computer 

Automatic  Data  Processing 

Cisco  Systems 

DST  Systems 

eBay 

Electronic  Data  Systems 

EMC 

Flserv 

Hewlett-Packard 

IBM 

Intuit 

Lexmark  International 

Mercury  Interactive      

Microsoft  

NCR 


B.R.  Chizen,  pres.  &  CEO 
J.A.  Rich,  CEO 
S.P.  Jobs,  CEO 
A.F.  Weinbach,  chmn.  &  CEO 
J.T.  Chambers,  pres.  &  CEO 
T.A.  McDonnell,  pres.  &  CEO 
M.C.  Whitman,  pres.  &  CEO 
M.H.  Jordan,  chmn.  &  CEO* 
•Became  CEO  3/20/03. 
J.M.  Tucci,  pres.  &  CEO 
L.M.  Muma,  pres.  &  CEO 


1842 

2314 

0 


0 

0 

74750 


927 


0 
1568 


2189 


844 
0 

428 
0 


1534 

4246 
7928 
0 
1209 
0 
0 
0 


1391 

2834 
1648 


2337 

3690 
0 


2668 

6088 

10242 

74750 

2980 

0 

1996 

2189 

3728 


VALUE  OF 
REMAINING 
OPTIONS 

0 
72745 
25073 


20637 

28641 

551 

11322 

214089 

4425 

110846 

6986 


2001-03  PAY  PERFORMANCE  I 

PAY  VS.  SHAREHOLDER  RETjJ 

TOTAL 
COMP. 
$000 

5341 

$  VALUE 
OF  $100 
INVESTED       M 

NA 

22670 

124           3 

10589 
16095 

95           I 
67           3 

35411 

179           3 

162318 

144 

12725 

65 

268 

63          § 

43285 

62          1 

3372 


392 


535 
11011 


7059 
12659 


17820 
32523 


NA 

10561 
22569 


45 

20 
125 


Oracle 

PeopleSoft 
Pitney  Bowes 
Seagate  Technology 
Sun  Microsystems 
Symbol  Technologies 


C.S.  Fiorina,  chmn.  &  CEO 

S.J.  Palmisano,  chmn.,  pres.  &  CEO 

S.M.  Bennett,  pres.  &  CEO 

P.J.  Curlander,  chmn.  &  CEO 

A.  Landan,  chmn.,  pres.  &  CEO 

S.A.  Ballmer,  CEO 

M.Hurd,  pres.  &  CEO* 

•Became  CEO  3/14/03. 

J.L.  Messman,  chmn.,  pres.  &  CEO 

L.J.  Ellison,  chmn.  &  CEO 

C.A.  Conway,  pres.  &  CEO 


3426 


3426 


5072 


8782 


77 


6961 


769 


4336 


17965 


2505 


9040 


1150 
865 
1519 


7730 

22301 

11545 

1150 

865 

1519 


32781 

5253 

38738 

77813 

0 

3170 


20929 

111          g 

29529 

134          g 

31629 

177          g 

11469 

54          g 

2284 

127          g 

4541 


79 


1017 


1017 


5258 


6960        202 


59 


40530 


3325 


1773 


Synopsys 
Unisys 


M.J.  Critelli,  chmn.  &  CEO  

S.J.  Luczo,  CEO} 

S.G.  McNealy,  chmn.,  pres.  &  CEO 

R.  Bravman,  vice-chmn.  &  CEO} 

W.Nuti,  pres.  &  CEO* 

•Became  CEO  12/30/03. 

A.J.  De  Geus,  chmn.  &  CEO 

L.A.  Weinbach,  chmn.,  pres.  &  CEO 


2108 


1849 


3300 
100 
1312 

1050 


1279 


0 

1510 

0 


6616 


1005 


OIL  SERVICE  &  SUPPLY  (RESOURCES) 
Baker  Hughes  M.E.  Wiley,  chmn.  &  CEO 

BJ  Services     

ENSCO  International 
Halliburton 


2361 


2060 


Noble 
Schlumberger 

Smith  International 
Transocean 


J.W.  Stewart,  pres.  &  CEO  1575 

C.F.  Thorne,  CEO  1281 

D.J.  Lesar,  chmn.,  pres.  &  CEO  2208 

May  contain  preliminary  data. 

J.C.  Day,  chmn.  &  CEO} 

A.  Gould,  chmn.  &  CEO* 

•Became  CEO  2/1/03. 

D.L.  Rock,  chmn.,  pres., 

R.L.  Long,  pres.  &  CEO  627 

•Includes  $769,298  change  in  control  payment. 

PAPER  &  FOREST  PRODUCTS  (RESOURCES) 

Georgia-Pacific  A.D.  Correll,  chmn.  &  CEO  2389 

Plum  Creek  Timber  R.R.  Holley,  pres.  &  CEO  1619 

Weyerhaeuser  S.R.  Rogel,  chmn.,  pres.  &  CEO  2648 

May  contain  preliminary  data. 

PERSONAL  CARE  PRODUCTS  (CONSUMER  PRODUCTS) 

Avon  Products 
Clorox 


Colgate-Palmolive 
Ecolab 
Estee  Lauder 
Kimberly-Clark 
Procter  &  Gamble 


4037 


0 
0 

3910 
0 


0 
2264 

0 
1957 


40589 
5098 
5466 
4579 
6716 
1312 
1050 

1005 
2361 

2060 
3839 
9229 
4165 


587854 

29275 

6751 

4393 

30984 
6961 
6750 

39381 
6372 

635 

27354 

0 

276 


746748 

46 

43654 

61 

12021 

138 

13835 

NA 

34944 

16 

2283 
NA 


71 


2915 

143          [5 

6516 

102        g 

6118 

81          @ 

32118 

104         S 

12772 

81          2 

18149 


77 


1333 

0 

0 

2049 

3381 

3708 

16012 

82        a 

2625 

0 

1638 

0 

4263 

6153 

7449 

72          1 

CEO  &  COO 

1561 

0 

598 

0 

2159 

22406 

5091 

111        a 

2061* 


769 


3458 


868 


7963 


52 


36 


0 

2389 

17926 

5168 

105 

1580 

3199 

1832 

6042 

145 

0 

2684 

10085 

6307 

138 

116  I  BusinessWeek 


A.  Jung,  chmn.  &  CEO 

2518 

0 

0 

0 

2518 

24587 

12140 

148      a 

G.C.  Sullivan,  chmn.* 

G.E.  Johnston,  pres.  &  CEO** 

•Left  office  as  CEO  7/1/03.  "Became  C 

2871 
1488 
EO  7/1/1 

0 
0 

13750 
750 

2490 
1140 

19112 
3378 

30517 
6691 

28130 
5991 

146          ! 
1 

R.  Mark,  chmn.  &  CEO 

b050 

5037 

131000 

0 

141088 

24716 

162819 

si     a 

A.L.  Schuman,  chmn.  &  CEO 

0 

4139 

0 

6889 

16687 

38623 

131      a 

F.H.  Langhammer,  pres.  &  CEO 

2000 

10223 

0 

17023 

9064 

32428 

92      a 

T.J.  Falk,  chmn.  &  CEO 

1894 

0 

0 

729 

2623 

10408 

15463 

89      a 

A.G.  Lafley,  chmn.,  pres.  &  CEO 

4600 

4525 

0 

2757 

11882 

19356 

22837 

136      a 

aril  19.  2004 

Footnotes  on  page 

EXECUTIVE 


2003  COMPENSATION 


TOTAL  ANNUAL  COMPENSATION 


SALARY  RESTRICTED 

4  BONUS        STOCK  AWARDS 
$000  $000 


OPTIONS 

EXERCISED 

$000 


OTHER  LONG- 
TERM  COMP 
$000 


TOTAL  VALUE  OF 

COMP  REMAINING 

$000  OPTIONS 


2001-03  PAY  PERFORMANCE 

WEALTH  PAY  VS.  SHAREHOLDER  RETURN 

TOTAL  $  VALUE 
COMP.  OF  $100 
$000         INVESTED       RATING 


UBLISHING,  RADIO  &  TV  BROADCAST  (SERVICE) 

0 

2928 

11376 

6923 

97 

LI 

annet  Communications 

L.L.  Mays,  chmn.  &  CEO 

2013 

916 

0 

a 

B.L.  Roberts,  pres.  &  CEO 

May  contain  preliminary  data. 

8367 

0 

22593 

0 

30960 

79591 

48156 

79 

H 

(Walt) 

M.D.  Eisner,  chmn.  &  CEO 

7314 

0 

0 

0 

7314 

0 

14402 

83 

a 

MS 

P.R.  Kann,  chmn.  &  CEO 

1470 

0 

110 

517 

2097 

1376 

6072 

94 

a 

t 

D.H.  McCorkindale,  chmn.,  pres.  &  CEO 

3921 

0 

10667 

0 

14589 

47835 

39223 

147 

a 

Ridder 

P.A.  Ridder,  chmn.  &  CEO 

1428 

0 

2487 

2219 

6134 

17215 

13711 

143 

a 

•-Hill 

H.W.  McGraw  III,  chmn.,  pres.  &  CEO 

2113 

0 

0 

816 

2929 

12466 

18326 

125 

S 

rk  Times 

R.T.  Lewis,  pres.  &  CEOf 

1770 

0 

0 

0 

1770 

3047 

12367 

124 

a 

;(E.W.) 

K.W.Lowe,  pres.  &  CEO 

1729 

155 

1211 

0 

3096 

18207 

10976 

153 

a 

on  Communications 

A.J.  Perenchio,  chmn.  &  CEO 

"Serves  as  CEO  without  remuneration. 

0* 

0 

0 

0 

0 

0 

0 

97 

NA 

gtonPost 


D.E.  Graham,  CEO 


ULROADS  (TRANSPORTATION) 


ton  Northern  Santa  Fe 

( Southern 
'acrfic 

DETAILING  (FOOD) 

r 

Retailing  (nonfood) 

-Culver 


M.K.  Rose,  chmn.,  pres.  &  CEO 
M.J.  Ward,  chmn.,  pres.  &  CEO 
D.R.  Goode,  chmn.,  pres.  &  CEO 
R.K.  Davidson,  chmn.  &  CEO 

S.A.  Burd,  chmn.,  pres.  &  CEO 

) 
H.B.  Bemick,  pres.  &  CEO 


400 


1268 


400 


1840 


800 


3107 


6396 


2216 


8222 


950 


950 


rceBergen 


R.D.  Yost,  CEO 


3165 
1470 

1000 

3422 
1955 


3142 


1459 


7766 


4500 


1052 


13041 


7999 


15021 


2075 
10359 
34410 


8314 
14750 
35431 


2179 


1595 


14041 

60097 

28476 

5601 

18328 

27393 

3550 

7436 

7370 

132 

121 
145 
185 
143 

35 

151 
112 


LU 


a 

a 
a 
a 


a 


a 
a 


S.  Odland,  chmn.,  pres.  &  CEO 

2646 

0 

0 

0 

2646 

29214 

6451 

299 

a 

al  Health 

R.D.  Walter,  chmn.  &  CEO 

3239 

0 

11720 

0 

14959 

72272 

35635 

93 

a 

Wholesale 

J.D.  Sinegal,  pres.  &  CEO 

350 

0 

1504 

0 

1854 

14092 

8263 

93 

a 

T.M.  Ryan,  chmn.,  pres.  &  CEO                       4500 
•Includes  $1.5  mil.  long-term  performance  payment. 

1552 

0 

1616* 

7668 

23277 

18020 

62 

a 

Dollar  Stores 

H.R.  Levine,  chmn.  &  CEO 

1183 

0 

1781 

0 

2964 

9416 

12329 

172 

a 

P.S.  Pressler,  pres.  &  CEO 

5022 

0 

0 

0 

5022 

37395 

NA 

93 

NA 

R.L.  Montgomery,  CEO 

1015 

0 

29209 

0 

30224 

53355 

52847 

74 

a 

Depot 

B.  Nelson,  chmn.  &  CEO                                 1074                0                   0 
•Includes  $750,000  for  deferred  bonus  and  $816,250  for  vesting  of  restricted  stock. 

796* 

1870 

11391 

13556 

235 

a 

Roebuck 

A.J.  Lacy,  chmn.  &  CEO 

1990 

0 

2163 

0 

4153 

16052 

9209 

141 

a 

m-Williams 

CM.  Connor,  chmn.  &  CEO 

2040 

2990 

0 

0 

5030 

14236 

9775 

141 

a 

.•en 


SERVICE  INDUSTRIES  (SERVICE) 

ture  J.W.  Forehand,  chmn.  &  CEO 


nent  Investment  &  Mgmt.T.  Considine,  chmn.  &  CEO 
Group 


i  Properties 
Education 


int 


D.W.  Bernauer,  chmn.  &  CEO 


1448 


2206 


380 


804 


380 


J.W.  Rowe,  chmn.  &  CEO 


3452 


7589 


7000 


3011 

2206 
18042 


5531 

0 
67170 


7465 

9653 
30233 


29 


29 


T.S.  Nelson,  pres.  &  CEO 

E.H.  Linde,  pres.  &  CEO 

J.M.  Larson,  chmn.,  pres.  &  CEO 

May  contain  preliminary  data. 
H.R.  Silverman,  chmn.,  pres.  &  CEO 


4529 


1589 


1500 


1513 


28282 

0 
20412 


32811 


0 
21748 


1754 
56969 


3089 
21925 


17259 


37160 


Hey  (R.R.) 
Realty 
Residential 


R.J.  Kohlhepp.  CEO* 

S.D.  Farmer,  pres.  &  COO** 

•Left  office  7/10/03.  "Became  CEO  7/10/03. 
W.L.  Davis,  chmn.,  pres.  &  CEOf         


611 
500 


991 
902 


1052 


ne  Parts 
(W.W.) 


i  Management  Associates 
(D.R.) 


T.L.  Hefner,  chmn.  &  CEO  620 

B.W.  Duncan,  pres.  &  CEO*  1510 

May  contain  preliminary  data.  *Became  CEO  1/1/03. 

F.W.  Smith,  chmn..  pres.  &  CEO  2665 

L.L.  Prince,  chmn.  &  CEO 

R.L.  Keyser,  chmn.  &  CEO 

J.V.  Vumbacco,  pres.  &  CEO 

DJ.  Tomnitz,  vice-chmn.,  pres.  &  CEO$ 

M.B.  McCallister,  pres.  &  CEO 


0 

0 

839 


42 
0 


3451 

206 

0 


54418 
1603 
1401 


4503 

868 

2349 

2665 


1401 


1686 
1518 


0 

0 

813 


917 


2318 


27306 
64864 

287194 
4314 
2036 

7314 
1418 
1030 

85342 
2414 


5089 
47132 


NA 
165 

87 
310 
132 
412 


a 

NA 

a 


a 
a 
a 
a 


102176 
3001 
4222 

9975 

2678 

NA 

7739 
5722 


231 
96 


125 
155 
129 


H 


a 


a 

NA 


170 


a 


o 

4545 


1686 
6875 


5799 


988 


6787 


1849 


344 


63 


2256 


3659 
14521 
15869 
14854 


8089 
13133 
12653 
5260 


141 
136 
116 
303 
150 


a 
a 
a 
a 
a 
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CORPORATE  SCOREBOARD 

COMPANY                                            EXECUTIVE 

2003  COMPENSATION 

TOTAL  ANNUAL  COMPENSATION 

WEALTH 

VALUE  Of 
REMAINING 
OPTIONS 

2001-03  Pt 
PAYVS. 

TOTAL 
COM? 
$000 

YPERfORMANdB] 
SHAREHOLDER  fl^BL 

SALARY 

1 bcmus 

'000 

RESTRICTED 
STOCK  A. 
SOOO 

OPTIONS 

EXERCISED 

$000 

OTHER  LONG- 
TERM  COMP. 
$000 

TOTAL 
COMP. 
$000 

$  VALUE 
OF  $100 
INVESTED       ftjaj)l 

IMS  Health                             D.M.  Thomas,  chmn.  &  CEO 

1903 

984 

0 

0 

2887 

5151 

9633 

93          ] 

Kimco  Realty                          M.  Cooper,  chmn.  &  CEO 

1009 

0 

92 

0 

1101 

7138 

4311 

182          5 

Lennar                                   S.A.  Miller,  pres.  &  CEO 

13071 

0 

0 

0 

13071 

18736 

45069 

292          I 

Manor  Care                            P.A.  Ormond,  chmn.,  pres.  &  CEO 

2559 

1406 

10810 

693 

15468 

22802 

47122 

169          : 

Paychex                                 B.T.  Golisano,  chmn.,  pres.  &  CEO 

1086 

0 

0 

0 

1086 

0 

2767 

80          4 

ProLogis                                K.D.  Brooksher,  chmn.  &  CEO                         1675           3915 
•Includes  $245,394  dividend  payment  on  restricted  share  units. 

0 

1311* 

6901 

13392 

13121 

172          1 

Pulte  Homes                           M.J.  O'Brien,  pres.  &  CEOf                           4053                0             3442           3005* 
R.J.Dugas,Jr.,pres.&CEOr*                      3649           2164                213         .   240 

•Includes  $1.9  mil.  in  lieu  ot  long-term  incentive  plan  payments.  "Became  CEO  7/1/03. 

10500 
6266 

43106 

6716 

25024 
9169 

224          ] 

Robert  Half  International           H.M.  Messmer,  Jr.,  chmn.  &  CEO 

2039 

CO.QQ 

0 

0 

8038 

72014 

23088 

88           2 

Rouse                                      A.W.  Deering,  chmn.,  pres.  &  CEO 

'May  contain  prelimary  data. 

2005* 

0 

18975 

0 

20979 

24133 

29252 

213          ] 

Total  System  Services               P.W.  Tomlinson,  CEO 

786 

0 

878 

0 

1664 

10454 

4715 

141           5 

Weight  Watchers  International     L  Huett,  pres.  &  CEO 

499 

0 

4106 

0 

4605 

11738 

5961 

NA         N* 

Bj]  STEEL  (INDUSTRIAL:  LOW  TECH) 

154 

2775 

Nucor                                      D.R.  DiMicco,  vice-chmn.,  pres.  &  CEO 

1097 

155 

106 

1512 

434 

148          I 

United  States  Steel                  T.J.  Usher,  chmn.  &  CEO 

2368 

0 

0 

0 

2368 

34636 

13758 

206          1 

F71  TELECOMMUNICATIONS  (TELECOMMUNICATIONS) 

Alltel                                     S.T.  Ford,  pres.  &  CEO 

2802 

0 

0 

1530 

4332 

7133 

10767 

81          A 

AT&T                                     D.W.Dorman.  chmn.  &  CEO                           4826           2853 
•Includes  $3.0  mil.  payment  to  replace  long-term  incentive  plan. 

0 

3883 

11562 

3134 

25475 

81          1 

AT&T  Wireless  Services            J.D.  Zeglis,  chmn.,  pres.  &  CEO 

3173 

1000 

1712 

0 

5886 

1109 

12406 

46          I 

BellSouth                                 F.D.  Ackerman,  chmn.,  pres.  &  CEO 

4548 

2590 

3956 

0 

11094 

9010 

19512 

75          I 

CenturyTel                             G.F.  Post  III,  chmn.  &  CEO                              1969* 
'Excludes  portion  of  bonus  paid  in  restricted  stock. 

0 

1703 

178 

3850 

10033 

9499 

93          £ 

Ciena                                    G.B.  Smith,  pres.  &  CEO 

650 

0 

0 

0 

650 

1322 

9027 

8           I 

Corning                                 J.R.  Houghton,  chmn.  &  CEO 

3340 

0 

479 

0 

3819 

13653 

NA 

20         Nf 

Lucent  Technologies                 P.F.  Russo,  chmn.  &  CEO 

4481 

0 

0 

0 

4481 

1850 

NA 

32       m 

SBC  Communications               E.E.  Whitacre.  Jr.,  chmn.  &  CEO 

8666 

7198 

0 

2444 

18308 

4006 

51627 

61           1 

Scientific-Atlanta                    J.F.  McDonald,  chmn.,  pres.  &  CEO 

1736 

0 

0 

0 

1736 

8339 

89978 

84          1 

Sprint 


Tellabs 


Verizon  Communications 


G.D.  Forsee,  chmn.  &  CEO* 
W.T.Esrey,  chmn.  &  CEO 

•Became  CEO  3/19/03.  * 
M.J.  Birck.  chmn.  &  CEO 
•Left  office  2/12/04. 
I.G.  Seidenberg,  chmn.  &  CEO 


3508**      12845  0  93         16446  8307  NA 

3758  0  0  4971  8729  3096  12363 

Includes  $500,000  sign-on  bonus. 


534 


534 


584 


1443 


TEXTILES,  APPAREL  (CONSUMER  PRODUCTS) 
Nike  -  P.H.  Knight,  chmn.,  pres.  &  CEO 

VF  M.J.  McDonald,  chmn..  pres.  &  CEO  2030 

El  TOBACCO  (CONSUMER  PRODUCTS) 

Altria  Group  L.C.  Camilleri,  chmn.  &  CEO     4329 

RJ.  Reynolds  Tobacco  Holdings     A.J.  Schindler,  chmn.,  pres.  &  CEO  2444 

•Includes  $3.6  mil.  retention  bonus. 

UST  V.A.  Gierer,  Jr.,  chmn.,  pres.  &  CEO 


12961 
1637 


2109 

4236 
0 


170 

6350 
2579* 


4308 

27875 
6660 


8348 

26794 
12452 


10679 

34543 
19464 


2339 


442 


TRUCKING  (TRANSPORTATION) 
United  Parcel  Service  Ml.  Eskew,  chmn.  &  CEO 


1214 


1814 


2786 


3028 


4845 


2472 


8479 


6525 


89 


15 


3                        4464 

4201 

0 

2515 

11180 

1585 

28174 

78 

EO                      2472 

0 

0 

320 

2792 

0 

7574 

127           J 

129 

146 
150 


152 


132 


Entergy 
118    Busi 


•Became  CEO  11/1/03.  ••Restricted  stock  aw  ud  represents  full  compensation  through  2006. 
J.W.  Leonard,  CEO  2262  0  0  2945 

April  19.  2004 


5207 


32450 


19983         148 
Footnotes  on 


|3  UTILITIES  (UTILITIES) 
AES 

0 

0 

2162 

P.T.  Hanrahan,  pres.  &  CEO 

2162 

0 

11482 

4469 

17 

Ameren 

C.W.  Mueller,  chmn.  &  CEO 

1418 

621 

0 

0 

2039 

3138 

5312 

119 

.American  Electric  Power 

E.L.  Draper,  Jr.,  chmn.,  pres.  &  CEO 

2074 

0 

0 

IS 

2093 

1208 

5079 

79 

CINergy 

J.E.  Rogers,  chmn.,  pres.  &  CEO 

3237 

0 

4368 

4609 

12214 

11687 

26569 

130 

Dominion  Resources 

T.E.  Capps,  chmn.  &  CEO' 

•Left  office  12/31/03. 

2757 

3995 

3383 

0 

10135 

22462 

22394 

108 

DTE  Energy 

A.F.  Earley,  Jr..  chmn.,  pres.,  CEO  &  COO 

1241 

1034 

0 

0 

39 

974 
0 
0 

3249 
4703 
11264 

1544 
3279 
3300 

9775 

19113 

NA 

117 

Duke  Energy 

R.B.  Priory,  chmn.  &  CEO 
P.M.  Anderson,  chmn.  &  CEO* 

2559 
0** 

2144 
11225** 

55 

55         f 

i. 


a 


i 
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IBM  Express  Middleware:  Designed 
and  developed  for  midsize  companies. 

(IBM  muscle  for  less  moolah.) 


MIDDLEWARE  IS  POWERFUL  IBM  SOFTWARE.  The  kind  of  software  that  makes  your  applications 
work  better  to  solve  your  business  problems.  It's  an  answer.  It's  IBM  DB2*  Lotus?  Tivoli®  and  WebSphere®  And 
in  the  form  of  the  IBM  Middleware  Express  Portfolio,  it's  now  more  accessible  than  ever  for  midsize  businesses. 

The  IBM  Middleware  Express  Portfolio  is  engineered  to  work  with  your  existing  business  applications 
whether  they  run  on  Windows?  Linux®  or  UNIX®  It's  engineered  to  be  deployed  by  those  without  computer 
science  degrees.  It's  priced  to  put  a  smile  on  Accounting's  face.  It's  nimble.  Quick.  Flexible. 

Your  technology  will  work  harder  to  meet  the  demands  of  your  customers,  your  business  goals  and  your 
industry's  needs.  It  makes  your  business  more  responsive  to  the  unforeseen.  Of  course,  all  of  this  is  easy 
to  implement,  easy  to  install,  simple  to  maintain.  You  need  to  learn  more.  To  find  an  IBM  Business  Partner 
in  your  area,  visit  ibm.com/software/express 


IM,  DB2.  Lotus,  Trvoli  and  WebSphere  are  registered  trademarks  or  trademarks  of  International  Business  Machines  Corporation  in  the  United  States  and/or  other  countries  Linux  is  a 
gistered  trademark  of  Linus  Torvalds.  Windows  is  a  registered  trademark  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries.  UNIX  is  a  registered  trademark  of  The  Open 
roup  m  the  United  States  and/or  other  countries  ©2004  IBM  Corporation  All  rights  reserved 


CORPORATE  SCOREBOARD 

COMPANY 

Exelon 

EXECUTIVE 

2003  COMPENSATION 

--IWM  COMPENSATION 

ALAlTH 

-  JE  Of 
REUANNG 
OPTIONS 

2001-03  PAY  PERFORMANCE 

PAY  VS.  SHAREHOLDB^I 

SALARY 

1 BONUS 

WOO 

RESTRICTED 
STOCK  - 

soco 

OPTIONS 

EXERCISED 

$000 

OTHER  LONG- 
TERM  COMP 
$000 

TOTAL 
COMP. 
$000 

TOTAL 
CCMP 
$000 

$  MLUE 
OF  $100 
INVESTED 

J.W.  Rowe,  chmn.  &  CEO 

2928 

2733 

0 

0 

5661 

19538 

17366 

105 

FirstEnergy 

H.P.  Burg.  chmn.  &  CEO                                 1075                0                  0            1553* 
A.J.  Alexander,  pres.  &  COO"                         737                0                   0             372 

•Includes  $777,685  paid  after  Mr.  Burg's  death.  (Passed  away  1/13/04)  "Became  CEO  12/22/03. 

2629 
1109 

5726 
3078 

7831 
4571 

128 

6 

FPL  Group 

L.  Hay  III,  chmn.,  pres.  &  CEO 

2288 

3502 

0 

550 

6340 

2790 

12476 

103 

KeySpan 

R.B.  Catell,  chmn.  &  CEO 

2027 

0 

0 

0 

2027 

16724 

5445 

101 

PG&E 

R.D.  Glynn,  Jr.,  chmn.,  pres.  &  CEO 

•Includes  $3.0  mil.  tax  restoration  payment 

4204* 

2170 

0 

10480 

16854 

18027 

29569 

139 

PPL 

W.F.  Hecht,  chmn.,  pres.  &  CEO 

989 

1537 

5052 

-        0 

7578 

6204 

14461 

108 

Progress  Energy W.  Cavanaugh  III,  chmn.  &  CEOf 

Public  Service  Enterprise  Group     E.J.  Ferland,  chmn.,  pres.  &  CEO 

Sempra  Energy     

Xcel  Energy 


2658 


2446 


1884 
0 


2125 


6667 


1239 


19289 


2446 


9779 


8853 


107 
106 


S.L  Baum,  chmn.,  pres.  &  CEO 


3213 


23 


3236 


24616 


9627 


146 


W.H.  Brunetti,  chmn.  &  CEO 


2244 


2244 


6296 


71 


Lc 

w! 


Alphabetical  List  Of  Companies 

The  number  following  each  company  name  identifies  the  Scoreboard  category  under  which  it  is  listed 


Abbott  Laboratories  10 

Accenture  29 

Adobe  Systems  21 

Advanced  Micro  11 

AES35 

Aetna  29 

Affiliated  Computer  Svcs.  21 

AFLAC  20 

Agere  Systems  11 

Agilent  Technologies  15 

Air  Products  &  Chemicals  7 

Alberto-Culver  28 

Alcoa  17 

Allergan  10 

Allstate  20 

Alltel  31 

Altria  Group  33 

Ambac  Financial  20 

Amerada  Hess  19 

Ameren  35 

American  Electnc  35 

American  Express  20 

American  Standard  6 

AmensourceBergen  28 

Ameritrade  Holding  20 

Amgen  10 

AmSouth  Bancorporation  4 

Anadarko  Petroleum  19 

Analog  Devices  11 

Anheuser-Busch  5 

Apache  19 

Apartment  Investment  29 

Apollo  Group  29 

Apple  Computer  21 

Applied  Biosystems  15 

Applied  Materials  14 

Aramark  13 

Archer  Daniels  12 

Ashland  19 

AT&T  31 

AT&T  Wireless  31 

Automatic  Data  21 

AutoZone  28 

Avayall 

Avery  Dennison  18 

Avon  Products  24 


Baker  Hughes  22 

Ball  9 

Bank  of  Newark  4 

Banknorth  Group  4 

Bard  (C.R.)  10 

Barr  Pharmaceuticals  10 

Baxter  International  10 

BB&T4 

Bear  Steams  20 


Becton,  Dickinson  10 

BellSouth  31 

Berkshire  Hathaway  20 

Biomet  10 

BJ  Services  22 

Black  &  Decker  14 

Boeing  1 

Boston  Properties  29 

Bristol-Myers  Squibb  10 

Broadcom  11 

Brunswick  16 

Burlington  Northern  Santa  Fe  26 

Burlington  Resources  19 


Campbell  Soup  12 

Capital  One  Financial  20 

Cardinal  Health  28 

Career  Education  29 

Carnival  16 

Caterpillar  14 

Cendant  29 

CenturyTel  31 

Charter  One  Finl.  4 

ChevronTexaco  19 

Chubb  20 

Ciena  31 

Cigna  20 

Cincinnati  Financial  20 

CINergy35 

Cintas  29 

Cisco  Systems  21 

Citigroup  20 

Clear  Channel  Communs.  25 

Clorox24 

CNA  Financial  20 

Coach  18 

Coca-Cola  5 

Coca-Cola  Enterprises  5 

Colgate-Palmolive  24 

Comcast  25 

Compass  Bancshares  4 

ConAgra  Foods  12 

ConocoPhillips  19 

Cooper  Industries  11 

Coming  31 

Costco  Wholesale  28 

CSX  26 

CVS  28 


Dover  14 
Dow  Chemical  7 
Dow  Jones  25 
DST  Systems  21 
DTE  Energy  35 
Duke  Energy  35 
Duke  Realty  29 
DuPont7 


Eastman  Chemical  7 

Eaton  3 

eBay  21 

Ecolab  24 

Electronic  Data  Systems  21 

EMC  21 

Emerson  Electric  11 

Engelhard  17 

ENSCO  International  22 

Entergy  35 

EOG  Resources  19 

Equifax  20 

Equity  Residential  29 

Estee  Lauder  24 

Exelon  35 


Family  Dollar  Stores  28 
FedEx  29 

Fifth  Third  Bancorp  4 
First  Tennessee  Natl.  4 
FirstEnergy  35 
Flserv21 

FleetBoston  Financial  4 
Fortune  Brands  18 
FPL  Group  35 
Franklin  Resources  20 
Freeport-McMoRan  C&G  17 


Dana  3 
Danaher 15 
Darden  Restaurants  13 
Deere  14 
Delphi  3 
Disney  (Watt)  25 
Dominion  Resources  35 
Donnelley  (R.R.)  29 


Gannett  25 
Gap  28 
Genentech  10 
General  Dynamics  1 
General  Electric  8 
General  Mills  12 
Genuine  Parts  29 
Georgia-Pacific  23 
Golden  West  20 
Goldman  Sachs  Group  20 
Goodrich  1 
Grainger  (WW.)  29 
GreenPoint  Financial  20 
Guidant  10 

a 

Halliburton  22 
Haney-Davidson  16 
Harman  International  2 


Harrah's  Entertainment  16 
Hartford  Financial  Services  20 
Health  Mgmnt.  Assocs.  29 
Hershey  Foods  12 
Hewlett-Packard  21 
Honeywell  Intl.  8 
Horton  (DR.)  29 
Humana  29 
Huntington  Bancshares  4 


IBM  21 

Illinois  Tool  Works  14 

IMS  Health  29 

Ingersoll-Rand  14 

Intel  11 

International  Flavors  7 

International  Game  Tech.  16 

Intuit  21 

ITT  Industries  14 


Jabil  Circuit  11 
JDS  Uniphase  11 
Jefferson-Pilot  20 
John  Hancock  Financial  20 
Johnson  &  Johnson  10 
Johnson  Controls  18 


Marathon  Oil  19 

Marriott  Intl.  13 

Marsh  &  McLennan  20 

Marshall  &  fisley  4 

Maxim  Integrated  Prods.  11 

MBNA  4 

McCormick  12 

McGraw-Hill  25 

MeadWestvaco  9 

Mellon  Financial  4 

Merck  10 

Mercury  Interactive  21 

Merrill  Lynch  20 

MetLrfe  20 

Micron  Technology  11 

Microsoft  21 

Millennium  Pharm.  10 

Molexll 

Monsanto  7 

Moody's  20 

Morgan  Stanley  20 

Motorola  11 

Murphy  Oil  19 


Kellogg  12 
Kerr-McGeel9 
KeyCorp  4 
KeySpan  35 
Kimberty-Clark24 
Kimco  Realty  29 
King  Pharm.  10 
KLA-Tencor  15 
Knight-Ridder  25 
Kohl's  28 
Kraft  Foods  12 


National  City  4 

National  Commerce  Finl.  4 

National  Semicond.  11 

Nationwide  Financial  Svcs.  20 

Navistar  International  3 

NCR  21 

New  York  Times  25 

Newell  Rubbermaid  18 

Newmont  Mining  17 

Nike  32 

Noble  22 

Norfolk  Southern  26 

North  Fork  Bancorp.  4 

Northern  Trust  4 

Novell  21 

Novellus  Systems  14 

Nucor  30 


L-3  Communications  11 

Leggett  &  Piatt  2 

Lehman  Brothers  Holdings  20 

Lennar  29 

Lexmark  Intl.  21 

Ully  (EJi)  10 

Lincoln  National  20 

Linear  Technology  11 

Lockheed  Martin  1 

Loews  20 

LSI  Logic  11 

Lucent  Technologies  31 

a  mmm 

M&TBank4 
Manor  Care  29 


Occidental  Pet.  19 

Office  Depot  28 

Old  Republic  Intl.  20 

Oracle  21 

Paccar  3 

Pactiv9 

Pall  8 

Parker  Hannifin  18 

Paychex29 

PeopleSofta 

Pepsi  Bottling  Group  5 

PepsiCo  5 

Pfizer  10 

PG&E  35 

Pitney  Bowes  21 


Plum  Creek  Timber  23 
PNC  Financial  Svcs.  4 
Popular  4 
PPG  Industries  6 
PPL  35 
Praxair  7 

Price  (T.  Rowe)  20 
Procter  &  Gamble  24 
Progress  Energy  35 
Progressive  20 
ProLogis  29 
Providian  Financial  4 
Public  Service  Ent.  35 
Pulte  Homes  29 


Qualcomm  11 
R.J.  Reynolds  Tobacco  33 
Radian  Group  20 
Raytheon  1 
Regions  Financial  4 
Robert  Half  International  29 
Rockwell  Automation  11 
Rockwell  Collins  1 
Rohm  &  Haas  7 
Rouse  29 


Safeco  20 

Safeway  27 

Sanmina-SCI  11 

Sara  Lee  12 

SBC  Communications  31 

Schering-Plough  10 

Schlumberger  22 

Schwab  (Charles)  20 

Scientific-Atlanta  31 

Scripps(E.W.)25 

Seagate  Technology  21 

Sealed  Air  9 

Sears,  Roebuck  28 

Sempra  Energy  35 

Sherwin-Williams  28 

Sigma-Aldrich  10 

Smith  International  22 

Solectron  11 

SouthTrust  4 

Sovereign  Bancorp  20 

Sprint  PON  Group  31 

SPX11 

St.  Jude  Medical  10 

St.  Paul  20 

Starbucks  12 

State  Street  4 

StrykerlO 

Sun  Microsystems  21 

Sunoco  19 

SunTrust  Banks  4 

Symbol  Technologies  21 


Synopsys21 
Synovus  Financial  4 
Sysco  12 


Tellabs  31 

Temple-Inland  9 

Texas  Instruments  11 

Textron  8 

3M18 

Time  Warner  16 

Torchmark  20 

Total  System  Services  29  • 

Transocean22 

Travelers  Property  ( 

Tyco  Intl.  8 

Tyson  Foods  12 


U.S.  Bancorp  4 
Union  Pacific  26 
UnionBanCal4 
Unisys  21 

United  Parcel  Service  34 
United  States  Steel  30 
United  Technologies  1 
Univision  Communs.  25 
UST33 


Valero  Energy  19 
varian  Medical  U 
Verizon  Communications  J 
VF32 

D«i 

Wachovia  4 
Walgreen  28 
Washington  Mutual  20 
Washington  Post  25 
Waters  15 

Weight  Watchers  29 
Wells  Fargo  4 
Wendy's  Intl.  13 
Weyerhaeuser  23 
Whirlpool  2 
Wrigley(Wm)Jr.l2 
WyethlO 


Xcel  Energy  35 
XL  Capital  20 
YUM!  Brands  13 
Zimmer  Holdings  10 
Zions  Bancorporation  4 
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Footnotes  On  Page  1 . 


Lowering  capital  costs  takes  a  financial  provider 
who  knows  true  value  when  he  sees  it. 


KeyBank 


And  creates  it  when  he  doesn't. 

Crafting  a  strategy  for  lowering  your  all-in  cost  of  capital  takes 
an  advisor  with  the  insight  and  skill  to  bring  true  value  to  the 
surface.  That's  why  organizations  like  yours  turn  to  KeyBank. 
Our  innovative  solutions  are  based  on  a  keen  understanding  of 
your  industry  and  the  financial  forces  that  shape  it.  In  today's 
climate,  it's  more  important  than  ever. 

Achieve  anything. 

For  more  information,  call  1-800-KEY6070,  or  visit  Key.com. 


©2004KeyC<xp 
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Personal  Business  Mutual  Funds  . 


Index  Funds 
Aren't  All  Equal 

High  costs  and  managers  who  hold  cash  too  long— or  pay  inflated  commissi*  h 
can  shave  returns.  So  it  pays  to  compare.  BY  ANNE  TERGESEN&  LAUREN  YOUh  E» 


ieq 
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IN  THIS  SECTION: 


A  "quant"  with  a 
winning  formula 


126 


Lowering  cholesterol: 
Drugs  or  diet? 


*  OOl  Playing  a  classic 
X^O  ball  game  online 


full  of  hot  air? 


oes  it  really  matter  which  Standard  &  Poor's 
500-stock  index  fund  you  own?  After  all,  these 
funds  have  identical  portfolios— composed  of 
the  500  stocks  in  the  S&P  500,  held  in  pro- 
portion to  their  weight  in  the  index.  You  bet  it 
does.  A  BusinessWeek  analysis  of  these  funds 
reveals  some  startling  differences  in  their  abil- 
keep  pace  with  the  benchmark.  Some  funds— including 
$96.9  billion  Vanguard  500  Fund— come  very  close  to 
hing  the  index'  return  year  after  year.  But  others  miss  by 

singly  wide  margins,  thanks  to  fac-      these  costs  are  deducted  from  a  fund's 
mt  can  include  high  expense  ratios     earnings,  keeping  them  low  can  mean  the 

difference  between  getting  a  near-market 


;5|(nanagers  who  sit  on  cash,  churn 
,-Jigs,  and— according  to  a  recent  Se- 
Wps  &  Exchange  Commission  probe— 
flated  trading  commissions  to  cover 
ent  research.  That  has  drawn  crit- 
since  S&P  500  funds  buy  what's  in 
ex,  so  they  don't  need  Wall  Street's 
d  sell  recommendations.  The  les- 
'All  index  funds  aren't  equal,"  says 
han,  a  vice-president  and  index  re- 
er  at  J.P.  Morgan  Chase, 
iation  from  the  index— plus  or  mi- 
is  called  "tracking  error,"  and  in 
shortfalls  were   especially  pro- 
ed,  thanks  largely  to  managers 
eld  cash  in  a  rising  market.  Indeed, 
0%  of  the  S&P  500  index  funds  that 
ingstar  follows  fell  short  of  the  per- 
ce  ideal  of  a  plain-vanilla  index 
to  deliver  the  benchmark's  return, 
s  the  fund's  expense  ratio.  Accord- 
Morningstar  data,  last  year  the  av- 
S&P  500   fund   missed  by  the 
nt  of  their  expense  ratios  plus  an 
ional  0.38%,  or  38  basis  points  (one 
point  is  l/lOOth  of  a  percent), 
at  margin  of  error  is  startling  to  in- 
fly  experts.  When  it  comes  to  the  S&P, 
should  be  within  five  basis  points" 
;  index's  performance,  adjusted  for 
expenses,  says  Gus  Sauter,  Van- 
i's  chief  investment  officer.  "Ten  ba- 
)ints  would  be  stretching  the  limit." 
cause   shortfalls   compound   over 
if  s  important  to  scrutinize  the  per- 
ance  of  index  funds  just  as  you 
d  an  actively  managed  fund.  Indeed, 
:one  who  had  invested  $10,000  in 
&P  500  in  1995  would  have  had 
P79  on  Dec.  31.  That's  $865  more 
you'd  have  in  an  identically  priced 
tment  that  returned  a  mere  0.38% 
:ach  year,  according  to  Morningstar. 
evaluating  index  funds,  start  with 
s  generally  the  biggest  driver  of 
g  error— the  expense  ratio.  Since 


return  and  underperforming.  The  aver- 
age S&P  500  fund  charges  about  0.48%  of 
assets,  notes  Jeffrey  Ptak,  a  Morningstar 
mutual-fund  analyst.  Expenses  range 
from  a  low  of  0.15%  at  SSgA's  S&P  500 
Index  to  1.5%  at  several  funds.  "Costly  in- 
dex funds  are  about  as  self-defeating  a 
proposition  as  you  can  find,"  says  Ptak. 

When  it  comes  to  tracking  error,  the 
expense  ratio  is  only  part  of  the  story. 
Consider  the  Invesco  S&P  500  Index  fund. 
The  gap  between  its  2003  return  of 
27.62%  and  the  index5  28.67%  gain  is  1.05 
percentage  points.  But  the  fund's  expense 
ratio  of  0.65%  accounts  for  only  part  of 
the  shortfall.  A  spokesman  says  Invesco 


Funds  Closest  to 
The  S&P  500  in '03... 


FUND  DEVIATION* 

Fidelity  Spartan  500  Index  0.01 

Vanguard  500  Index  0.01 

Evergreen  Market  Index  I  -0.01 

T.  Rowe  Price  Equity  Index  500  -0.01 

BlackRock  Index  Equity  Instl.  -0.03 

...And  a  Few  That 
Fell  Short 


FUND 


DEVIATION* 


Waterhouse  500  Index  -0.55 

MTB  Equity  Index  Instl.  I  -0.52 

State  Farm  S&P  500  Index  A  -0.48 

American  Century  Equity  Index  Ins.  -0.47 
INVESCO  S&P  500  Index  Inv.  -0.40 

•  Deviation  from  the  index  for  2003.  calculated  by  adding  a  fund's 
expense  ratio  to  its  annual  return  and  then  subtracting  that  sum  from 
the  index'  annual  return.  Positive  numbers  indicate  an  excess  return, 
while  negative  numbers  indicate  a  shortfall,  vs.  the  index 

Data:  Morningstar 


switched  the  fund  from  an  outside  man- 
ager to  one  in-house  last  August  because 
of  "unacceptable"  tracking  error. 

Invesco  declined  to  comment  on  the 
reason  for  the  fund's  underperformance. 
But  in  general,  when  index  funds  lag  by 
more  than  their  expense  ratios,  cash  and 
transaction  costs  such  as  commissions  are 
primarily  to  blame.  In  a  bull  market,  if  s 
imperative  to  invest  incoming  cash  imme- 
diately since  stock  prices  are  more  likely  to 
rise  than  fall.  Some  S&P  500  funds,  in- 
cluding those  run  by  Vanguard,  Fidelity, 
and  T.  Rowe  Price,  can  put  their  cash  to 
work  quickly  by  buying  S&P  500  futures 
contracts  and  then  replacing  them  with 
stocks.  This  helped  all  three  funds  finish 
close  to  the  index  in  2003. 

"SOFT  DOLLARS" 

STILL,  SOME  INDEX  funds  are  prohibited 
from  buying  futures;  check  the  "Statement 
of  Additional  Information"  filed  with  the 
SEC  for  restrictions.  Others,  such  as  Co- 
lumbia Large  Company  Index  fund,  don't 
generally  use  them:  "Futures  don't  track 
the  index  perfectly— they  can  be  over-  or 
undervalued,"  says  portfolio  manager  Eric 
Remole.  "Using  them  can  introduce  track- 
ing error."  The  fund's  "Z"  shares  trailed 
the  S&P  last  year  by  70  basis  points— that's 
19  more  than  its  expense  ratio.  All  but  3 
basis  points  of  that  gap  can  be  explained 
by  the  fact  that  fund  expenses  are  taken 
out  of  assets  throughout  the  year,  leaving 
less  to  invest  each  day,  Remole  says. 

Commissions  also  contribute  to  track- 
ing error.  These  fees  aren't  factored  into  a 
fund's  expense  ratio  but  are  deducted 
when  stocks  are  bought  and  sold.  If  a 
manager  is  paying  inflated  commissions 
to  generate  "soft  dollars"— credits  that 
can  be  used  to  pay  for  investment  re- 
search—"tracking  error  will  get  pretty 
large,"  says  John  Chalmers,  associate  fi- 
nance professor  at  University  of  Oregon. 

How  much  is  a  fund  paying  in  com- 
missions? Check  its  Statement  of  Addi- 
tional Information.  The  Morgan  Stanley 
S&P  500  Index  Fund,  for  example,  paid 
$271,513  in  commissions  in  fiscal  2002. 
The  Vanguard  500  Fund,  in  contrast,  paid 
$4,386  million.  But  as  a  percentage  of  as- 
sets, the  Morgan  Stanley  fund's  rate  was 
higher— 0.0169%,  vs.  0.0057%. 

The  Vanguard  500  fund  is  generally 
able  to  negotiate  lower  commissions  than 
its  smaller  rivals.  Still,  in  a  lawsuit  filed  in 
U.S.  District  Court  in  New  York  in  August, 
a  shareholder  alleges  that  the  Morgan 
Stanley  S&P  500  Fund  paid  inflated  com- 
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missions  in  2002  to  earn  soft-dollar  cred- 
its to  buy  stock  research.  Morgan  Stanley 
responds:  "Three  appellate  courts  and 
various  district  courts  have  rejected  simi- 
lar claims  made  by  the  same  attorney 
against  other  firms.  We  believe  this  case  is 
equally  lacking  in  merit."  In  2003,  the 
Morgan  Stanley  Fund's  "B"  shares— the 
largest  among  its  share  classes— missed 
the  S&P  by  1.83%.  That  gap  consisted  of  a 
1.5%  expense  ratio  plus  0.33%  of  addi- 
tional underperformance.  In  2002,  how- 
ever, the  fund  trailed  the  index  by  less 
than  its  expense  ratio. 

It  also  helps  to  check  a  fund's  annual 
report  for  turnover.  When  Standard  & 


Poor's  (which,  like  BusinessWeek,  is  a  unit 
of  The  McGraw-Hill  Companies)  adds  or 
drops  a  stock  in  the  index,  S&P  500  funds 
must  follow  suit.  Typically,  the  index 
turns  over  about  5%  of  its  market  cap  a 
year,  says  S&P  index  strategist  Srikant 
Dash.  But  in  part  because  funds  also  buy 
and  sell  as  shareholders  come  and  go,  the 
average  S&P  500  fund  turned  over  13%  of 
its  portfolio  in  2003. 

At  some  funds,  turnover  was  far 
greater.  The  $105  million  MTB  Equity  In- 
dex Fund  had  an  87%  rate.  Why?  Share- 
holders came  and  went  quickly  as  "insti- 
tutional portfolio  managers  used  our 
fund"  to  get  quick  exposure  to  the  market 


and  then  bailed  out  once  they 
out  what  to  do  with  the  money,"  saj 
manager  Peter  Hastings.  The  fund  | 
expenses  of  just  0.25%.  Yet  in  2C 
trailed  the  S&P  500  by  0.77%. 

High  index-fund  expense  ratic 
likely  to  decline  thanks  to  SEC  sc 
But  tracking  error  may  remain  a 
lem.  The  upshot:  While  many  inv^ 
think  of  these  funds  as  commc 
their  performance  may  continue  to 
from  uniform.  ■ 
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Recipe  for  Gains 

Harin  de  Silva's  quant  strategy  minimizes 
downside  risk,  by  lewis  braham 
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IT'S  A  GOOD  BET  YOU'LL  NEVER 
see  Harin  de  Silva  on  CNBC.  "I 
can't  tell  a  good  stock  story,"  con- 
cedes the  president  of  Analytic 
Investors  Inc.  De  Silva,  43,  is  a 
"quant"— an  investor  who  picks 
stocks  using  complex  mathemat- 
ical formulas.  His  strategy,  which  em- 
ploys 70  different  stock-screening  criteria 
and  involves  hedging,  doesn't  translate 
well  to  TV.  And  besides,  it  isn't  designed 
to  produce  blowout  gains,  but  rather 
steady  returns  with  litde  downside  risk. 

Perhaps  that's  why  investors  have  largely 
ignored  his  two  funds.  Analytic  Defensive 
Equity  and  newcomer  Analytic  Global 
Long- Short,  which  he  co-manages  with 
Dennis  Bein  and  Gregory  McMurran  from 
their  Los  Angeles  office.  The  funds  have  only 
about  $50  million  in  combined  assets— even 
though  Defensive  Equity  has  beaten  the 
Standard  &  Poor's  500-stock  index  in  four  of 
the  past  five  years,  with  about  half  the  S&P's 
volatility.  Moreover,  both  funds  are  no-load 
and  have  lower-than-average  expense  ra- 
tios— 0.99%  of  assets  for  Defensive  Equity 
and  13%  for  Global  Long-Short  Typical  eq- 
uity funds  charge  1.5%,  and  ones  that  short 
stocks— as  de  Silva's  does— more  than  2%. 
De  Silva,  a  cooking  enthusiast,  grew  up 
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in  Sri  Lanka  and  Britain,  and 
earned  a  PhD  in  finance  from  the 
University  of  California  at  Irvine. 
He  worked  as  a  pension  fund  con- 
sultant before  joining  Analytic  in 
1994— and  observed  then  that 
most  strategies  work  well  in  some 
markets  but  poorly  in  others.  "To    LOW  FLAME 
be  successful  you  have  to  adapt  to    He  aims  for 
the  environment,"  he  says.  So  in-    steady  returns 
stead  of  being,  say,  a  growth  man-    ^^^™ 
ager  or  a  value  one— terms  managers  usu- 
ally use  to  describe  themselves— de  Silva 
sees  what's  working  at  the  moment  and 
goes  with  that. 

DIFFERENT  HEDGES 

THAT'S  WHY  THERE  ARE  so  many  differ- 
ent criteria  in  his  stock  screens.  He  isolates 
which  of  the  70  are  producing  the  best  re- 
turns over  periods  of  one  month,  six 
months,  and  a  year— and  then  ranks 
stocks  that  fit  those  criteria  from  best  to 
worst.  The  best  he  buys;  the  worst  he  sells 
short.  Currendy  his  screens  favor  compa- 
nies with  low  price-sales  ratios,  high  lever- 
age, volatile  share  prices,  and  strong  earn- 
ings momentum.  During  the  bear  market, 
he  took  the  opposite  tack,  buying  stocks  of 
corporations  that  had  high  dividends, 


Ci 


clean  balance  sheets,  and 

share-price  volatility. 

The  hedging  strategies  o) 

two  funds  are  different.  In  DtL^ 
sive  Equity,  de  Silva  buys  only  U.S.  si 
and  typically  shorts  no  more  than  20%  ( 
portfolio.  To  reduce  downside  risk  fur 
he  sells  covered  call  options— contracts 
let  investors  purchase  a  stock  at  a  pred 
mined  price— which  provide  income  t< 
fund  but  reduce  its  upside.  De  Silva  do 
use  options  in  Global  Long-Short  but 
short  as  much  as  40%  of  its  portfolio. 

Although  de  Silva  has  no  stock  stori 
tell,  he  does  have  a  few  quant  tales.  Fo 
stance,  he  found  that  companies  with 
Ugh  test  CEOs  performed  best  in  1 
"Younger  CEOs  tend  to  weigh  less,"  dt 
va  says.  "And  the  youngest  CEOs 
worked  in  the  dot-com  industry  in  19 
Of  course,  the  thin-CEO  screen  isn't  on 
Silva  normally  uses  in  his  funds,  bi 
might  just  get  him  on  television.  ■ 
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Cholesterol:  How 
Low  Should  It  Be? 

New  studies  say  as  low  as  possible,  but  drugs 
aren't  tor  everybody.  BY  CATHERINE  ARNST 


DOCTORS  HAVE  LONG 
repeated  the  mantra 
that  when  it  comes  to 
"bad"  low-density  lipo- 
protein, or  LDL,  choles- 
terol, lower  is  better.  But 
two  large  studies  re- 
leased in  the  last  month  are  redefining 
how  low  is  low. 

It  now  appears  that  reducing  LDL  to 
ultralow  levels  of  60  to  80  milligrams  per 
deciliter  of  blood  significandy  reduces 
heart  attacks,  strokes,  and  bypass  opera- 
tions—and not  just  for  high-risk  patients. 
Healthy  people  with  no  evident  risks  had 
far  fewer  cardiac  events  when  LDL 
dropped  below  100  milligrams— the  bot- 
tom of  the  range  set  by  federal  guidelines. 
That  means  a  lot  of  people  who 
thought  they  didn't  need  to  worry  may 
now  have  to  consider  reducing  their  cho- 
lesterol level.  The  easy  solution  is  statins. 
These  wonder  drugs,  taken  by  some  11 
million  Americans,  block  the  liver  from 
processing  cholesterol.  Under  existing 
U.S.  government  guidelines,  at  least  25 
million  more  people  with  LDL  levels 
above  130  should  be  on  statins.  If  100  be- 
comes the  new  touchstone,  statins  would 
almost  have  to  be  added  to  the  water  sup- 
ply to  cover  everyone  who  would  benefit. 
But  before  you  run  out  to  start  a  $100-a- 
month  statin  habit,  cardiologists  advise 
that  you  first  evaluate  your  risk  factors  for 
heart  disease.  If  both  risk  and  cholesterol 
are  even  moderately  high,  drug  therapy 
may  be  warranted.  But  patients  must  con- 
sider that  they  will  likely  be  on  statins  for 
decades,  and  the  long-term  health  effects 
of  these  drugs,  if  any,  aren't  known.  Cho- 
lesterol can  be  lowered  through  lifestyle, 
too,  and  if  your  level  is  only  moderately  el- 
evated, that  might  be  a  solution  (page  127). 
"People  should  try  to  solve  their  health 
problems  without  drugs  whenever  possi- 


ble," says  Dr.  Richard  A.  Parker  of  Beth  Is- 
rael Deaconess  Medical  Center  in  Boston. 

It  is  certainly  important  to  guard 
against  heart  disease.  According  to  the 
American  Heart  Assn.  (AHA),  13  million 
Americans  suffer  from  coronary  artery 
disease  and  1  million  die  from  it  each 
year.  The  major  risk  factors  are  smoking, 
being  overweight,  high  blood  pressure, 
family  history— and  high  cholesterol. 

Cholesterol,  a  waxy,  fat-like  substance, 
is  essential  to  the  production  of  cell 
membranes,  hormones,  and  other  bodily 
functions.  The  body  makes  some  of  what 
it  needs,  and  most  of  the  rest  comes  from 
meat  and  dairy  products.  Because  choles- 
terol doesn't  dissolve  in  the  blood,  too 
much  can  build  up  and  clog  the  arteries, 
increasing  risk  of  heart  attack  and  stroke. 

RETHINKING  THE  REVISE 

LDL  IS  ONE  OF  TWO  types  of  cholesterol. 
It's  known  as  the  bad  kind  because  it  is 
more  likely  to  accumulate  in  the  arteries. 
Doctors  have  long  thought  that  higher 
levels  of  "good  cholesterol,"  or  high-den- 
sity lipoprotein  (HDL),  balance  LDL  be- 
cause it  carries  cholesterol  away  from  the 
arteries.  Based  on  this  thinking,  the  gov- 
ernment revised  its  guidelines  three  years 
ago,  raising  the  danger  level  for  HDL  to 
more  than  40  mil- 
ligrams from  more 
than  35.  Under  the 
same  guidelines, 
optimal  total  cho- 
lesterol—HDL and 
LDL  combined— is 
less  than  200. 

However,  recent 
studies  indicate  that 
neither  HDL  nor 
the  total  reading 
may  matter  and 
that  patients  would 


Statins 
interfere 
with  the 
liver  and 
can  cause 
aches  and 
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ter  off  focusing  on  a  lower  LDL 
\%.  The  cardiology  community 
particularly  riveted  by  a  Harvard 
Jtedical  School  study  released  on 
[Mar.  8  that  found  that  patients 
with  heart  disease  who  took 
Lipitor,  one  of  the  most  pow- 
erful statins,  lowered  their 
LDL  to  a  median  of  62, 
while  those  on  the  less  po- 
tent Pravachol  reached  a 
median  LDL  level  of  95. 
The    Pravachol    patients 
may  have  been  well  into 
the  optimal  range  under 
federal  guidelines,  but  their 
number  of  adverse  coro- 
nary   events    was    26.3%, 
compared  with  22.4%  for  the 
Lipitor  group.  The  death  rate 
among  the  Lipitor  patients  was 
28%  lower  than  the  Pravachol 
roup,  evidence  that  an  LDL  well 
jw  100  can  make  a  bigger  differ- 
lan  had  been  thought. 

NACEA 

[NS  ARE  NOT  without  side  effects, 
vex.  Because  they  interfere  with  the 
patients  must  be  checked  at  least 
ally  for  normal  liver  function.  The 

can  also  cause  muscle  aches  and 

istion.  One  statin,  Baycol,  was  tak- 

the  market  in  2001  because  it  was 

iated  with  a  rare  and  sometimes 

muscle  reaction. 

ere  is  another  way.  Cutting  back  on 
r,  egg  yolks,  and  red  meat  and  eat- 
iore  whole  grains  and  vegetables 
ake  a  major  difference.  "Choosing 
ly  foods  is  the  best  protection  from 
disease  for  the  vast  majority,"  says 
ames  W.  Anderson,  professor  of 
cine  and  clinical  nutrition  at  the 
rsity  of  Kentucky.  He  says  that  re- 
ig  animal  fat  and  increasing  fiber 
decrease  total  cholesterol  by  40 
s  or  more  in  just  four  to  six  weeks, 
eking  to  such  a  diet  isn't  easy.  A 

Kong  study  reported  last  year 
mstrated  both  the  benefits  of  long- 
lifestyle  changes  and  the  difficulty 
aintaining  them.  The  researchers 
ved  102  patients  at  high  risk  for 

disease  for  12  years.  All  were 

d  on  statins,  heart-healthy  diets, 

exercise  plans.  Twelve  years  later, 

had  stayed  on  the  statins,  but  only 

o  stuck  with  the  lifestyle  changes. 

e  27  had  less  than  half  the  rate  of 

m  buildup  in  the  arteries  as  those 

atins  alone.  So  while  statins  do  a 

job  of  lowering  cholesterol,  they 

replace  a  healthy  lifestyle.  ■ 


Diet  Alone  Might 
Do  the  Trick 

Before  I  filled  my  prescription,  I  tried  cutting  fat 
and  adding  fiber,  by  JEFFREY  M.  laderman 


THE  PHYSICAL  WAS 
routine  enough,  and  I 
thought  I  was  in  good 
health  until  I  received 
my  blood- test  results. 
Total  cholesterol  was 
260,  and  LDL  choles- 
terol was  187—30%  and  43%  higher 
than  maximum  recommended  levels. 
Oh,  and  by  the  way,  my  doctor  wanted 
to  start  me  immediately  on  Crestor, 
the  newest  cholesterol-lowering  drug. 
Upset,  I  called  the  doctor.  "Can't  I 
do  this  by  diet?"  I  asked.  At  52, 1  had 
no  other  risk  factors,  and  it  was  my 
first  high  reading.  "It's  very  hard,  and 
most  people  can't,"  he  replied.  I  took 
that  as  a  challenge,  and  three  months 
later,  I  got  far  better  results:  total  cho- 
lesterol, 190,  with  LDL  124.  "Perfect," 
my  doctor  scribbled  on  the  report— 
and  I  tossed  out  the  prescription. 
Even  better,  I  lost  15  pounds. 

A  FEW  SMART  STEPS 

I  ADMIT  I  WASN'T  sure  if  I  could 
avoid  medication.  I  already  ate  main- 
ly poultry  and  fish  and  avoided  greasy 
foods.  I  was  also  doing  strength  train- 
ing three  days  a  week  and  cardio -fit- 
ness three  days,  sometimes  four.  How 
much  more  could  I  do? 

Chatting  with  friends  and  family 
yielded  mixed  signals.  A  few  told  me 
they  had  failed  to  lower  cholesterol 
through  diet;  others  asked  why  I 
would  even  try.  "I  take  Lipitor,  eat 
whatever  I  want,  and  my  cholesterol  is 
fine,"  one  lunch  companion  confided. 


Still,  I  pushed  ahead.  I  cut  out  or 
severely  cut  back  on  foods  high  in 
cholesterol  or  saturated  fat,  such  as 
beef,  butter,  whole  milk,  cheese,  and 
baked  goods.  I  still  indulge  my  weak- 
ness for  ice  cream,  but  less  often  and 
in  low-fat  versions.  The  bigger 
change  was  adding  unsaturated  fats 
and  foods  high  in  soluble  fiber,  which 
are  known  to  cut  LDL  cholesterol.  I 
began  eating  non-instant  oatmeal  for 
breakfast,  sprinkling  fiber-rich  ground 
flaxseeds  on  top.  The  flax  also  gives 
me  the  omega-3  fatty  acids  that  are  in 
some  fish.  At  lunch  or  dinner,  I  have 
beans  or  lentils,  in  a  soup,  stew,  or  sal- 
ad. When  possible,  I  sub  brown  rice 
for  white  and  opt  for  whole-grain 
breads.  And  when  I  snack,  I  grab 
dried  fruit  or  unsalted  almonds.  I 
don't  feel  deprived,  and  I  believe  I  can 
stick  to  this  regimen— though  the  aro- 
ma of  pizza  is  still  awfully  tempting. 

Were  my  results  a  fluke?  Last  sum- 
mer, the Journal  of  the  American  Medical 
Association  reported  that  a  diet  low  in 
saturated  fat  and  high  in  soy,  almonds, 
and  soluble  fiber  reduced  LDL  levels 
28.6%  in  just  four  weeks.  My  choles- 
terol tests  are  accurate  within  3%,  says 
Dr.  William  E.  Tarr,  medical  director  for 
the  Quest  Diagnostics  lab  that  did  my 
tests.  He  also  notes  that  a  person's  LDL 
may  vary  by  12%  day  to  day.  I'm  satis- 
fied my  lab  results  reflected  reality. 

I  was  ready  to  take  drugs  if  neces- 
sary. For  some  people,  diet  alone 
won't  work.  But  you  won't  know  un- 
less you  try.  II 


Personal  Business  Leisure 


A  League  of  Your 
Own-in  a  PC 

A  CD-ROM  of  Strat-o-Matic  Baseball  takes  the  dice 
and  cards  game  to  a  new  level.  BY  DAVID  WELCH 


STARS  ON  STEROIDS.  LABOR 
disputes.  Small-market  teams 
that  are  eliminated  from  the 
playoffs  on  opening  day.  With 
all  that's  going  on  in  big- 
league  baseball  these  days, 
about  the  only  thing  that 
keeps  me  interested  is  Strat. 

Strat,  better  known  as  Strat-o-Matic 
Baseball,  was  created  43  years  ago  as  a 
dice  and  cards  game  but  is  now  greatly 
enhanced  with  a  $56  CD-ROM  version 
for  your  home  PC  (Available  through 
www.strat-o-matic.com).  Strat  gives  you  a 
chance  to  manage  a  simulated  major 
league  team  using  cards  based  on  real 
players'  performance  for  the  last  com- 


pleted season.  The  cards  have  ratings  for 
the  player's  ability  to  steal  bases,  field,  and 
bunt,  and  for  outfielders  and  catchers  to 
throw  out  base  runners.  Strat  is  different 
than  fantasy  baseball,  in  which  you  earn 
points  if  the  players  you  select  put  up 
good  stats  through  the  ongoing  season. 

In  my  league,  which  has  participants 
from  Halifax,  N.S.,  across  the  U.S.,  and 
even  one  in  Sydney,  each  manager  builds 
a  team  by  making  trades  and  drafting  the 
rookies  from  the  last  season.  We  don't 
wait  for  the  new  Strat  cards  to  come  out 
in  January  to  start  trading  for  players.  By 
following  the  big-league  season  closely, 
we  have  a  pretty  good  idea  by  September 
what  we  want  to  do. 


#^ 


My  league 
has  players 
from  Nova 
Scotia  to 
Australia 
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For  example,  if  one  of  your  bettei 
ers  gets  injured,  you  know  you'll  nt 
find  a  replacement  for  him  in  the  oi 
son.  We  draft  rookies  in  February 
ish  all  trades  in  March.  Right  now, 
starting  our  162-game  season. 

Once  everyone  finalizes  the  rostei 
league  commissioner— whom  we  el 
sends  out  the  schedule  and  the 
with  everyone's  players  and  home 
urn  selected.  At  that  point,  we  pr< 
our  lineups  and  pitching  rotations 
the  computer.  Then  we  play  ball. 

When  you  turn  on  the  computer 
you  see  two  things:  a  picture  of 
home  stadium  (my  Brooklyn  Swashl 
lers  play  in  Montreal's  Olympic  Sta< 
and  three  six-sided  dice— one  white 
two  red.  Let's  say  the  Swashbucklers  I 
a  game  against  the  Foghorn  Leghoi 
If  s  the  first  at-bat,  and  SwashbucH 
catcher  Jorge  Posada  (who  really  is  a  1 
kee)  is  facing  Leghorns  lefty  pit^ 
Mark  Mulder  (of  the  Oakland  Athleti< 
hit  the  "Enter"  key  to  roll  the  dice. 
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SHREWD  TRADES 

IF  I  ROLL  A  1,  2,  OR  3  on  the  white 
look  for  the  result  of  the  at-bat  on  tb 
ter's  card.  If  the  white  die  comes  up 
or  6, 1  check  the  pitcher's  card.  The 
of  the  two  red  dice  tells  me  where 
to  look  on  the  card.  I  roll  a  2  on  the 
die  and  the  two  red  ones  total  8.  So  I 
on  the  hitter  Posada's  card  in  the  col 
that  says  "vs.  lefty  pitchers"  and  find| 
result  next  to  the  number  8.  It's  a  hi 
run.  Since  Posada  had  a  good  year 
year,  he  has  more  homers  on  his 
than  weaker  players  would. 

Straf  s  best  feature  is  the  online  g; 
which  allows  players  to  face  off  in 
time.  It  lets  me  play  five  with  my  frii 
Rick  and  his  Sydney  Wombats,  provii 
we  can  work  out  the  time-zone  diffen 
But  more  often  than  not,  Strat  man 
play  their  home  games  solo  on  the 
puter,  using  an  electronic  file  sent  by  t 
opposing  manager  that  spells  out  his  lit 
up,  pitching  rotation,  bullpen,  and  f| 
dency  to  bunt  or  steal  bases. 

Since  no  team  is  richer  than  anol 
er,  we  all  have  an  equal  shot  to  w 
You  just  have  to  make  sma  I 
trades  and  do  your  homewo  k 
before  drafting  rookies.  L. 
year,  I  won  101  games 
took  my  division.  This  yd 
injuries  to  key  Swashbuc  ' 
during  the  2003  major  leag 
season  have  left  my  team  wi 
lousy  pitching.  So  if  s  time  to  rebu| 
With  a  little  luck,  I'll  be  back  in  the  pla 
off  hunt  next  year.  ■ 
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BOTTLE? 

JTLE  FOR  the  new  Wyborowa  Single 
rodka,  rolling  out  this  spring  in 
Los  Angeles,  and  New  York, 
ke  a  skyscraper  with  a  slightly 
ce  and  sweeping  curves.  No 
—it  was  designed  by  an 
11  :t:  Frank  Gehiy, 
of  the  futuristic 
sney  Concert 
Los  Angeles  and 
Guggenheim 
in  Bilbao, 
e-based  liquid 
s  said  to  be 
nally  pure,  the 
of  a  two-step 
on  process  on  an 
Turew,  Poland, 
ts  purity  and 
uiess,  it  might 
>mmand  its  $30 
dthout  the  artfully 
d  botde. 
-Gerry  Khermouch 

GAGE 

E  TOUGH  TOTE 
WHEELS 

E  HUMMER  of  wheeled  luggage, 
ally  designed  for  students  who 
haul  heavy  textbooks  and  other 
e  essentials  from  class  to  class, 
MobileLocker  (zuca.com)  is  a 
convenient  tote  for 
laptop  computers 
and  business 
documents  as  well. 
The  $100  carry-all  has 
dual  wheels  to  help  it 
up  steps  and  over 
curbs,  and  its  sturdy 
aluminum 
J       frame  doubles 
as  a  seat  or  step. 
Coming  soon:  a 
slightly  narrower 
version  that  fits 
under  airline  seats 
and  in  overhead 
compartments. 

-Larry  Armstrong 
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TRAVEL 

A  Suite  for  Fido 

DON'T  FEEL  GUILTY  THE  next  time  you  go  on  vacation  without  your  pet.  Just  book  Fido 
or  Fluffy  into  the  new  breed  of  animal  hotels.  This  year  retailer  PetsMart  plans  to 
open  14  PetsHotels  adjacent  to  its  stores  in  cities  such  as  Atlanta  and  Pittsburgh, 
adding  to  nine  existing  locations  (petsmart.com/petshotel/index.shtml).  Starting  at 
$21,  hotel  stays  for  your  pampered  pooch  include  a  private  kennel,  two  walks  per 
day,  and  time  to  socialize  in  supervised  playrooms.  Pay  a  $10  upgrade,  and  you  can 
rent  a  suite  with  its  own  TV,  showing  Animal  Planet.  Customers  may  talk  to  their 
dog  (or  cat)  by  telephone  each  day— and  most  do. 

If  you  can't  bear  to  leave  the  little  furball  behind,  you'll  find  more  hotels  with  "Pets 
welcome"  signs.  The  20  Loews  Hotels  in  major  cities  let  pets  stay  free  and  give  them 
toys  and  treats.  At  nearly  1,300  hotels  affiliated  with  Cendant,  including  the  Ramada 
chain,  you'll  pay  a  nominal  pet  fee  of  $20  a  day  or  less.  But  check  for  restrictions- 
some  hotels  limit  four-legged  guests  to  20  lb.  or  under.  -Lauren  Young 


LENDING 

TIGHTER  BUDGETS  among  U.S.  seniors  and  greater  consumer 
awareness  are  fueling  a  boom  in  reverse  mortgages,  says 
the  National  Reverse  Mortgage  Lenders  Assn.  (reverse- 
mortgage.org).  These  loans  let  homeowners  62  or  older  tap 
their  equity  without  having  to  sell,  give  up  title,  or  take  on  a  new 
payment.  Still,  considering  the  millions  of  seniors  and  the 
wealth  in  their  homes,  the  number  of  originations  is  low. 
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DATA  FOR  FEDERAL  FISCAL  YEAR  BEGINNING  OCT.  1  THROUGH  FOLLOWING  SEPT.  30 
Data:  Housing  and  Urban  Development  Dept. 
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"Staying  in  shape  almost  killed  me. 

Five  miles  a  day.  Every  day.  Then,  poof. 
My  knee  blows  out. 
It  kinda  makes  me  think. 
In  life,  pretty  much 

anything  can  happen. 
You've  got  to  be  prepared. 
Whether  you're 

heading  back  into  the 
stock  market 
or  out  for  a  jog!'  j 
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•tional  times  require  sound,  unemotional  financial  advice. 


Morganbtanley 

One  client  at  a  time. 


Personal  Business  The  Barker  Portl 


BY  ROBERT  BARKER 


Is  Goodyear's  Stock 
Full  of  Hot  Air? 


Compulsively  contrarian,  I'm  a  sucker  for 
venerable  companies  in  big  trouble. 
Sometimes,  as  with  post-perestroika 
General  Dynamics,  this  impulse  can  pay 
off  tenfold  and  more.  At  others  (Kmart, 
circa  2001),  it  winds  up  a  wipeout.  Now, 
here  comes  Goodyear  Tire  &  Rubber. 
After  a  miserable  2003— the  stock  dipped 

below  $4— it's  on  a  roll,  near  $9  a  share.  Yet  it  remains  almost 
$20  below  its  2002  high.  Is  Goodyear  still  a  good  risk? 

Even  Pollyanna  could  fill  this  page  twice  over  detailing 
Goodyear's  troubles.  Upward  pressure  on  manufacturing 
costs.  Downward  pressure  on  prices.  Poor  relations  with  its 
network  of  independent  tire  dealers.  Ceaseless  competition 
from  global  rivals  Bridgestone  and  Michelin,  plus  such 
smaller  but  tough  foes  as  Cooper  Tire  &  Rubber.  It  all 
combined  in  2001  and  2002  to  produce  almost  $1.4  billion  in 
net  losses.  Through  September  last  year,  Goodyear  lost 
another  $332  million.  That  is,  the  company  is  pretty  sure 
that's  what  it  lost,  as  it  has  become  a  suspect  source  of  its  own 
financial  data.  After  a  restatement  last  fall  of  its  financials 
back  through  2000,  in  March  it  had  to  tweak  the  restatement. 
Now  Goodyear  has  delayed  filing  its  final  2003  numbers  as  it 
reexamines  foreign  accounts.  Already  the  accounting  mess 
has  led  the  company  to  discipline  several  of  its  senior 
European  managers.  What  had  been  an  informal  Securities  & 
Exchange  Commission  inquiry  is  now  a  formal  investigation. 


GOING  BALD 


.  BILLIONS 

SHAREHOLDERS'  EQUITY, 
GOODYEAR  TIRE  &  RUBBER 


AGAINST  THIS  background,  why  might  Goodyear's  shares  be 

perking  up?  First,  because  in  North  America,  anyway, 

Goodyear's  financial  woes 

haven't  tarnished  its  brand. 

Second,  there  are  solid  signs 

that  the  costs  of  natural 

rubber  and  crude  oil,  which  is 

synthetic  rubber's  feedstock, 

are  moderating,  even  as  tire 

.prices  are  firming.  Cooper  in 

February  hiked  its  prices  by 

3%  to  5%  across  its  product 

line.  The  company  says  the 

increases  are  sticking.  Finally, 

Goodyear  stoked  fresh  interest 

in  its  stock  on  Mar.  28,  when  it 

reported  proprietary  advances 
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FLEXIBILITY  Advanc 

in  the  use  of  synthl 
rubber  should  help 
Goodyear  cut  cos 


in  its  use  of  synthi 
rubber.  Goodyear'i 
new  polymers,  C 
Technical  Officer 
Joseph  Gingo  tol 
will  help  the  com] 
cut  costs  via  mori 
flexibility  in  how 
of  either  natural 
synthetic  rubber  ii 
blends  into  each 
When  synthetic 
is  relatively  chea 
more  expensive),  Goodyear  now  can  use  more  (or  less) 
altering  the  mix  more  adeptly  as  markets  move. 

Despite  these  reasons  for  hope,  I'm  not  buying  the  b 
case.  For  one  thing,  Gingo  was  quick  to  tell  me  that  wh 
cost  benefit  Goodyear  gets  from  its  new  polymers,  he  is 
its  major  rivals  are  working  on  some  way  to  follow  suit, 
important,  even  with  a  single-digit  stock  price,  Goodyear 
cheap.  To  ease  its  financial  distress,  the  company  has  rebi 
its  balance  sheet.  The  new  capital  structure  gives  Goody 
added  time  to  work  out  of  its  jam.  But  between  the  losses 
has  posted  and  the  added  debt  it  took  on,  the  company's 
worth  has  worn  way  down  (chart).  Goodyear's  net  debt 
is,  total  debt  minus  cash  holdings— comes  to  $3.9  billion, 
from  $2.7  billion  at  the  end  of  2002,  and  almost  10  times 
shareholders'  equity.  Added  to  the  value  of  its  stock, 
Goodyear's  blimped-out  borrowings  give  the  company  a 
enterprise  value  of  $5.5  billion.  That's  nearly  15  times  myj 
estimate  of  its  2003  operating  income. 

How  does  that  compare?  Not  well.  Cooper,  far  smaller 
sales,  is  solidly  profitable  and  has  a  net  worth  more  than 
double  Goodyear's.  Its  total  enterprise  value  is  13  times  1; 
year's  operating  income.  Even  allowing  for  the  vagaries  oi 
different  accounting  rules,  Michelin  is  a  sharper  contrast 
French  giant  has  spent  several  years  improving  its  balani 
sheet.  At  yearend,  net  debt  stood  at  78%  of  equity.  Its  to 
enterprise  value  comes  to  $10.7  billion,  or  eight  times  2' 
operating  income.  With  some  luck,  Goodyear  will  pull  oul 
its  skid.  But  to  stay  safe,  contrarians  don't  rely  on  luck. 

E-mail:  rb@businessweekj 


ne  right  software  can  transform  your 
frastructure  into  an  on-demand  environment. 

best  way  to  survive  any  business  crisis  is  to  avoid  it  altogether.  That's  why 
r  management  software  is  designed  to  make  your  business  more  responsive 
,n  ever.  It  lets  you  align  your  IT  to  fit  your  business  needs.  And  it's  seamlessly 
egrated.  As  a  result,  you  can  maximize  your  resources  and  increase 

fitability.  To  find  out  more  about  transforming  your  IT  environment  for 
siness  success,  go  to  ca.com/managementl. 

[o03  Computer  Associates  International,  Inc.  (CA).  All  rights  reserved. 
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Personal  Business  Inside  Wal  Stre* 


BY  GENE  G.  MARCIAL 

NPS  PHARMACEUTICALS  IS  CATCHING  THE  EYE  OF  ITS  BIG  RIVAl 


TRADING  WAY  BELOW  OTHER  BROKERAGES:  MORGAN  STANLEY^ 
WHY  ARE  SOME  WINN-DIXIE  INSIDERS  LOADING  UP  ON  STOCK? 


AFTER A 
ROUGH  RIDE 


DOLLARS 
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NPS:  Ripe  for  a  Buyout 

LITTLE-KNOWN  NPS  Pharmaceuticals  (NPSP),  which 
develops  recombinant  proteins  to  treat  bone,  gastro- 
intestinal, and  nervous  disorders,  is  catching  the  eye  of 
Big  Pharma  with  its  pipeline  of  products.  "A  large  drugmaker 
may  buy  NPS,"  says  John  McCamant, 
editor  of  Medical  Technology  Stock 
Letter.  He  says  the  shares,  now  at  27, 
are  worth  35  on  fundamentals  but 
could  fetch  45  in  a  buyout.  NPS  already 
has  ties  with  Amgen,  AstraZeneca,  and 
GlaxoSmithKline.  NPS  is  working  with 
Glaxo  on  forming  new  bones;  with 
AstraZeneca  on  gastric  drugs.  The 
Food  &  Drug  Administration  has 
approved  an  NPS  product  called 
Sensipar  to  treat  bone  disorders  that 
affect  dialysis  patients.  Amgen  will 
market  it.  NPS  may  start  making  money  in  two  years,  says 
McCamant.  Another  drug,  Preos  for  osteoporosis,  has  shown 
favorable  results  in  Phase  3  trials,  he  notes.  "NPS  has  been 
talking  with  drugmakers  for  a  Preos  partnership,"  says  CEO 
Hunter  Jackson.  On  deal  rumors,  Jackson  says  he'll  listen  "to 
a  variety  of  proposals."  Merrill  Lynch's  Eric  Ende  agrees  NPS 
is  "cheap"  and  a  "prime  takeover  candidate."  Adam  Walsh  of 
investment  firm  Jefferies  says  evidence  is  mounting  that  Preos 
has  "distinct  advantages"  over  Eli  Lilly's  competing  Forteo  in 
safety  and  efficacy.  He  rates  NPS  a  buy. 

Morgan  Stanley 
Is  Going  for  a  bong 

SOME  PROS  SEE  Morgan  Stanley  (MWD)  as  the  way  to 
play  the  market— whether  things  are  on  the  way  up  or 
down.  That's  because  Morgan  weathered  the  2000-02 
downturn  "in  very  good  form,  with  return  on  equity  above  16% 
in  2002,"  notes  David  Katz,  investment  chief  at  Matrix  Asset 
Advisors,  which  owns  shares.  He  says  with  the  capital  markets' 
snapback,  Morgan's  profits  show  "meaningful  improvement" 
Yet  the  stock  is  still  at  a  big  discount  to  its  peers— trading 
below  historic  levels  based  on  price-earnings,  price-to-book, 
and  price-to-sales  ratios.  Now  at  56.50,  Morgan  is  50%  off  its 
peak  of  110  in  2000.  It  was  trading  then  at  three  times  book 
value.  Three  times  today's  $26  book  value  would  raise  the  stock 
to  78.  Katz  notes  that  the  stock  of  rival  Merrill  Lynch  rose  19% 
from  Mar.  31, 2000,  to  Mar.  31, 2004,  whik  Morgan  fell  26%, 


caused  in  part  by  concern  over  its 
airplane-leasing  business.  So  for 
Morgan,  Katz  argues,  there's  a  lot  of 
potential  upside.  Morgan's  businesses, 
including  investment  banking,  broker- 
age, and  asset  management,  have 
rebounded  well,  notes  John  Leo,  who 
co-manages  Northern  Trust  Growth 
Equity  Fund,  which  owns  shares.  He 
forecasts  Morgan  will  earn  $4.20  a 
share  in  2004  and  $4.65  in  2005,  up 
from  $3.47  in  2003. 


NOT  MUCH 
PROGRESS 


DOLLARS 


OCT.  6. '03  AF 

Data:  Bloomberg  Finance 


Whiffs  of  a  Sweet  Deal 
For  Winn-Dixie 

IS  WINN-DIXIE  STORES  (WIN)— the  Sunbelt/  s  favorite 
supermarket— on  the  block?  It  may  well  be,  say  some 
who  cite  its  fierce  competition  from  Wal-Mart  Stores 
Publix.  Winn,  now  at  755,  posted  a  larger-than-expected  1 
lately,  as  sales  continued  to  fall  and  margins  narrowed.  B 
several  directors  have  been  buying,  including  John  Dasbu 
who  bought  100,000  shares  on  Feb.  4  at  5.75  to  5.90  apiec 
plus  another  100,000  on  Feb.  9  at  6.39  to  6.40.  Rumors 
that  the  founding  Davis  family,  which 
owns  41%,  may  sell  out.  Winn  spokes- 
person Kathy  Lussier  declined  to 
comment.  Is  a  buyout  out  of  the 
question?  Mark  Husson  of  Merrill 
Lynch,  who  is  neutral  on  the  stock, 
thinks  not.  Here's  why:  Winn  still  has  a 
strong  following  in  its  core  markets,  it 
has  little  debt,  it  is  nonunion,  and  it  has 
no  big  benefit  and  pension  plans.  As  an 
alternative,  says  Husson,  the  Davises 
may  take  Winn  private  by  buying  the 
shares  it  doesn't  own.  He  puts  Winn's 
breakup  value  at  10.  A  New  York  hedge-fund  manager  sa; 
buying,  because  he  "smells  a  buyout."  And  the  stock  could 
even  before  a  deal,  he  adds,  if  the  shorts  have  to  buy  on  any 
upbeat  news  of  a  turnaround.  ■ 
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Gene  Marcial's  Inside  Wall  Street  is  posted  at  | 
businessweek.com/  today.htm  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays.  See  Gene  on  Fridays  at  1:20  p.m| 
EST  on  CNNfn's  The  Money  Gang. 
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Ve  hfir  <1  bGttGr  PSme  Die!!!.  Take  advantage  of  Phoenix's  better  results  philosophy— the 
.king  behind  the  intelligent,  easily  customized  wealth  strategies  available  to  advisors  today  for  affluent 
high-net-worth  clients.  Because,  in  addition  toj  >vative  products  and  services,  Phoen.x  offers  powerful 
s  to  use  them.  It's  all  | 
ir  clients  the  attention  they  demand. 
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Personal  Business  Figures  of  the  We 


STOCKS 


SAP  500 

APR.     OCT.     APR.  APR.  1-7 


1170 


1000, 


900 


800 


COMMENTARY 

Stocks  rose  on  the  back  of  a  good 
jobs  report  and  an  expanding 
services  sector.  The  markets  were 
headed  toward  five  days  of  gains, 
but  stumbled:  First,  Nokia  warned 
that  results  will  be  at  the  low  end 
of  the  range;  then  Alcoa  missed  its 
numbers.  Investors  sold  off,  but 
after  the  market  close  on  Apr.  7, 
Yahoo  announced  gangbuster 
earnings  along  with  a  split;  shares 
surged  in  after-hours  trading. 

Data:  Bloomberg  Financial  Markets,  Reuters 
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52-WEEK  TOTAL  RETURN 

WEEK  ENDED  APR.  6 

■  SAP  500  M  U.S.  DIVERSIFIED  m  AU  EQUITY 


S  9  18         27         36  45 

Data:  Standard  &  Poor's 


U.S.  MARKETS 

APR.  7 

WEEK 

%  CHANGE 

YEAR  TO     LAST  12 

DATE      MONTHS 

SAP  500 

1140.5 

1.3 

2.6 

29.6 

Dow  Jones  Industrials 

10.480.2 

1.2 

0.3 

26.3 

NASDAQ  Composite 

2050.2 

2.8 

2.3 
6.5 

47.6 

S&P  MidCap  400 

613.7 

1.7 

46.9 

S&P  SmallCap  600 

292.5 

2.0 

8.2 

54.2 

Wilshire  5000 
SECTORS 

11.185.2 

1.3 

3.6 

34.2 

BusinessWeek  50* 

638.1 

1.7 

2.6 

16.8 

BW  Info  Tech  100" 

353.2 

1.2 

0.8 

30.3 

S&P/BARRA  Growth 

563.2 

1.6 

L3 

23.0 

S&P/BARRA  Value 

573.0 

1.0 

3.8 

36.7 

S&P  Energy 

234.7 

0.1 

4.7 

28.7 

S&P  Financials 

3975 

0.5 

4.8 

34.5 

S&P  REIT 

119.9 

-6.6 

3.6 

30.3 

S&P  Transportation 

191.9 

0.7 

-A3 

17.7 

S&P  Utilities 

122.8 

-0.4 

3.8 

29.4 

GSTI  Internet 

1533 

5.2 

6.4 

73.1 

PSE  Technology 

734.3 

2.8 

5.3 

56.1 

GLOBAL  MARKETS 

APR.7 

WEEK 

YEAR1( 
DATE 

S&P  Euro  Plus  (U.S.  Dollar) 

1197.8 

1.8 

London  (FT-SE 100) 

4468.7 

1.9 

Paris  (CAC  40) 

3734.6 

3.0 

Frankfurt  (DAX) 

4001.2 

3.7 

Tokyo  (NIKKEI  225) 

12.019.6 

2.6 

Hong  Kong  (Hang  Seng) 

12320.1 

1.9 

Toronto  (S&P/TSX  Composite)  8807.6 

2.6 

Mexico  City  (IPC) 

10,746.6 

2.2 

FUNDAMENTALS  apr.6  weekago 
S&P  500  Dividend  Yield                     1.56%      1.58* 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  223  22.5 
S&P  500  P/E  Ratio  (Next  12  mos.)*       16.7  17.9 

First  Call  Earnings  Surprise*  13.89%  5.02% 


♦Mar.  19. 1999=1000     "Feb.  7. 2000=1000 


TECHNICAL  INDICATORS 

S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 


APR.6  WEEKAGO 

106L6  10582 
83.0%      81.0% 
0.70         0.68 


I nsiders:  Vickers  NYSE  Sell/buy  ratio    5.76 


6.79 


BEST-PERFORMING 
GROUPS 


LAST 
MONTH* 


LAST  12 

MONTHS \ 


Employment  Services 

16.4 

Divsfd.  Metals  &  Mining 

129.0 

Home  Entertainment 

11.6 

Fertilizers  &  Ag.  Chems. 

127.3 

Internet  Software 

8.9 

Steel 

111.5 

Constr.  &  Farm  Machinery 

8.7 

Wireless  Services 

104.5 

Managed  Health  Care 

7.0 

Internet  Software 

101.5 

EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN                            %      52-WEEK  TOTAL  RETURN 
LEADERS                                                    LEADERS 

% 

Japan 

13.0 

Diversified  Emerg.  Mkts. 

77.3 

Diversified  Pacific/Asia 

6.2 

Precious  Metals 

76.3 

Technology 

3.5 

Japan 

75.5 

Mid-cap  Growth 

LAGGARDS 

2.9 

Latin  America 

LAGGARDS 

73.5 

Real  Estate 

-4.5 

Domestic  Hybrid 

22.8 

Europe 

-2.2 

Miscellaneous 

30.5 

Financial 

-1.0 

Large-cap  Growth 

30.8 

Natural  Resources 

-0.6 

Large-cap  Blend 

31.1 

EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN 
LEADERS 

American  Heritage  30.0 

Fidelity  Japan  Small  Co.  20.9 

Fidelity  Advisor  Japan  B  18.1 

The  Japan  S  16.3 

LAGGARDS 

ProFds.  Rl.  Est.  Usr.  Inv.  -9.5 

ProFunds  UltSh.  OTC  Inv.  -8.5 

Rydex  Dynam.  Vent.  100  -8.4 

Spirit  of  Amrca.  R.  Est.  A  -7.2 


%      52-WEEK  TOTAL  RETURN 
LEADERS 

Apex  Mid  Cap  Growth 

ProFds.  UK.  Sm.  Cap  Inv. 

Reynolds 

Pacific  Advs.  Sm.  Cap  A 

LAGGARDS 

ProFunds  UltSh.  OTC  Inv. 
Rydex  Dynam.  Vent.  100 
ProFunds  UltraBear  Inv. 
Rydex  Dyn.  Tempest  500 


WORST-PERFORMING 
GROUPS 

Homebuilding 
Oil  &  Gas  Drilling 
Divsfd.  Metals  &  Mining 
Photographic  Products 
Food  Chains 


LAST 
MONTH  % 

-10.1  Photographic  Produ 

-9.0  Airlines 

-8.6  Pharmaceuticals 

-8.3  Distributors 

-7.6  Broadcasting 


INTEREST  RATES 


KEY  RATES  apr  7  weekago 

Money  Market  Funds  057%  0.58% 

90-Day  Treasury  Bills  0.93  0.95       l 

2-Year  Treasury  Notes  L84  1.58      I 

10-Year  Treasury  Notes  4J6  3.84       1 

30-Year  Treasury  Bonds  5.01  4.78 

30-Year  Fixed  Mortgage  f  5J3  5.49 

tBanxi 

%         BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
1437       tax-exempt  municipal  bonds,  assuming 
W2-1       a  30%  federal  tax  rate. 
139.2 

13,  2  10-YR.  BOND  :  3 

General  Obligations  3.69%  4 

-57.1       Taxable  Equivalent 527 6, 

569       insured  Revenue  Bonds                       3.86  1 

-45.7        

_457        Taxable  Equivalent  5.51  7J 


THE  WEEK  AHEAD 


RETAIL  SALES  Tuesday,  Apr.  13, 
8:30  a.m.  EDT  »  March  retail 
sales  are  forecast  to  have  risen 
0.5%,  after  a  0.7%  jump  in 
February.  That's  according  to  the 
•median  forecast  of  economists 
surveyed  by  Action  Economics. 
Excluding  vehicles,  sales  probably 
grew  0.4%,  after  holding  steady  in 
the  prior  month. 
BUSINESS  INVENTORIES 
Tuesday,  Apr.  13,  8:30  a.m. 
EDT  »  February  inventories  most 


likely  grew  0.2%,  following  a  0.1% 
increase  in  January. 
CONSUMER  PRICE  INDEX 

Wednesday,  Apr.  14,  8:30 
a.m.  EDT  »  March  consumer 
prices  for  goods  and  services  most 
likely  rose  by  0.3%  for  a  second 
consecutive  month.  Excluding  the 
more  volatile  food  and  energy 
components,  prices  probably  rose 
0.2%  for  a  second  straight  period. 
INTERNATIONAL  TRADE 
Wednesday,  Apr.  14,  8:30 


a.m.  EDT  »  The  February  foreign 
trade  deficit  is  forecast  to  have 
narrowed  to  $42.8  billion.  In 
January,  the  deficit  widened  to 
$43.1  billion. 

INDUSTRIAL  PRODUCTION 
Friday,  Apr.  16,  9:15  a.m. 
EDT  »  March  industrial  output 
most  likely  increased  0.3%, 
following  a  0.7%  surge  during 
February.  The  average  operating 
rate  probably  increased  to  76.7%, 
from  76.6%. 


The  BusinessWeek  production  i 
moved  up  to  215.2  for  the 
ended  Mar.  2,  rising  10.7% 
year  ago.  Before  calculation 
four-week  moving  average,  the  I 
hit  216.8. 


BusinessWeek  on  I 


For  the  BW50,  more  investm 
data,  and  the  components 
of  the  production  index  visit 
www.businessweek.e0m/TnagazineA9fl 


ten 
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When  forest  products 
are  your  business, 


planting  1.7  million  trees  every  day  is 
a  smart  investment. 

The  Sustainable  Forestry  Initiative®  program  is  dedicated  to  the  future  of  the 

nation's  forests,  as  well  as  the  challenge  of  preserving  rare  and  endangered 

forests  around  the  world.  Respect  for  nature  and  sound  business  practices  are 

integrated  to  the  benefit  of  the  environment,  landowners,  shareholders,  customers 

and  the  people  they  serve.  And  that  allows  us  to  meet  the  demand  for  wood  and 

paper  products,  while  helping  to  ensure  our  forests  will  be  around  forever. 


SUSTAINABLE  FORESTRY  INITIATIVE( 
Growing  tomorrow's  forests  today.® 

www.aboutsfi.org 


Index 


The  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with 
a  significant  reference  to  a  company.  Most  subsidiaries 
are  indexed  under  their  own  names.  Companies  listed  only 
in  tables  are  not  included. 


Action  Economics  136 
Adobe  Systems  (ADBE) 
26 

AIG  (AIG)  106 
Alcoa  (AA)  46 
Alliance  Capital  100 
American  Express  (AXP) 
106 

American  Funds  100 
America  Online  (TWX) 
38 

Amgen(AMGN)24,134 
Anadarko(APC)14 
Analytic  Defensive  Equity 
Fund  (ANDEX)  124 
Analytic  Global  Long- 
Short  Fund  (ANGLX) 
124 

Analytic  Investors  124 
Apple  Computer  (AAPL) 
26.88,106 
Aptix43 

AstraZeneca(ASN)134 
Aviva  50 


B 

Bain  106 

Banana  Republic  (GPS) 
42 

Bank  of  America  (BAC) 
13,26 

Bear  Stearns  (BSC)  106 
BEA  Systems  (BEAS)  39 
Berkshire  Hathaway 
(BRK)106 
Best  Fares  USA  40 
Bharat  Electronics  53 
BMW  14 
Boeing  (BA)  46 
Boise  Cascade  (BCC)  88 
Bridgestone(BRDCY) 
132 

BrightHouse78 
British  Airways  (BAB)  50 
BT  Group  (BTY)  50 


Cap  Gemini  Ernst  & 
Young  50 

Capital  One  Financial 
(C0F)50 

Capital  Research  & 
Management  61 
Carlson  Wagonlit  Travel 
40 

Cendant  (CD)  106, 129 
Cheap  Tickets  (CD)  40 
Chicago  Cubs  44 
China  Standard  Software 
88 

Chrysler  (OCX)  52 
Citigroup  (C)  50, 106 
Clear  Channel  (CCU)13 
CNBC  (GE)  124 
Coca-Cola  (KO)  106 
Colgate-Palmolive  (CL) 
106 

Comcast  (CMCSK)  61 
Commercial  Alert  78 
comScore  Media  Metrix 
38 

Cooper  Tire  &  Rubber 
(CTB)132 
Coors  Brewing  (RKY)  49 

D 

Daewoo  16 

DaimlerChrysler(DCX) 
26,52 

Dallas  Stars  44 
Dashboard  Technology 
84 

Deka  Investment  52 
Delaware  Investments 

100 

Dell  (DELL)  39, 87, 88 
DeloitteTouche50 
Deutsche  Bank  (DB)  50, 

52 

Dollar  Thrifty  (DTG)  40 
Dreman  Value 

Management  42 
DWS  Investments  52 


Electronic  Corp.  of  India 
53 

Eli  Lilly  (LLY)  134 
Enron  46 
Epson  87 


Fidelity  Investments  100, 
122 

Fiduciary  Solutions  100 
FooteCone&Beldingl8 
Ford  (F)  87 

G 

Gap  (GPS)  42 
Gartner  87, 88 
Gazebo  Garden  38 
General  Dynamics  (GD) 

132 
General  Electric  (GE)  46, 

78,88,106 

General  Motors  (GM)  55 
GlaxoSmithKline(GSK) 

134 

Goldman  Sachs  (GS)  39 
Good  Technology  55 
Goodyear  Tire  &  Rubber 

(GO  132 

Google  38, 83 
Green  Bay  Packers  44 


H 

Hewlett-Packard  (HPQ) 
39,87 

H.J.  Heinz  (HNZ)  49 
Hummer  Winblad  84 
Hyatt  40 


JDS  Uniphase  (JDSU) 

106 

Jefferies(JEF)134 
J.R  Morgan  Chase  (JPM) 

61,122 


Kmart  (KMRT)  132 

L 

Lazard42 

Lehman  Brothers  (LEH) 
134 

Lexmark  (LXK)  87 
LG  Electronics  16 
Upper  100 
Loews  Hotels  129 
Los  Angeles  Clippers  44 
Lufthansa  50 

M 

Macromedia  (MACR)  26 
Marsh  &  McLennan 
(MMC)IOO 
Matrix  Asset  Advisors 
134 

McGraw-Hill  (MHP)  122 
McKinsey  39 
Mentor  Graphics  (MENT) 
43 

Merrill  Lynch  (MER)  22, 
55,6188,134 
MetaGroup(METG)38 
Metiife(MET)13 
MFS  Investment  100 
Michelinl32 
Microsoft  (MSF)  26, 38, 
39,55.88.96 
Mitsubishi  Motors  52 
Morgan  Stanley  (MWD) 
106,122.134 
Momingstarl00,122 
Motorola  (MOT)  88 
MTB  Group  of  Funds  122 


Nomura  Securities  46 
Northern  Growth  Equity 

Fund  (NOGEX)  134 
Norwich  Union  50 
Novartis(NVS)24 
NPS  Pharmaceuticals 

(NPSP)134 
NTP55 


Canon  (CAJ)  87 


EchoStar  (DISH)  61 
Eddie  Bauer  46 


IBM  (IBM)  39, 88, 96, 
106 

IDC  88 

Imaginestics83 
Institutional  Shareholder 

Services  106 
Intel  (INTC)  88 
InterActiveCorp  (IACI)  14 
Intercontinental  Hotels 

(IHG)40 
Invescc  122 


N 

NBC(GE)60 

NEC  Solutions  (NIPNY) 

83 
Network  Appliance 

(NTAP)106 
News  Corp.  (NWS)  46, 

61 

New  York  Jets  44 
New  York  Yankees  128 
Nokia  (NOK)  46, 88,% 


Oakland  Athletics  128 
Old  Navy  (GPS)  42 
Oracle  (ORCL)  96, 106 
0rbitz(0RBZ)14,40 
Orlando  Magic  44 


PalmSource(PSRC)55, 

88 

PetsMart(PETM)129 
Phoenix  Suns  44 
Piper  Jaffray  38 
Pratt  &  Whitney  (UTX)  46 
Progressive  (PGR)  18 
Publixl34 
Putnam  Investments 

100 


Qualcomm(QC0M)106 
Quantum  (DSS)  88 
Quest  Diagnostics  (DGX) 

127 
QuickTum  Design 

Systems  (CDN)  43 


Research  In  Motion 

(RIMM)55 
Reuters  (RTRSY)  50 
Rolls-Royce  (RYCEY)  46 
Royal  Caribbean  (RCL) 

40 
Royal  DutcrvShell  (RD) 

52 
Royal  Philips  Electronics 

(PHG)50.78 


Seattle  Marin 
Siemens  (SI)] 
Societe  Genfr 

(SCGLY)50 
SoftComTechri 
Sony(SNE)88,! 
Spencer  Stuart  1 
Spiegel  (SPGLAjl 
Standard  &  F 

106,122 
State  Street  Re 

100 

Strong  100 
Sun  Microsyste 

(SUNW)39,55.I 


Tata  Consultanc 

Services  50 
Technology  Par 
Ticketmaster(l/ 
Time  Warner  ( 
Toyota  (TM)  28 
Travelocity  (TSG) 
Tribune  (TRB)< 
TRowe  Price  ( 

122 
Tyco  Intematic 

60 


Safeway  (SWY)  22 
Salus  Biotech  16 
Samsung  16 
SanfordC.  Bernstein  88 
SAP (SAP) 88 
ScanSoft(SSFT)26 
SCO  Group  (SCOX)  26 
Seagate  Technology 
(STX)46 


U 

UBS  (UBS)  31,' 

United  Technolc 

(UTX)  46, 106 

V 

Valtech50 
Vanguard  Groupl 
122 
Viacom  (VIA)  61 


W 

Wal-Mart  Stores 
46,61134 

Walt  Disney  (DIS)^ 
Watson  Wyatt( 
Wells  Fargo  (WFC)I 
Winn-Dixie  Storesj 
134 
Wipro  Technolc 


Yahoo!  (YHOO)  38 
Young  &Rubicam 

Z 
Zucal29 
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■WE  &  INVESTMENT  BANKING 


ASSET  MANAGEMENT 


PRIVATE  WEALTH  MANAGEMENT 


A  Passion  to  Perform. 


4 


)king  deeper. 

k's  to  the  pin-sharp  focus.  To  seeing 
t  others  miss. 

neutsche  Bank  we  share  your  passion 
analytical  precision,  for  the  hidden 
mtial,  for  cutting  to  the  chase. 

what  makes  us  one  of  the  world's 

ing  financial  institutions.  And  it's  why 

imost  demanding  clients  in  the  US, 

i  around  the  world,  trust  us  to  perform. 

iter,    smarter    thinking.    Delivering 
•  llectual     leadership,     far-reaching 
ghts,  cutting-edge  solutions. 

I  you  ready? 


nk  of  the  Year' 
I  Awards  2003 


* 


Deutsche  Bank 


Bank  Securities  Inc..  a  subsidiary  of 


banking  and  securities  activities  in  the  United  States. 


Editorials 


Why  Harvard  and 
Wharton  Are  Wrong 


BUSINESSWEEK  PIONEERED  B-school 
rankings.  In  1988,  we  launched  the  first 
MBA  rankings  that  actually  asked  the 
consumers  of  a  B-school  education- 
students  and  corporate  recruiters— to 
evaluate  their  schools.  The  startling  results 
produced  major  changes  in  the  curriculum  and 
teaching  practices  of  many  business  schools.  Now, 

after  16  years,  Harvard  Business  School  and  the  Wharton 
School  have  joined  together  to  try  to  discourage  BusinessWeek 
from  doing  its  biennial  surveys.  Citing  spurious  privacy 
concerns  and  cost,  their  deans  say  they  will  no  longer  provide 
the  e-mail  addresses  of  students  and  alumni  for  the 
magazine's  2004  MBA  ranking  to  be  published  this  fall.  This 
is  a  bad  decision  that  should  be  reversed. 

At  a  time  when  the  public  demands  accountability  from  its 
business  leaders  and  institutions,  Harvard's  and  Wharton's 
attempts  to  curb  the  most  comprehensive,  independent 
source  of  student  opinion  about  the  quality  of  their  education 
is  shameful.  Harvard  Dean  Kim  B.  Clark  and  Wharton  Dean 
Patrick  T.  Harker  are  trying  to  deny  people  around  the  world 
who  seek  a  B-school  education  the  independent  information 
they  need  to  make  intelligent  decisions. 

In  the  years  since  it  was  launched,  the  BusinessWeek 
rankings  have  attracted  imitators  but  none  uses  our 
methodology.  We  offer  the  only  ranking  in  which  students 
analyze  the  quality  of  their  school's  professors  and  teaching, 
education  and  curriculum,  career  guidance,  and  help  in 
getting  employment  upon  graduation.  The  methodology  is 


Memo  to  the  Fed: 
Prices  Are  Up 


THE  FEDERAL  RESERVE  says  there  is  no 
real  inflation.  The  consumer  price  index 
isn't  going  up  much.  Yet  Americans 
increasingly  talk  about  paying  higher 
prices  for  many  of  the  goods  and  services 
they  use  in  their  daily  lives.  What's  going  on? 

Forget  gasoline  prices  for  the  moment.  Disneyland 
admission  prices  are  up  by  6%.  Many  New  York 
City  theaters  are  charging  $10.25  to  see  a  movie,  up  a 
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B-school 
students 
can  say  a 
lot  about 
own 
education 


transparent  and  deans  throughout  the  country  continui 
consult  with  the  magazine  on  making  it  better.  We  take 
privacy  very  seriously;  private  passwords  and  other 
precautions  meet  the  nation's  toughest  privacy  stan 

The  real  proof  of  the  value  of  the  rankings  is  the  immt 
popularity  they  have  among  potential  consumers  of  B 

education.  The  BusinessWe 
Online  site,  which  is  largely 
has  a  wealth  of  tools  for 
comparing  B-schools,  as  well 
forums  for  prospective  studi 
current  MBAs,  and  alumni  to 
together.  It  is  a  virtual  commi 
that  draws  tens  of  thousands 
■fVlPIT  n\X7TI  visitors  monthly. 

Harvard  and  Wharton  are 
proposing  to  create  an  alterni 
database  that  business  school 
themselves  would  develop  as 
serving  marketing  materials 
replace  free  and  open  surveys.  This  cartel-like  arrange 
would  not  have  any  rankings.  Student  and  alumni  opi 
would  not  be  made  available.  Imagine  the  schools'  line 
reasoning  applied  to  the  corporate  world.  It  would 
essentially  preclude  independent  analysts,  the  media, 
investors  from  assessing  the  performance  of  corporatioi 
This  is  not  a  lesson  that  Harvard  and  Wharton  should 
to  teach. 

In  2002,  the  last  BusinessWeek  survey,  Harvard  Busim 
School  ranked  No.  3  overall  and  No.  14  in  student  satisfi 
Wharton  ranked  No.  5  and  No.  12  in  student  satisfaction. 
Harvard  B-school  has  never  ranked  No.l,  largely  because 
own  students  give  it  uneven  grades.  Wharton  students,  ti 
have  voiced  misgivings  about  aspects  of  their  program. 

BusinessWeek  intends  to  go  forward  with  its  MBA  survt 
and  our  results  will  be  as  comprehensive  as  ever.  Nearly 
the  100-plus  B-schools  we  survey  are  fully  cooperating.  If 
there  is  one  lesson  to  be  learned  in  school,  it  is  that  the 
flow  of  information  is  a  social,  political,  and  economic  gi 


quarter.  Prices  for  chocolate  are  up.  Milk  is  higher  and  i 
cream  prices  are  set  to  rise.  Memory  chip  (DRAM)  prices 
have  risen  45%  over  the  past  three  months.  Soybeans,  ca 
and  any  grain  exported  abroad  are  up  sharply  in  price.  S 
prices  are  up  75%  over  the  past  year.  Georgia-Pacific  Co 
about  to  raise  prices  on  its  paper  towels,  tissues,  and 
napkins  by  6%  to  9%.  Cable-TV  prices  are  up  another  5% 
8%.  Medical  costs  are  rising.  Construction  costs  for  ho 
are  up.  Import  prices  are  moving  higher.  It  is  clear  that 
companies  are  finally  passing  along  higher  prices. 

The  Fed  believes  there  is  plenty  of  slack  in  the  labor  m 
to  prevent  inflation  from  taking  off  anytime  soon.  Maybe  so. 
Perhaps  the  308,000  jump  in  payroll  jobs  for  March  is  an 
anomaly.  Yet  monetary  policy  takes  a  year  to  work  on  the 
economy.  At  the  very  least,  it  is  time  for  the  Fed  to  end  the 
official  fiction  that  the  greater  risk  to  the  economy  is  still 
deflation,  rather  than  inflation.  The  Fed  should  signal  that  it 
realizes  inflationary  expectations  are  on  the  rise  —and  that 
it  intends  to  do  something  about  them  if  necessary. 


I 


39   W»c^rv 

April  26 


irawHill  Companies 


W  TO  SPUR 

imnWATION  (P.88) 


www.businessweek.com 


• 


• 


tn's  Pedro  Martinez 


ttBXBBGOD    ***CR    LOT 
HLBRLP000097    1H302 


.I...I..I 


h  ii  i  ii  II I  It  ii 


BURLINGM1E  PUBLIC 

480  PRIMROSE  RO 

BURLIHGAME      CO   94010-4010 


BURLINGAME 

APR  1  6  2004 

LIBRARY 


"The  biggest  advance  in  computing 
in  recent  years."     ^^^0^ 


"One  thing  that's  for  sure  is  that  the  G5  is  the 
biggest  advance  in  computing  in  recent  years, 
and  not  just  because  it  is  the  first  personal 
computer  to  use  a  64-bit  desktop  processor." 

Peter  Lewis,  Fortune,  10/27/03 


"To  say  that  the  latest  and  greatest  G5  screams  does  a 
disservice  to  the  word.  I  can  say  flatly  that  if  you  have 
been  waiting  for  the  G5  to  update  your  aging  Power 
Macs,  you  need  wait  no  longer.  It  will  chew  through 
any  processor-intensive  task  you  throw  its  way." 

Ken  Mingis,  Computerworld 


"After  two  weeks  with  a  dual  processor  2GHz  Power 
Mac  G5,  it's  the  fastest  Mac  I've  ever  used  in  my  entire 
life,  and  not  by  a  small  margin,  either.  I'd  call  it  wicked 
fast,  but  that  wouldn't  even  come  close  to  doing  it 
justice.  It  was  astonishing." 

Bob  Levitus,  in  the  Houston  Chronicle 


"The  Power  Mac  G5  shatters  the  long- 
standing limits  of  expectation  imposed 
by  Intel  and  Microsoft." 

Tom  Yager  Info  World 


With  the  Power  Mac  G5,  the  increase  in  speed  is  three-fold 
-,.,or  *■/->£>  niM  ,-nnrhinp  Fsnprinllv  in  mv  line  of  work,  this 


go  home  before  midnight." 

—  Thomas  Tannenberger  Look  Effects 


"/  wasn't  prepared  for  the  truly  overwhelming  performance  of 
my  new  dual  2  GHz  G5.  The  combo  of  this  amazing  hardware 
and  OS  10.3  [Panther]  adds  up  to  a  work  platform  that  is  not 
nnlv  astoundina  in  its  power  but  also  in  the  joy  that  it  brings 


fe  that  it  offers  those 


to  the  user- just  for  the  quality  ot  worn  lire  tnat  u  oners  wo** 
of  us  who  spend  hours  and  hours  in  front  of  our  machines: 

—  PatMetheny.  Musician 


"It  is  a  leap  of  not  only  faith,  but  over  tall  buildings  in  a  single 
bound.  The  G5  is  so  revolutionary,  it  almost  cannot  be  thought 
of  as  simply  a  better  Macintosh,  or  as  a  trump  card  over  the 
hand  dealt  to  us  by  the  Wintel  world.  This  changes  everything; 


—  George  Tomlin,  Digital  Output 


"Having  Apple  Computer's  new  Power  Mac  G5  around 


the  office  is  like  having  a  superhero  assistant,  it  you  ve 
got  lots  of  graphics  or  video  heavy-lifting  to  do  all  at 
once,  it's  amazing.' 

—  Jon  Font,  San  Jose  Mercury  News 
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*9nO 
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Working  with  our  partners  around  the  world,  we're  developing  new  ways  to  bring  you  more  natural  gas. 
Enough  to  power  over  6  million  more  homes  every  day.  Because,  while  demand  for  this  cleaner  energy  is 
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UE  AIRWAYS  has  a  secret 
i  in  the  airline  competition:  a  virtual 
tions  center. 

virtually  no  overhead  costs,  no 
)y  employees,  no  limits  to  growth, 
se  JetBlue's  600  agents  all  work 


from  home.  In  the  state  of  Avaya,  our 
contact  center  solution  lets  every  agent 
field  customer  inquiries  and  book 
reservations  in  real  time,  in  their  socks  if 
they  choose,  with  a  PC-based  soft  phone. 
Avaya  helped  JetBlue  get  off  the  ground 


with  $4  million  in  revenue  from  10,000 
reservations  its  first  week  alone.  See  how 
your  customer  relationships  can  take  off 
with  the  worldwide  leader  in  multimedia 
contact  centers  at  avaya.com/cc.  Or  call 
866-GO  AVAYA  today. 
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growth  [is]." 

-Mike  Maker,  a  Dell 

spokesman,  on  the  company's 

recent  disclosure  that 

it  now  has  more  employees 

overseas  than  in  the  U.S. 
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rumors  swirl  that  Koogle,  52, 
could  become  the  permanent 
boss,  he  declines  to  discuss 
the  possibility. 

Friendster,  hatched  in 
2002,  is  a  free  service  that 
maps  out  networks  of 
acquaintances,  letting  people 
seek  out  dates  or  friends.  It 
dwarfs  social  networking 
competitors  Linkedln  and 
Google's  Orkut.  While  the 
company  puts  some  ads  on 
its  site,  it  still  lacks  a  firm 
business  plan. 
That's  right 
up  Koogle's 
alley.  He  joined 
Yahoo  before  it 
had  a  business 
plan  in  1995 
and  built  it  to 
$1  billion  in 
sales  by  2000. 
Koogle  is 
betting  he'll 
match  that 
success,  either 
from  his  perch 
on  Friendster's 
board  or  as 
CEO.  -Ben  Elgin 


[SHOW  In  New  York,  a  movie  ticket  can 
bt  $10— or  more.  Here's  how  prices 
ionwide  have  outpaced  inflation: 
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IPO  WATCH 


'99 
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Data:  Labor  Dept..  National  Association  of  Theater 
Owners.  BusinessWeek 


The  Prince 
And  the  Public 


SAUDI  PRINCE  ALWALEED  BIN  TALAL  has  been  called  the  Warren 
Buffett  of  Arabia,  for  his  knack  for  buying  assets  on  the  cheap. 
His  1991  bet  on  a  teetering  Citibank  paid  off  royally.  But  will  his 
$21  billion  Kingdom  Holding,  based  in  Riyadh,  become  the  pub- 
licly traded  Berkshire  Hathaway  of  the  Middle  East?  "It's  on  the 
table,"  says  the  prince,  who  is  far  better  known  than  Kingdom 
Holding.  "People  have  to  be  aware  that,  although  Prince 
Alwaleed  is  behind  this,  there's  an  institution,  too,5*  he  says. 

While  the  47-year-old  Alwaleed  says  an  initial  public 
offering  is  at  least  three  years  off,  he's  launching  a  bold  brand- 
building  campaign  in  mid-April.  Ads  in  the  U.S.  press  trumpet 
Kingdom's  investments— including  Citigroup,  News  Corp.,  and 
the  Four  Seasons  Hotels  as  well  as  industrial,  real  estate,  and 
financial  holdings  around  the  Middle  East. 

Why  wait  so  long  for  the  IPO?  Politics  may  be  involved. 
Saudi  observers  say  that  Alwaleed,  who  represents  a 
modernizing  and  largely  pro-American  line,  is  weighing  a 
move  into  politics  as  the  Al-Saud  dynasty  faces  a  generational 
transition.  Here  the  prince  would  step  onto  a  far  more  slippery 
stage  than  his  role  model  in  Omaha.  -John  Rossant 
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WORKIN'  IT 

AGE  BEFORE 
BEAUTY. 
NO,  REALLY 

TOSS  OUT  THE  HAIR  DYE,  cancel 
the  face-lift.  In  America's  job 
market,  the  wizened  look  is 
white-hot.  Since  February, 
when  the  AARP  Foundation 
inked  a  hiring  partnership 
with  Home  Depot,  some  30 
other  companies  have  called 
up  the  senior-citizen 


powerhouse  looking  for  a  line 
to  the  same  pool  of  workers. 
"The  response  has  been 
huge,"  says  Jim  Seith,  head  of 
the  foundation's  employment 
program.  And  now,  the  35 
million-member  AARP  is 
drawing  up  plans  to  form  its 
own  hiring  partnerships. 
Prospects  include  Busch 
Entertainment,  Barnes  &  Noble, 
and  H&R  Block. 

The  flip  side?  The  elderly 
are  beating  out  unskilled 
youths  for  many  of  the  lower- 
wage  service  jobs.  Last  year, 
the  55-and-over 
workforce  topped  21 
million.  That's  up  23% 
since  1999,  when  the 
economy  was  at  full 
tilt.  If  millions  in  the 
massive  baby  boom 
generation  postpone 
retirement,  as  many 
expect,  the  young 
could  be  competing 
against  their 
grandparents  for  years 
to  come. 

-Michael  Eidam 
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CAMPAIGN  2004 

PLAIN  TALK  Want  to  know  who's  going  to  be 
next  President?  Just  figure  out  which  candid; 
can  boil  down  a  complex  issue  and  build  a 
coherent  argument.  According  to  Requisite 
Organization  International  Institute,  a 
management  consulting  firm  in  Gloucester, 
Mass.,  nine  Presidential  races  studied  were 
by  the  candidate  who  scored  higher  on  its 
communications  formula.  The  institute,  who* 
clients  include  Northern  Telecom  and  MCI, 
studies  transcripts  of  debates  to  rate  the 
politicians.  It  has  Senator  John  Kerry  edging  m 
President  Bush,  7  to  6.5  on  a  nine-point  scale! 
The  only  year  it  failed  to  call  a  winner  was  in 
2000:  Bush  and  Al  Gore  tied.        -Stan  Crol 


MAD  AVE. 

CALL  IT 
POULTRY  IN 
MOTION 

SLUMPING  BURGER  KING  needs 
a  winning  pitchman  for  its 
new  TenderCrisp  Chicken 
Sandwich,  so  it  is  turning  to  a 
kowtowing,  chicken-suited 
actor  for  help.  Burger  King's 

t  Web  site— 
Sul       ientChicken.com— 
invite:     etizens  to  type  in 
comma:  i      'or  the  chicken- 
man.  Tell  it  to  do  jumping 
jacks,  for  instance,  and  a 
.computer  sek    -  the  right 
video  clip,  showing  the 
chicken  "obeying"  the  order. 
Silly?  And  how!  But  some 
350,000  people  have  gener- 
ated 15  million  clicks  on  the 
site  in  its  first  week.  Look  for 
goofy  encores.      -Brian  Grow 
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AN  EXECUTOR 
FOR  CLASS 
ACTIONS? 

To  serial  entrepreneur 
Howard  Yellen,  it  looked  like  a 
quick  trip  to  the  bank.  In 
October,  the  43-year-old 
founder  of  Professional 
Consulting  Group  and  four 
other  companies  launched  a 
short-term  startup  called 
Settlement  Recovery  Center. 
The  idea  was  to  help 
consumers  get  their  piece  of 
a  $1.1  billion  antitrust 
settlement  between  Microsoft 
and  the  state  of  California. 
Yellen  figured  the  company 
would  disband  soon  after  the 
Apr.  30  filing  deadline. 

Not  so  fast.  Yellen  now 
says  the  San  Francisco 
business  has  taken  off  and 
employs  55  people.  In  March, 
he  filed  to  extend  the 
Microsoft  deadline 
indefinitely.  And  he  thinks 
Settlement  Recovery  Center 
could  keep  going  for  years,  far 
beyond  the  Microsoft  case.  "I 
don't  have  a  clock  with  this 
company."  he  says.  The  plan: 
Offer  services  related  to  all 
class-action  settlements.  He 
notes  that  he  got  married  two 
years  ago  after  a  22-year 
courtship.  So  the  man  just 
may  be  growing  roots. 

-Jim  Kersietter 
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MANAGEMENT 

DONTHIRE 
HIM-HE'SA 
HARVARD  MBA 

MBA  PROGRAMS  provide  the 
best  preparation  for  exec- 
utives, right?  Wrong,  says 
Henry  Mintzberg,  a  prof  at 
McGill  University  in  Montreal. 
His  forth- coming  book, 
Managers  Not  MBAs,  spares 
no  top  B-school  but  especially 
tweaks  Harvard.  Mintzberg's 
gripe?  He  says  MBAs  "are 
learning  management  utterly 
out  of  context."  To  his  mind, 
B-schools  isolate  skills  such 
as  marketing  and  finance  and 
fail  to  weave  them  together  as 
a  manager  must  do  on  the 
job.  And  he  argues  that  case 
studies,  popularized  by 
Harvard,  are  lost  on  young 
MBA  students,  who  must 
make  judgments  about 
unfamiliar  companies  with 
limited  experience. 

Harvard  insists  the  case 
method  prepares  students  to 
make  fast  decisions.  Says  ex- 
Medtronic  CEO  William 
George,  now  an  HBS 


professor:  "If  you 
don't  respond  quickly, 
the  company  could  be  in 
jeopardy." 

Mintzberg  argues  his  case 
by  dissecting  a  chart  from  a 
popular  1990  book  by  David 
Ewing,  Inside  the  Harvard 
Business  School.  It  touts  19 
Harvard  MBAs  who  "made  it 
to  the  top."  History,  notes 
Mintzberg,  renders  a 
grimmer  verdict.  Of  the  19, 
just  4  are  still  unequivocal 
successes— including  Louis 
Gerstner  Jr.,  who  helped 
revive  IBM.  But  "10  of  the  19 
seem  clearly  to  have  failed," 
Mintzberg  says.  He  points  to 
William  Agee  at  Morrison 
Knudsen,  Marshall  Cogan  at 
Knoll  International  Holdings, 


COUCH  POTATOES 

PUMPING  THUMBS  TV  execs  fret  that  video- 
gamers  don't  see  their  ads.  Three  of  four  U.S. 
males  ages  8  to  34  have  a  video  console,  and 
among  them,  games  barely  trail  TV. 

FAVORITE  ACTIVITIES  OF  YOUNG  MALES... 


and  Frank  Lorenzo  at 
Eastern  and  Continental 
Airlines,  all  of  whom  led 
companies  to  bankruptc 
it  unfair  to  pluck  these  19  j 
proxy  for  all  HBS  alums? 
Mintzberg  writes:  "If  anj 
bottom  line  gets  closest  tc 
ultimate  performance  oft 
MBA,  this  is  it!" 

At  McGill,  Mintzberg, 
64,  created  a  managemer 
program  for  older,  part-t 
students  and  has  helped  i 
it  since  1996.  That's  hare 
enough  time  for  his  all 
to  build  up  their  own  re 
in  the  corner  office. 
Harvard  grads  will  surely! 
take  notice  if  or  when  < 
Mintzberg's  grads  falls 
-Brian 


THE  STAT 


The  percentage  of 
hedge-fund 
managers  who 
expect  revelations 
"failures  and 
scandals"  to  hit  thei 
industry  this  year. 
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The  Great  Innovators 


i 


CELEBRATING 


As  part  of  its  anniversary  celebration,  BusinessWeek 
is  presenting  a  series  of  weekly  profiles  of  the 
greatest  innovators  of  the  past  75  years.  Some  made 
their  mark  in  science  or  technology;  others  in 
management,  finance,  marketing,  or  government. 
In  late  September,  2004,  BusinessWeek  will  publish 
a  special  commemorative  issue  on  Innovation. 


The  General' 
Of  Mass  Media 


IN  1921,  AFTER  JUST  TWO  YEARS  on  the 

job  with  recently  formed  Radio  Corp.  of 
America,  a  hard-driving,  30-year-old 
executive  named  David  Sarnoffcame  up 
with  an  idea  to  sell  more  radios.  Why  not 
look  beyond  local  markets  and  send  out 
news,  entertainment,  and  sports— what 
today's  media  moguls  would  call 

"content"— to  a  national  audience?  That  July, 
RCA  broadcast  a  prize  fight  between  Jack 
Dempsey  and  Georges  Carpentier  from  Jersey 
City,  and  it  was  heard  by  listeners  as  far  away  as 
western  Pennsylvania.  The  response  from  the 
audience  to  that  fight  was  enthusiastic,  and 
radio  sales  took  off  as  broadcasts'  reach  grew. 
Sarnoff  became  RCA's  president  nine  years  later 
and  its  chairman  in  1949. 

The  first  to  envision  electronic  mass  media, 
Sarnoff  created  national  networks— in  radio 
and  then  in  television— that  he  believed  served 
a  higher  purpose.  They  connected  citizens 
across  the  vast  country  through  nationwide  ■^^■^™ 

broadcasts  of  political  conventions,  opera 
performances,  and  new  comedy  stars  such  as  Jack  Benny, 
George  Burns,  and  Gracie  Allen.  The  notion  of  exploiting  new 
technologies  to  deliver  programs  to  an  aggregated  audience 
and  selling  advertising  against  it  has  been  a  pillar  of  the 
media  business  ever  since.  First  with  RCA's  National 
Broadcasting  Co.  and  then  with  others,  the  networks' 
influence  on  culture  and  public  opinion  has  been  profound. 
"    Sarnoff  was  neither  a  technologist  nor  a  marketing  whiz. 
He  got  his  training  in  management  mostly  on  the  job.  But 
through  remarkable  vision,  he  "industrialized  electronic 
innovation,  made  sure  that  it  worked  and  that  there  was  a 
standard  for  it,"  says  Alexander  B.  Magoun,  executive  director 
of  the  David  Sarnoff  library  in  Princeton,  N.J. 

By  1930,  Sarnoff  and  a  team  of  RCA  researchers  began 
developing  electronic  video  to  marry  with  broadcast  sound 


David  Sarnoff 
created  radio 
and  TV 
networks  that 
connected 
people  across 
the  country 


using  an  experimental  TV  station.  Through  1 1 
early  years  of  TV,  Sarnoff  squared  off  against 
CBS  magnate  William  Paley  (both  networks 
began  regular  TV  broadcasts  in  1939),  and  th 
intense  rivalry  led  to  all  kinds  of  innovations 
programming  and  in  TV  sets  themselves.  Uni 
Sarnoff  s  leadership  at  RCA,  the  company  be$ 
selling  its  first  color  TVs  in  the  spring  of  1954 

The  world  might  never  have  known  The 
Tonight  Show,  Saturday  Night  Live,  or  SeinfeU 
the  onetime  rabbinical  student  had  stayed  in 
native  village  of  Uzlian,  near  the  western 
provincial  capital,  Minsk,  in  czarist  Russia.  H 
family  emigrated  to  New  York,  and  the  9-yea 
old  Sarnoff  sold  newspapers  to  help  out.  He 
eventually  landed  a  job  as  an  office  boy  at  Marconi's  Wirek 
Telegraph  Co.  of  America.  Sarnoff  was  one  of  the  first 
operators  to  confirm  the  Apr.  14, 1912,  sinking  of  the  Titani 
day  after  it  went  down.  Seven  years  later,  General  Electric  ( 
bought  the  U.S.  arm  of  Marconi,  and  it  became  RCA  So  be{ 
Sarnoff  s  ascendancy. 

"The  General,"  as  he  liked  to  be  called  in  the  years  afte 
rising  to  brigadier  general  during  World  War  II,  could 
indeed  be  dictatorial.  Ruling  from  his  53rd-floor  office  in 
RCA  building  in  Rockefeller  Center,  Sarnoff  worked  nearl; 
until  his  death  in  1971.  Today,  a  Sarnoff-like  rollout  of 
technology,  through  digital  cable,  personal  video  recordei 
and  wireless  devices  is  fragmenting  the  very  mass  media 
the  General  helped  to  create.  ■ 

-By  Tom  Lo 
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Are  you  prepared  to  argue 
that  America  is  worse  off 
for  being  able  to  enjoy  an 
alternative  to  Hondas, 
Yamahas,  and  Kawasakis?" 


SPECIAL  ANNUAL 
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-Richard  A.  Surwilo 
Tulsa 


WHAT  IT  TAKES  TO  MAKE  IT 
INTO  THE  BW50 

THE  BUSINESSWEEK  50  (Cover  Story, 
Apr.  5)  brings  two  things  to  mind:  The 
first  is  the  "random  walk"  theory,  which 
says  that  stock  prices  are  optimized,  and 
it  is  impossible  to  tell  in  advance  which 
stocks  will  outperform  the  index.  Since  it 
is  cheaper  to  invest  in  the  Standard  & 
Poor's  500-stock  index  [than  buy  individ- 
ual stocks],  this  theory  suggests  that  my 
money  should  stay  there. 

The  second  is  the  "dogs  of  the  Dow" 
theory.  You  are  selecting  the  "Stars  of  the 
S&P  500"  and  thus  are  consistendy  run- 
ning into  trouble.  These  stocks  have  al- 
ready been  rewarded  for  their  good  per- 
formance. I  haven't  done  the  analysis,  but 
I  expect  that  the  BW50  will  perform  bet- 
ter if  you  leave  out  "total  return"  from 
your  analysis,  and  they'll  perform  even 
better  if  "total  return"  counts  against  the 
company  rather  than  in  favor  of  it. 

-OlawaleJ.  Ogundana 
Lagos,  Nigeria 

IN  1983  A  CERTAIN  U.S.  motorcycle  man- 
ufacturer petitioned  the  International 
Trade  Commission  for  tariff  relief.  These 
tariffs,  levied  for  four  years,  not  only  al- 


lowed the  company  to  survive  but ; 
abled  it  to  prosper  and  grow.  Now, 
deliriously  ironic  twist,  Harley-Davic 
finds  itself  in  the  BW50  despite  yoi 
cessant  hectoring  about  the  goodne 
free  trade  and  your  doctrinaire  fait 
unfettered  globalism.  Or  are  you  prepa 
to  argue  that  America  is  worse  off  for 
ing  able  to  enjoy  an  alternative  to 
das,  Yamahas,  and  Kawasakis? 

-Richard  A.  Sut 


WELLPOINT  HEALTH  NETWORKS 
No.  3  and  UnitedHealth  Group  No. 
Both  managed-care  companies  increaA 
profits  35%,  to  $900  million  for  HesH 
Networks  and  $1.8  billion  for  Unitk 
Health  Group.  In  explaining  these  la  ji 
gains,  you  neglected  to  mention  hi, 
many  millions  were  saved  by  denying  F 
tients  needed  medical  care. 

-Leon  ReinsmA 
BaUAfh 

SBC  COMMUNICATIONS: 
THERE'S  NO  GRAVY  TRAIN  HERE 

RE  "THE  GRAVY  TRAIN  may  be  dry 
up"  (News:  Analysis  &  Comment. 
Apr.  5):  More  than  any  other  chief  ex 
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OUR  POLICYHOLDERS. 
WE  HAVE  ONE  GOAL: 
TO  KEEP  EVERY  PROMISE. 
WELCOME  TO 
,  THE  POWER  OF  SIMPLICITY. 

It's  simple,  really.  At  New  York  Life,  we  are  committed  to  keeping  our 
promises.  Promises  stand  behind  everything  we  do.  It's  why  we're  a 
mutual  company,  answering  only  to  the  long-term  interests  of  our 
policyholders,  not  the  short-term  demands  of  Wall  Street.  It's  why 
we  are  built  on  the  unshakable  values  of  financial  strength,  integrity 
and  humanity.  So  whether  you  need  us  in  a  few  years  or  a  few 
decades,  we  will  be  here  to  pay  a  claim,  help  fund  your  retirement  or 
pay  for  nursing  home  costs.  It's  simple:  We  will  be  here  to  keep  our 
promises  to  you,  just  as  we  have  for  over  155  years.  Keeping  our 
promises  is  why  New  York  Life  is  The  Company  You  Keep. 

TO  ARRANGE  A  DISCUSSION  WITH  A  NEW  YORK  LIFE  AGENT. 


JKLIFE.COM/STRENGTH. 
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Some  colorful  remarks 
about  HP  printers. 


For  over  20  years,  HP  has  engineered  printers  with  business  in  mind.  From  affordable 
Color  LaserJet  printers  to  high-performance  inkjets,  HP  has  a  solution  to  meet  your  needs 
That's  because  HP  scientists  have  spent  years  refining  our  ink,  toner,  paper  and  printers 
to  work  together  flawlessly.  The  result— the  kind  of  rock-solid  reliability  and  dedicated 
excellence  that  can  add  brilliance  to  any  document,  bring  outsourced  materials  in-house 
and  help  any  size  business  succeed.  Which  may  be  why  HP  has  become  the  most 
preferred  printer  manufacturer  in  the  world.  And  the  most  talked  about. 

+  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  +  + 
For  more  information  on  products  and  current  offers,  contact  your 
reseller,  go  to  hp.com/go/printcolor  or  call  1-866-625-1174. 
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"The  only  printing  vendor  to  receive  an  'A'  rating  in  printer  satisfaction  12  years  in  a  row." 

-PC  Magazine  Readers'  Choice  Award,  August  5,  2003 


"18th  Annual  Editors'  Choice  Award— Color  LaserJet  25 

-Macworld,  2003 


"'Pick  of  the  Year'  for  Outstanding  Color  Inkjet  Workgroup  Printer-Business  Inkjet  3000n." 

-Buyers  Laboratory  Inc.,  2003 


"Top  10  Printers-Color  LaserJet  5500n." 

-PC  World,  August  2003 


"Editors'  Hot  Pick  for  Hardware-Color  LaserJet  9500." 

-The  Seybold  Report,  October  2003 


'HENDRICK'S 

WON 

THE  GIN  CATEGORY". 

-  THE  WALL  STREET  JOURNAL 


THE  WALL 
STREET  JOURNAL. 


Readers  Reooi 


-   VOL.    CCftLII  "lO    *l   ~ 


When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 


LIQUOR  BRAND/PRICE* 

OUR  AWARD 

TOP  3  GINS 

^Hendrick's 

^30/750ml 

MosPV 
Flavorful^ 

Tanqueray  No. 

Ten  S26/750ml 

Smoothest 

Juniper  Green 
Organic 

S26.50/750ml 


Best 
Presentation 


CORRECTIONS  &  CLARIFICATIONS 

In  "3M's  rising  star"  (Cover  Story,  Apr.  12),  a 
1970  photo  of  a  Yale  baseball  player 
identified  as  James  McNerneysWas  actually 
another  student,  Stephen  D.  Greenberg. 


utive  officer,  SBC  Communications  Inc.'s 
Edward  E.Whitacre  Jr.  has  been  instru- 
mental in  reshaping  today's  telecommu- 
nications industry  while  ensuring  the 
company's  leadership  position  despite 
intense  competition,  unequal  regula- 
tion, and  a  challenging  economy.  SBC's 
board  of  directors  has  compensated  him 
accordingly. 

Meantime,  SBC's  board  has  already 
made  the  [transition]  from  stock  options 
toward  more  at-risk,  performance -based 
long-term  compensation  for  our  CEO. 
The  value  of  performance  shares  fluctu- 
ates directly  with  the  price  of  SBC  stock 
and  is  paid  out  only  to  the  extent  specific 
internal  financial  and/or  operational  ob- 
jectives are  achieved. 

Contrary  to  your  story,  SBC  has  in  the 
past  year  embraced  significant  changes  in 
the  company's  executive-compensation 
policy,  consistent  with  those  advocated  by 
many  investors. 

-Karen  Jennings 
Senior  Executive  Vice-President 

Human  Resources  and  Communications 

SBC  Communications  Inc. 

San  Antonio 

TERRORISM:  AMERICA'S 
CHEMICAL  INDUSTRY  RESPONDS 

"THE  HARD  LESSON  of  Madrid"  (News: 
Analysis  &  Commentary,  Mar.  29)  says 
that  the  "chemical  industry  argues  it  can 
manage  safety  [anti-terrorism]  issues  on 
its  own."  Wrong,  wrong,  wrong. 

The  members  of  the  American  Chem- 
istry Council  (ACC),  who  produce  nearly 
90%  of  the  chemicals  manufactured  in 
the  U.S.,  strongly  believe  that  protection 
of  our  nation's  critical  infrastructure  re- 
quires a  partnership  between  the  public 
and  private  sector.  ACC  supports  mean- 
ingful and  responsible  federal  security 
legislation  that  empowers  the  Homeland 
Security  Dept.  to  require  all  chemical  fa- 
cilities to  address  security  as  rigorously  as 
the  members  of  the  ACC  do. 

Fortunately,  we  didn't  wait  around  for 
government  direction.  Under  a  compre- 
hensive and  mandatory  security  code,  all 
ACC  member-company  facilities  have 
completed  rigorous  security-vulnerabili- 
ty assessments.  The  highest-priority  fa- 
cilities have  already  implemented  securi- 
ty enhancements  where  appropriate,  and 
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the  remaining  facilities  are  on  sche^ 
to  implement  additional  security 
ures  by  the  end  of  this  year. 

-Greg 
President  and 
American  Chemistry  Co, 
ArlingtonM 
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A  SPECIAL-SKILLS  DRAFT  ISN'T 
IN  THE  WORKS  YET 

"A  REALLY   SELECTIVE   Service" 
Front,  Apr.  12.)  suggests  that  the  Defei 
Dept.  requested  that  the  Selective  Sop 
System  develop  a  plan  for  a  special- 
draft  for  the  U.S.  Armed  Forces.  Mora] 
curately,  the  SSS'  emphasis  on  pi; 
for  a  special-skills  draft  is  based  on 
mal  conversations  with  Defense 
manpower  officials  and  this  ag 
own  analysis  of  the  most  likely  erne: 
military  personnel  needs  in  the  21st  a 
tury.  The  requirement  for  the  SSS 
ready  to  identify  and  select  indivi 
practicing  critical  skills  is  a  17-ye; 
provision  of  the  Military  Selective  Se: 
Act.  Today's  discussions  about  a  bn 
special-skills  draft  are  a  practical 
growth  of  normal  contingency  pi: 
and  are  conceptual  only. 

-Lewis  C.  Brodsky,  Acting  ~ 
Selective  Service  Sj 
Arlingto, 

EVEN  ENRICO  FERMI 

MADE  MISTAKES,  IT  APPEARS 

THE  PICTURE  ACCOMPANYING  the  1 
cle  on  Enrico  Fermi  ("Unleashing 
atom,"  The  Great  Innovators,  Apr. 
most  interesting  because  of  an  une 
ed  error.  The  equation  in  Fermi's  ha 
writing  just  above  his  head, 

a=n2/ec 
is  incorrect.  It  should  read 
a=e2//ic. 
Since  Fermi  certainly  knew  this 
known  equation  for  the  fine  strucfl|o 
constant,  and  he  was  famous  for  his  *. 
curacy  and  correctness,  the  error  Wfc 
cause  for  much  speculation  when  the  pk 
ture  appeared  some  time  ago  in  a  techn; 
cal  publication. 

-Paul  Dicks* 
Aiken,  S.C 

How  to  reach  BusinessWeek 

LETTERS  FOR  READERS  REPORT 

We  prefer  to  receive  letters  via  e-mail,  without 
attachments.  Writers  should  disclose  any  connectio 
relationship  with  the  subject  of  their  comments.  All  I 
must  include  an  address  and  daytime  and  evening  \ 
numbers.  We  reserve  the  right  to  edit  letters  for  clan 
space  and  to  use  them  in  all  electronic  and  print  edit 
E-mail:  bwreader@businessweek.com 
Fax:(212)512-6458 

Mail:  BusinessWeek  Readers  Report.  1221  Avenue  off 
Americas.  43rd  floor,  New  York.  NY  10020 
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[PARADOX  OF  CHOICE  Why  More  Is  Less 

3arry  Schwartz;  Ecco;  265pp;  $23.95 
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irry  Schwartz's  The  Paradox  of  Choice: 

y  More  Is  Less  is  like  an  intellectual 
mse  of  mirrors.  Those  exposed  to  this 
cial-psychological  vision  of  American 
[e  may  experience  a  dawning  shock  of 
(cognition,  first  exclaiming,  "That's  not 
e"  and  then  admitting,  "Oh,  yes  it  is." 
lafs  because  Schwartz,  a  professor  of 

:ial  theory  at  Swarthmore  College,  describes  case  after  case 
people  who  say  they  like  to  have  options  but  who,  in  almost 
:ry  sphere  of  life,  are  overwhelmed  by  the  necessity  of 
)osing  from  a  vast  and  growing  number  of  alternatives, 
is,  he  says,  accounts  in  large  part  for  why  so  many  people 
pollsters  they  are  unhappy  despite  living  in 
^orld  of  abundant  possibility. 
Here  are  some  examples  from  the  oppressive 
■nucopia  of  consumer  choices.  Supermarkets 
lfront  customers  with  an  avalanche  of 
ections:  Chunky  Monkey,  Heath  Bar  Crunch, 
chocolate  chocolate  chip  frozen  yogurt?  And 
it's  just  the  beginning,  as  is  clear  to  anyone 
•o  has  had  to  pick  from  among  an  employer's 
ilth-care  alternatives,  thought  about 
itching  from  AT&T  to  Sprint,  considered  a 
arse  of  college  study,  mused  about  buying  a 
inputer,  flipped  past  the  dozens  of  cable-TV 
ierings,  or  puzzled  over  401(k)  investmen 
en  love  has  become  a  burden,  Schwartz 
;erts,  with  "ever  greater  tolerance  of 
nantic  diversity"  resulting  in  "another  set  of 
aices  to  occupy  our  attention  and  fuel  our 
xieties."  As  for  religion— well,  the  sky's  the  limit. 
'The  Paradox  of  Choice  may  be  seen  as  a  rival  to  Gregg 
sterbrooks  The  Progress  Paradox  (2003),  an  upbeat  account 
it  argues  that  Americans  have  never  had  it  so  good.  This 
:ans  that  time-pressed  folks  face  yet  another  conundrum— 
lich  of  these  books  to  read? 

It's  a  dilemma  ripe  for  Schwartzian  analysis,  and  here's 
w  it  tends  to  play  out.  You  could  begin  by  examining 
sinessWeek's  reviews  to  see  which  volume  appeals  more, 
iving  decided,  some  time  later  you  go  to  the  bookstore, 
lere  you  meet  a  friend  who  tells  you:  "Oh,  no— the  other 
ok  is  much  more  insightful."  So  you  change  your  mind, 
is,  says,  Schwartz,  would  be  an  example  of  how  the  most 
:ent  recommendation,  particularly  if  offered  in  a  vivid, 
ecdotal  manner,  tends  to  trump  earlier  counsel,  even  if 
it's  more  informed.  It's  what  social  scientists  call  the 
vailability  heuristic." 
O.K.,  ready  to  go  to  the  checkout  counter?  Not  so  fast— 


The  Paradox 
of  Choice 


what  about  price?  Suppose,  in  comparison  to  some  novels  you 
walk  past,  both  books  strike  you  as  a  bit  expensive.  Can  you 
get  a  discount?  Or  maybe  return  a  book  if  you  don't  like  it? 
Hmmm— for  this  same  20-odd  bucks,  you  could  take  your 
mate  to  see  Dawn  of  the  Dead.  And  what  if  you  get  home  and 
regret  your  pick?  You'll  put  it  on  the  shelf  unread.  Maybe  if  s 
best  to  get  nothing  at  all  for  now. 

All  of  these  responses  have  been  studied,  and  many  of  them 
labeled,  by  a  range  of  economists,  psychologists,  market 
researchers,  and  others,  as  Schwartz  describes.  In  these 
specialists'  terms,  you  have  allowed  irrelevant  comparisons 
with  other  books  to  "frame"  your  impression  of  the  books' 
prices.  Worry  that  you  might  later  experience  "buyer's 
remorse"  has  prompted  a  "regret  aversion"  response:  Buy 
something  you  don't  like  and  the  "sunk  costs  effect"  will  take 
over,  leading  you  to  store  it  rather  than  give  it  away.  Finally, 
fear  of  regret  has  blocked  the  purchase  of  anything  at  all.  So 
much  angst— over  one  relatively  minor  decision. 
Choosing  is  worse  torment  for  some  than  for 
others,  says  Schwartz.  "Maximizers"  will  accept 
only  the  best,  and  often  get  stuck  ruminating, 
while  "satisficers"  settle  for  whatever  is  good 
enough.  However,  says  Schwartz,  the 
proliferation  of  options  tends  to  make  satisficers 
indecisive,  too,  turning  many  into  maximizers. 

With  its  clever  analysis,  buttressed  by  sage 
New  Yorker  cartoons,  The  Paradox  of  Choice  is 
persuasive.  But  the  author  exaggerates  at  times. 
In  a  chapter  on  rising  levels  of  depression,  he 
notes:  "If  the  experience  of  disappointment  is 
relentless,  if  virtually  every  choice  you  make  fails 
to  live  up  to  expectations.. .then  the  trivial  looms 
larger  and  larger,  and  the  conclusion  that  you 
can't  do  anything  right  becomes  devastating." 
That's  a  heavy  load  to  place, 
even  in  part,  on  middle-class 
consumerism.  What  about  those 
whose  choices  are  limited  by 
low  income?  Anyone  can  get 
depressed. 

Although  Schwartz  believes 
the  problem  is  societal,  he  offers 
a  number  of  maxims  for 
individuals:  Accept  what's  good 
^^^^^^^^™  enough,  limit  worry  over 

rejected  options,  lower  your 
expectations,  and  practice  an  "attitude  of  gratitude,"  among 
other  things.  One  might  wish  for  more  sweeping  remedies, 
but  it's  better,  I  suppose,  that  we  become  "satisficers"  than 
ask  Big  Brother  to  limit  our  choices.  I,  for  one,  am  giving  up 
buyer's  remorse:  Those  pricey-but-too -tight  shoes  gathering 
dust  in  the  back  of  my  closet  are  headed  for  Goodwill.  ■ 

-By  Hardy  Green 
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Abundance 
of  choice  can 
lead  to 
anxiety  and 
paralysis 


Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 


Search-Boosters 
For  Your  PC 


A  sub-$500  desktop  PC  these  days  comes  with  a  hard  drive  that  has  a 
capacity  of  at  least  40  billion  bytes— room  for  the  text  of  13,000  copies  of 
War  and  Peace.  All  that  space  means  that  anything  you  save,  from 
Grandma's  e-mail  messages  to  a  Web  page  for  a  quaint  bed-and- 
breakfast,  is  likely  to  stay  there  forever.  Good  luck  trying  to  find  it. 


While  companies,  led  by  Google,  have 
turned  Web  search  into  a  science,  it  remains 
painful  to  look  for  content  stored  on  your 
own  computer.  Windows'  built-in  search  will 
hunt  through  your  disk— slowly— for  a  single 
word  or  phrase,  but  it  doesn't  search  through 
saved  e-mail  messages.  And  the  search 
function  built  into  Microsoft  Oudook  is  even 
worse.  It  is  extremely  slow,  and  its  poor 
design  makes  advanced  features,  such  as 
limiting  the  search  to  a  range  of  dates,  almost 
unusable.  (Searches  on  the  Macintosh  are 
faster  but  not  much  better.) 

Microsoft  promises  that  all  this  will  be  fixed 
in  the  next  version  of  Windows.  Since  that's  two  years  away, 
however,  I  took  a  look  at  some  products  that  can  make  searches 
easier  and  more  convenient  today 

Xl  ($99, 15-day  free  trial  available)  from  XI  Technologies 
(xl.com)  offers  a  lot  of  the  capability  that  Windows  leaves  out. 
The  first  thing  XI  does  when  you  install  it  is  build  an  index  of 
all  the  text  on  your  hard  drive,  a  task  that  can  take  several 
hours.  But  once  the  index  is  complete,  searches  are  blindingly 
fast,  with  the  results  appearing  as  quickly  as  you  can  type  the 
query.  The  files  or  e-mail  messages  found  are  listed  in  a  panel 
at  the  left  of  the  Xl  window,  and  the  contents  of  the  selected 
item  are  shown  in  the  main  window. 

XI  PROVIDES  TABS  for  separately  searching  files,  contacts,  e-mail 
attachments,  or  messages  (from  Outlook,  Outlook  Express, 
Netscape,  or  Eudora).  Each  tab  offers  appropriate  search  fields, 
such  as  "from"  and  "subject"  for  mail  and  "type"  for  files. 
Many  file  types,  including  those  from  Microsoft  Office 
programs  and  PDF  files,  are  displayed  correctly  formatted  with 
the-matches  to  your  query  highlighted.  Double-click  on  an 
item,  and  it  opens  in  the  appropriate  program. 

Xl  queries  use  the  same  syntax  as  Google,  except  that,  unlike 
Google,  the  system  doesn't  let  you  search  for  an  exact  phrase  by 
putting  several  words  in  quotes.  An  upcoming  version  should 
fix  this  and  add  the  ability  to  search  for  documents  containing 
any  of  several  key  words. 

If  you  want  to  search  only  e-mail  messages  in  Outlook  or 
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Outlook  Express,  lSYS:email.search  from 
Odyssey  Development  (isysemail.com) 
provides  a  less  expensive  ($30,  with  a  fn 
30-day  trial)  alternative.  Like  Xl,  it  starts 
by  indexing  your  mail.  Its  search 
capabilities  are  actually  more  refined  than| 
Xl's,  offering  queries  for  exact  phrases  as 
well  as  for  key  words  linked  by  "and," 
"or,"  or  "not"  You  also  can  easily  search 
by  sender,  recipient,  or  date  range,  but  tto 
lack  of  a  way  to  search  by  attachment 
name  is  unfortunate. 

Onfolio  ($80,  with  a  30-day  free  trial), 
from  a  company  of  the  same 
name,  is  not  really  a  search  tool, 
but  it  can  be  a  big  help  in  making 
searches  of  the  Web  or  of  your 
computer  more  useful.  It's  an 
Internet  Explorer  add-on  that  a 
as  a  sort  of  electronic  scrapbook. 
After  launching  a  Web  search,  yo 
Vr\  cf-pT*  f\-\  q  t-i  can  save  links  to  the  Web  pages 

you  find,  or  copies  of  the  pages 
themselves,  in  scrapbooks  of 
information,  along  with  related 
snippets  from  your  hard  drive. 
Another  component  of  Onfolio 
makes  it  simple  to  assemble  the  collected  data  into  a  report.  (A 
version  without  the  report  writer  is  available  for  $30.) 

The  biggest  drawback  of  both  Xl  and  ISYS  is  that  they  are 
no"  integrated  with  either  the  e-mail  programs  or  the  operating 
system.  You  should  be  able  to  find  a  mail  message  or  file  by 
looking  in  your  e-mail  program  or  a  directory  window,  not  by 
firing  up  another  application.  But  I  don't  have  high  hopes  that 
Microsoft  will  ever  get  this  right.  Until  they  do,  these  programsl 
are  a  helpful  step  in  the  right  direction.  ■ 

E-mail:  techandyou@businessweek.con 
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"When  we  invested  in  these  companies,  diversification  and  the  search 
for  excellence  were  our  main  objectives.  We  at  Kingdom  Holding  Company 
,  *_  i „„~„;«*™~i  ,A,;th  thoco  intpmatinnal  brand  names.  From  our 


headquarters  in  Saudi  Arabia,  we  will  continue  to  contribute  to  the  growth 
of  the  global  economy  with  our  investment  strategy  in  the  world's  most 
promising  businesses." 

Kingdom  Holding  Company  ▲ 

Reaching  out  through  global  investments 
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Economic  Viewpoint 


BY  GARY  BECKER 


The  Wise  Way  to  Stem 
Illegal  Immigration 


Many  young  men  and  women  want  to  come  to  the  U.S.  and  Western 
Europe  from  poor  nations  such  as  Mexico,  Morocco,  Poland,  and  Turkey. 
Since  rich  countries  do  not  want  so  many  immigrants,  the  result  is  large 
numbers  of  illegal  entrants,  who  pose  a  fundamental  challenge  to 
immigration  policies.  Is  it  fair  or  wise  to  place  strict  controls  on  legal 


immigration  when  little  is  done  to  stem  illegal  entry? 

There  aren't  many  good  ways  to  resolve  this  challenge.  I 
believe  that  the  best  politically  feasible  option  is  to  increase 
substantially  the  number  of  legal  immigrants.  Preference 
should  be  given  to  younger  persons  who  will  get  jobs  and  are 
likely  to  make  a  long-term  commitment  to  the  country,  such 
as  the  many  men  and  women  who  want  to  study  at  American 
universities.  Even  unskilled  young  immigrants  can  easily  get 
jobs  because  few  native-born  Americans  are  willing  to  take 
such  positions  as  farm  laborers,  dishwashers,  or  gardeners. 

I  also  support  a  more  radical  step:  giving  priority  to  legal 
immigrants  from  Canada,  Mexico,  and  other  nations  with 
whom  the  U.S.  has  free-trade  agreements.  Freer  movement  of 
people  is  one  aspect  of  more  open  trade.  Moreover,  giving 
preference  to  citizens  of  free-trade  partners  would  make  more 
nations  eager  to  enter  into  such  accords  with  the  U.S. 

UNDER  THE  PRESENT  SYSTEM  in  America  and  Europe,  illegal 
immigration  continues  to  grow  despite  highly  vocal  political 
opposition  from  the  likes  of  Jean-Marie  Le  Pen  in  France,  J  org 
Haider  in  Austria,  and  Patrick  J.  Buchanan  in  the  U.S.  Some 
visitors  violate  their  tourist  and  student  visas  by  working  and 
staying  longer  than  they  should,  while  others  illegally  cross 
the  borders  of  richer  nations  to  find  better-paying  jobs.  The 
U.S.  has  by  far  the  largest  number  of  illegal  residents, 
estimated  at  more  than  7  million,  most  from  Mexico.  To 
stanch  the  flow,  a  1986  law  authorized  the  feds  to  beef  up 
patrols  along  the  Mexican  border.  The  budget  of  the  Border 
Patrol  unit  of  the  Immigration  &  Naturalization  Service 
increased  sixfold,  making  this  one  of  the  fastest-growing 
units  in  the  government.  The  1986  act  also  provides  penalties 
for  employers  that  hire  illegal  aliens  without  checking  their 
credentials,  although  this  has  been  weakly  enforced. 

.Despite  the  patrols,  about  600,000  people  succeed  in 
entering  the  U.S.  illegally  each  year,  even  though  the  number  of 
illegals  apprehended  annually  has  risen  to  more  than  1  million. 
Beefed-up  border  patrols  along  the  Mexican  border  have  been 
ineffective  because  only  a  small  fraction  of  those  apprehended 
are  punished.  The  vast  majority  of  them  are  simply  sent  back  to 
Mexico,  or  wherever  they  came  from.  Most  of  these  try  to  cross 
again,  often  succeeding  on  the  second  or  third  try. 
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To  get  past  the  border  guards,  immigrants  from  Mexico 
hire  smugglers— called  coyotes— to  guide  them  through 
crossing  points.  A  study  by  Christina  Gathmann  at  the 
University  of  Chicago  shows  that  smugglers'  services  are  in 
expensive,  even  to  poor  Mexicans.  They  cost  about  $400,  o: 
two  weeks'  earnings  in  the  U.S.  for  most  illegal  immigran 
primarily  because  few  smugglers  are  caught  and  punished, 
Jail  terms  and  other  sanctions  could  deter  illegal  entry,  to 
democratic  nations  apparently  cannot  bring  themselves  to 
crack  down  on  immigrants  whose  only  crime  is  that  they 
want  to  come  and  work.  This  also  explains  frequent  amne 
programs,  such  as  the  1987  U.S.  ruling  that  granted 
permanent-resident  status  to  most  persons  who  came  befoi 

January,  1982,  had  jobs,  and  live 
continuously  in  the  U.S. 

My  suggestion  to  expand  the 
number  of  legal  immigrants  is 
better  than  President  George  W. 
1ST  mOrC  Bush's  recently  proposed 

npnnlp  prifpr    comPromise  between  Pr°-  ^d 

^tWJJlC  CI  1  LCI      anti-immigration  groups  that 

would  allow  illegal  immigrants 
who  continue  to  have  jobs  to  sta; 
up  to  six  years.  The  President's 
plan  would  be  useful  if  the  six-ye 
limit  were  enforced.  But  would 
Americans  be  willing  to  return 
immigrants  to  Mexico  or  elsewhere  if  they  worked  hard  for 
six  years  and  made  useful  contributions  to  the  country?  In 
likelihood,  they  would  receive  permanent  status. 

Expanding  legal  immigration  is  a  more  efficient  and 
fairer  policy  than  the  present  half-hearted  enforcement  of 
laws  against  the  large  number  of  illegal  entrants.  By  also 
giving  priority  to  immigrants  from  nations  with  whom  thej 
U.S.  has  free-trade  agreements,  the  legal  movement  of 
human  capital  across  borders  would  begin  to  resemble 
more  the  movements  of  goods,  services,  and  physical  and 
financial  capital.  ■ 

Gary  S.  Becker,  the  1992  Nobel  laureate,  teaches  at  the  Uniw. 
sity  of  Chicago  and  is  a  Fellow  of  the  Hoover  Institution. 
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t'  is  a  complete  email  management  and  security  system  operating  at  Internet  level.  Where  over  8,000  organizations  around  the  woi 

ing  The  Bank  of  New  York,  Computer  Sciences  Corporation,  Air  Products  and  Chemicals  and  the  Federal  Reserve  Bank  of  New  Yc 

•mail  threats  eliminated  before  they  reach  their  network.  It  is  where  viruses,  spam  and  pornography  can't  get  to  you. 

t  is  where  artificial  intelligence  learns  and  acts  on  every  threat.  It  is  where  a  global  infrastructure  spanning  4  continents  guarante 

i  never  fails.  Where  performance  is  backed  by  a  100%  service  level  agreement. 

t  is  where  over  half  of  organizations  looking  for  a  managed  service  turn  to  add  a  higher  level  of  protection.  It  is  where  or 


mail  ever  leaves. 


t  is  MessageLabs. 
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I   Turning 
email  secu 
inside  out 


Call  (866)  460  0000  or  visit  www.messagelabs.com/1 


Economic  Trends 


BY  JAMES  MEHRING 


INDIA:  GROWTH 
GOES  WAY  BACK 

It  was  as  fast  in  the  1980s 
as  it  was  in  the  1990s 


TO  MANY  OBSERVERS,  INDIA'S 
torrid  economic  growth  looks 
like  a  recent  event.  The  early- 
'90s  teardown  of  trade  barri- 
ers and  opening  to  foreign 
competition  are  widely  viewed  as  the 
turning  point.  But  economists  Dani 
Rodrik  of  Harvard  University  and 
Arvind  Subramanian  of  the  Internation- 
al Monetary  Fund  show  that  real  gross 
domestic  product  and  productivity  actu- 
ally took  off  in  the  early  1980s. 

What  shifted  India  into  high  gear?  In 
a  National  Bureau  of  Economic  Research 
working  paper,  the  economists  say  it 
was  a  change 


INDIA'S  TRANSITION 
TO  RAPID  GROWTH 
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Oala:  India's  Central  Statistical        03 
Organization.  BusinessWeek 


in  political 
attitude. 
When  Indira 
Gandhi  re- 
turned to 
power  in 
1980,  fol- 
lowed by  her 
son  Rajiv 
Gandhi,  who 
became  Prime 
Minister  in 

1984,  India  began  to  adopt  a  more  pro- 
business  stance. 

The  moves  were  often  modest,  such  as 
gradual  reductions  of  production  quotas 
for  manufacturers  and  import  barriers  on 
capital  goods.  Still,  says  Subramanian, 
businesses  "clearly  got  the  sense  that  the 
government  was  going  to  be  less 
restrictive."  Freed  from  too  much 
government  oversight,  companies  were 
able  to  expand  more  freely  and  cut  their 
costs  of  doing  business.  They  upped 
production  and  invested  in  new  capacity. 
The  result:  an  economic  surge  in  the 
'80s.  Breaking  down  India's  real  GDP 
performance  by  decade,  the  '80s  equaled 
the  vaunted  '90s,  with  average  yearly 
growth  of  5.8%  (chart). 

Productivity  growth  accelerated,  too. 
For  factories,  the  annual  pace  rose  from 
2%  in  the  '70s  to  6.3%  in  the  '80s  and 
held  at  6%  in  the  '90s.  While  big  GDP 
jumps  are  always  a  positive  trend, 
"productivity  is  the  true  measure  of  the 
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long-run  ability  of  an  economy  to 
sustain  [higher]  standards  of  living," 
says  Subramanian. 

India's  strategy  in  the  '80s  holds  a 
valuable  lesson  for  policymakers  of 
emerging  nations  who  hope  to  recreate 
India's  experience,  say  the  economists. 
Reform  strategies  are  often  "like  going 
after  a  target  with  a  spray  gun  and 
hoping  you  will  hit  it,"  says  Rodrik.  He 
argues  that  India's  success  demonstrates 
that  if  s  usually  "a  question  of  figuring 
out  what  is  the  most  binding  constraint 
to  growth  and  just  alleviating  [it]." 


SOFT  MONEY'S 
FLABBY  RETURN 

Donations  didn't  boost  a 
company's  stock  price 


THE  2004  PRESIDENTIAL 
campaign  is  heating  up.  And 
this  year's  candidates  won't 
have  access  to  federally 
unregulated  donations,  or  soft 
money,  which  were  banned  by  the  2002 
Bipartisan  Campaign  Reform  Act  (BCRA). 
That's  good  news  to  many  observers  who 
say  soft  money  lets  big  companies  gain  a 
regulatory  or  tax  advantage  in  return  for 
their  donations.  If  so,  companies  that 
gave  the  most  should  have  been  hurt 
when  they  lost  the  competitive  edge 
conferred  by  soft  money. 

That  wasn't  the  case,  according  to  a 
working  paper  by  Massachusetts  Institute 
of  Technology  political  scientists  Stephen 
Ansolabehere,  James  M.  Snyder  Jr.,  and 
Michiko  Ueda.  The  three  questioned  just 
how  big  a  financial  return  soft-money 
donations  gives  big  donors.  To  find  out, 
they  split  publicly  listed  contributors 
within  the  Fortune  500  into  three 
groups  according  to  the  amount  of  soft 
money  donated  from  1999  to  2002.  Big 
donors,  such  as  Philip  Moms  (now 
Altria  Group),  Freddie  Mac,  and  Pfizer, 
gave  more  than  $250,000,  small 
contributors  gave  $10,000  or  less,  with 
moderate  givers  in  between.  The 
political  scientists  then  looked  at  how 
the  stock  prices  of  big  givers  fared 
againsi  I  hos<    f  lesser  donors  around 
five  key  dates  of  the  BCRA,  including  the 
bill's  passage  by  the  House  and  its 
signing  by  the  President. 


The  authors  conclude  that  there  was 
little  difference  in  the  companies'  equity, 
performance.  In  fact,  the  stocks  of  the 
large-donor  group  rose  in  the  60  days 
after  the  Dec.  10, 2003,  Supreme  Court 
decision  to  uphold  the  BCRA  ban.  Share 
for  the  other  two  groups  declined  over 
that  period. 

The  results  suggest  that,  contrary  to 
the  arguments  of  some  political  critics, 
investors  didn't  think  soft-money 
donations  provided  a  discernible  boost 
to  a  company's  profitability.  In  fact, 
investors  should  be  happy  companies 
can  no  longer  make  such  contributions 
Instead,  businesses  can  spend  those 
funds  on  activities  that  give  investors  a 
more  worthwhile  payoff. 


A  TAX-REFUND 
BUYING  SPREE? 

Why  second-quarter 
growth  could  get  a  lift 


ECONOMISTS  EXPECT  STRONC 
growth  for  the  first  half,  in  part 
because  they're  betting  on 
stronger  consumer  spending 
financed  by  large  federal  tax 
refunds.  That  appears  to  be  confirmed  by 
an  annual  Cambridge  Consumer  Credit 
Index  survey.  Of  those  getting  a  tax 
refund,  68%  said  they  are  going  to  spend! 
the  money,  up 
from  59%  last 
year;  23% 
plan  to  save 
the  check, 
down  from 
27%  (table). 
Thanks  to 
last  summer's 
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refunds  are 

fatter  than  a  year  ago.  Through  early 
April,  refunds  stood  at  $142.5  billion,  up 
$10  billion  from  last  year.  Estimates  for 
the  total  hike  run  from  the  government5! 
$50  billion  to  Goldman,  Sachs  &  Co.'s 
$30  billion  to  $35  billion.  If  families 
spend  68%  of  that  stimulus  right  away, 
it  will  add  as  much  as  two  percentage 
points  to  second-quarter  growth  in 
consumer  spending,  providing  "an  extn 
kick  to  the  economy,"  says  Cambridge's 
senior  economist,  Allen  C.  Grommet.  ■ 
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Timothy  Stewart,  Chief  Currency  Strategist 


Hot  on  the  trail       T  TO  *    u 

of  the  trailing  Ub  dollar. 


The  US  dollar  has  been  declining  for 
two  years.  Against  the  worlds  major  currencies, 

it  has  fallen  by  an  average  of  25%  over  this  period,  substantially 
reversing  the  strong  rise  of  the  late  1 990s.  Large  and  growing 
trade  imbalances,  disappointing  growth  relative  to  other  global 
regions,  and  the  sharp  decline  in  US  interest  rates  orchestrated 
by  the  Fed  all  have  played  a  role  in  the  dollar's  fall. 

In  a  world  of  prospective  single-digit  returns,  double- 
digit  currency  moves  clearly  matter  -  for  offensive  reasons 
when  looking  for  opportunities  to  enhance  investment 
returns  across  borders,  and  defensively  in  understanding  how 
investments  could  be  affected  by  sizable  swings  in  exchange 
rates.  Investors  should  consider  the  potential  effects  of  an 
eventual  bottoming  or  turnaround  in  the  dollar  later  this  year, 
especially  against  the  euro. 


■HA  ^ 


With  many  Asian  countries  either  pegging  their  currencies 
to  the  dollar  or  actively  resisting  upward  pressure  through 
intervention,  the  dollar's  recent  decline  has  disproportionately 
played  out  against  European  currencies.  The  euro  is  up  40% 
against  the  dollar  over  the  last  two  years  and  over  50%  since  its 
low  in  late  2000.  It  has  now  more  than  fully  recovered  its  initial 
losses  in  1999  and  2000. 

Euro-zone  officials  are  now  pressing  the  US 
administration  and  its  G-7  partners  to  slow  the  dollar's 
decline  and  to  shift  more  of  the  burden  to  Asia.  They  see  a 
further  sharp  rise  in  the  euro  as  a  key  risk  to  the  European 
recovery,  which  is  still  young  and  potentially  fragile. 

The  dollar's  overall  correction  may  have  somewhat  further 
to  run,  but  the  pattern  may  shift  toward  Asia.  While  one  more 


leg  of  euro  strength  against  the  dollar  is  still  likely,  we  may  be 
in  the  late  innings  of  the  dollar's  adjustment  against  the  major 
European  currencies. 


Other  scenarios  are  also  possible.  One  is  a  disorderly 
decline  or  dollar  crash  in  which  foreign  investors  lose  faith  in 
the  United  States  and  withdraw  support  in  favor  of  the  euro,  the 
yen,  or  some  combination  of  alternatives.  New  growth 
disappointments  in  the  US,  compounded  by  election-year 
rhetoric  on  trade  protection,  could  be  a  catalyst.  So  far,  the 
decline  in  the  dollar  has  been  orderly  and  not  disruptive  to  other 
financial  markets,  but  there  is  no  guarantee  this  will  continue. 

Another  possibility  is  a  meaningful  rebound  in  the 
dollar.  In  this  scenario,  confidence  grows  in  the  sustainability 
of  a  strong  US  recovery  that  extends  into  2005.  The  Fed 
validates  this  confidence  by  beginning  to  raise  interest  rates, 
foreign  investment  sweeps  back  into  the  US  equity  markets, 
and  the  dollar  rallies. 

Regardless  of  which  scenario  unfolds,  investors  would  do  well 
to  prepare  themselves  for  further  foreign  exchange  movements  in 
the  coming  year. 


Timothy  Stewart 

Ch.ef  Currency  Strategist 
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fatience  at  the  Fed 

/[ay  No  Longer  Be  a  Virtue 

growth  accelerates,  a  46-year-lowfed  funds  rate  is  becoming  untenable 


U.S.  ECONOMY 


If  s  beginning  to  look  like  the  U.S.  economy  is  on  a 
r.  Business  confidence  soared  to  a  20-year  high  in  the  first  quarter, 
i  surveys  of  both  industrial  and  service-sector  companies  show  that 
siness  activity  is  at  unusually  high  levels.  Perhaps  most  important, 
s  are  coming  back,  maybe  even  faster  than  anyone  had  expected. 


on  top  of  that,  the  latest  retail  sales  data  show  that 
imers  are  stepping  up  to  cash  registers  in  droves.  A 
nore  weeks  of  reports  like  this  and  the  6%  growth 
n  the  second  half  of  2003  will  look  less  like  a  fluke 
nore  like  a  prologue  to  the  first  half  of  2004. 
lly  recendy,  talk  about  the  oudook  has  gone  full 
:.  Worry  that  a  moribund  job  market  will  short- 
it  the  economy  is  giving  way  to  concern  that 
ion  is  about  to  pick  up  and  that  the  Federal  Reserve 
;oon  have  to  lift  interest  rates.  Those  fears  will  grow 
ig  as  the  economy  looks  as  if  it  is  outperforming  the 
growth  rate  projected  by  most  economists  for  2004. 
be  sure,  the  two-year  decline  in  inflation,  which  last 
ig  raised  concerns  about  outright  deflation,  is  over. 
>1  big  that  point  home,  the  March  consumer  price  index 
y  a  greater-than-expected  0.5%  from  February,  and 
excluding  energy  and  food,  the  core  CPI  jumped 
.  The  yearly  inflation  rate  hit  1.7%  in  March,  after  it 
c  >med  out  at  1.1%  in  June,  2002.  The  core  rate,  which 
i  .  a  truer  view  of  inflation's  underlying  trend,  is 
u  ing  at  1.6%,  up  from  1.1%  last  November  (chart). 
1  this  is  bound  to  make  policymakers  uneasy.  The 
e  s  thinking  about  inflation  not  for  this  year,  but  in 
C  i  and  2006,  since  any  change  in  policy  operates  with 
r  ctended  lag.  Even  though  prices  are  unlikely  to  jump 
ficantly  in  2004,  the  economy's  surprisingly  strong 
ring  is  rapidly  moving  the  Fed  ever  closer  to  its  first 
est-rate  hike  in  four  years. 

BOND  MARKET  is  already  showing  its  displeasure. 
market  now  expects  a  move  as  early  as  this  summer. 
■  a  near-record  low  of  3.68%  in  mid-March,  the  yield 
)-year  Treasury  bonds  hit  4.37%  on  Apr.  14,  pushed 
y  eye-popping  reports  on  March  jobs,  retail  sales, 
inflation.  Yields  are  a  couple  of  upbeat  economic 
its  away  from  a  two-year  high.  Talk  of  higher  rates  is 
starting  to  rattle  the  stock  market. 
le  fact  is,  the  Fed's  current  policy  stance  is  becoming 
:asingly  untenable— especially  now,  when  the  job 
cets  are  looking  stronger  and  when  inflation  appears 
:  turning  the  corner.  The  target  for  the  federal  funds 
is  at  a  46-year  low  of  1%,  a  rate  designed  for  an 
omy  on  the  brink  of  deflation.  Even  policymakers  are 


saying  1%  is  inconsistent  with  the  Fed's  long-term  goals 
for  inflation  and  sustainable  growth. 

Weak  labor  markets  had  been  the  last  restraint  to  a 
new  cycle  of  Fed  tightening.  Now  the  central  bank  has 
the  leeway  to  take  interest  rates  back  up  to  a  level  more 
consistent  with  a  fast-growing  economy.  Fed  watchers 
believe  that  if  core  inflation  rises  but  stays  below  2%,  the 

Fed  would  like  to  move 


WHY  THE  BOND  MARKET 
IS  GETTING  JUMPY 
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the  funds  rate  up  to  a  3% 
to  3lA%  range.  That 
would  put  policy  in  a 
more  "neutral"  position, 
which  neither  helps  nor 
hinders  growth. 

However,  what  worries 
investors  is  the 
uncertainty  over  both  the 
speed  and  the 
transparency  of  coming 
Fed  actions.  Many  bond 
folk  still  remember  1994. 
Back  then,  although  inflation  was  still  falling,  the  Fed 
moved  policy  quickly  away  from  its  overly  stimulative 
stance  necessitated  by  the  real  estate  and  savings-and- 
loan  crises.  The  rapid  moves,  which  included  a  rare  75- 
basis-point  hike  in  the  funds  rate,  wrought  one  of  the 
worst  bloodbaths  in  bond  market  history. 

Bondholders  also  do  not  want  a  repeat  of  last  spring, 
when  some  felt  the  Fed  miscommunicated  how  worried  it 
was  about  deflation.  Yields  plunged  when  many  thought 
the  Fed  was  ready  to  take  the  unusual  step  of  buying 
Treasury  bonds  to  boost  the  economy.  When  the  Fed  did 
not,  yields  sped  back  up,  leaving  many  burnt  investors 
grumbling  about  the  Fed's  openness.  So  this  time,  with 
transparency  still  a  sore  issue,  the  Fed  will  very  likely  do  a 
better  job  of  telegraphing  its  intent. 

THAT  SIGNAL  COULD  COME  as  early  as  the  Fed's  May  4 
meeting.  Past  post-meeting  statements  have  noted  that 
the  Fed  "can  be  patient  in  removing  its  policy 
accommodation."  Fed  watchers  will  look  for  any  change 
in  that  wording.  Also,  strong  economic  data  may  well 
trigger  a  shift  in  the  Fed's  view  that  risks  in  the  outlook 
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are  evenly  balanced.  The  chance  of  overly  strong  growth 
is  beginning  to  outweigh  the  odds  of  unacceptably  weak 
growth.  Moreover,  the  risk  of  rising  inflation  is  starting  to 
overshadow  the  chance  of  falling  inflation. 

But  any  rise  will  be  limited.  True,  strong  U.S.  spending, 
combined  with  robust  Asian  demand  and  the  dollar's 
decline,  is  making  some  ripples  in  the  price  indexes.  At 
the  wholesale  level,  core  producer  prices  of  raw  materials 
are  up  26%  from  a  year  ago,  the  fastest  pace  since  the  late 
1970s.  But  look  further  into  the  production  stream  and 
you'll  find  only  minimal  acceleration  in  prices  for 
intermediate  and  finished  goods. 

At  the  consumer  level,  core  prices  of  goods  have 
stopped  falling  after  a  steady  two-year  decline.  The  turn 
most  likely  reflects  rising  import  prices,  a  result  of  the 
dollar's  drop.  In  addition,  prices  for  core  services  are 
beginning  to  rise  a  shade  faster. 

But  the  jump  in  the  March  CPI  is  unlikely  to  be  repeated 
in  coming  months.  Two  small  categories,  hotels  and 
apparel,  accounted  for  half  of  the  0.4%  rise  in  the  core 
index.  Plus,  the  labor  market  still  has  a  long  way  to  go 
before  wages  and  prices  begin  to  drive  each  other  higher. 
And  despite  the  dollar's  drop,  abundant  overseas  capacity 
and  intense  global  competition  will  limit  the  impact  of 
higher  import  prices  on  the  prices  of  all  consumer  goods. 

THE  NEW  TWIST  NOW  in  the  outlook  is  the  economy's 
surprising  strength.  The  Conference  Board's  survey  that 
reported  the  surge  in  business  confidence  last  quarter 
also  showed  that  half  of  all  executives  anticipate  higher 


employment  levels,  compared  with  16%  a  year  ago.  N<j 
only  did  90%  of  the  CEOs  say  that  current  economic 
conditions  have  improved  but  their  outlook  for  the  ne 
six  months  was  "substantially  more  optimistic"  as  we 
s  That  optimism  is  beginning  to  fuel  a  key  post-rece 
driver  of  growth:  inventory  replenishment  Up  to  now, 

businesses  were  hesit 
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to  beef  up  their  stc 
But  in  February,  busi 
inventories  jumped  O.' 
the  largest  increase  in 
3>2  years.  And  unlike  i 
stockpiling  in  2000, 1 
rise  was  an  intentions 
response  to  strong 
demand. 

That  point  was  clea 
in  the  1.8%  surge  in 
March  retail  sales  anc 
the  upward  revisions  I 
February  buying,  now  showing  a  1%  advance.  Except 
the  sales  response  after  the  September  11  terrorist 
attacks,  that's  the  strongest  two -month  gain  in  more  | 
than  four  years. 

So  far,  the  main  factor  allowing  the  Fed  to  be  patier 
this  year  has  been  the  economy's  large  amount  of  slac 
unused  labor  and  production  capacity.  However,  if  the 
economy  is  indeed  growing  significantly  faster  than 
policymakers  had  anticipated,  then  whatever  slack  < 
is  going  to  get  used  up  a  lot  faster  as  well.  ■ 


OCT.   NOV.  DEC.  JAN.   FEB.    MAR. 
03  04 

Data:  Commerce  Dept..  Global  freight  Inc. 


Light  Rain  on  the  Economy's  Parade 


AS  EXPECTED,  the  Bank  of  Canada 
cut  interest  rates  at  its  Apr.  13  policy 
meeting.  The  quarter-point  cut  was 
the  fifth  since  July,  2003,  and  was 
designed  to  boost  domestic  demand. 
The  BOC's  announcement  said  the 
economy  continued  to  "adjust  to 
developments  in  the  global 
economy."  But  for  now  the  risks  to 
the  outlook,  either  from  too -rapid 
inflation  or  too-slow  growth,  "appear 
balanced."  That 
suggests  the  BOC  is 
done  with  rate- 
cutting.  Indeed,  the 
economy  is  picking  up 
steam.  In  March, 
consumer  confidence 
rose  by  a  large  three 
percentage  points. 
Housing  starts 
jumped  14%  from  the 
February  level,  and 
the  purchasing 
managers'  index  put 


ONE  DARK  OMEN: 
WEAKER  JOB  MARKETS 
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Data  Bloomberg 


out  by  the  Richard  Ivey  School  of 
Business  at  the  University  of  Western 
Ontario  hit  a  9-month  high.  Canada's 
economy  is  expected  to  grow  3.2% 
this  year,  faster  than  the  2%  of  2003- 

On  the  negative  side  is  the  still 
weak  labor  market.  Employment  in 
March  fell  for  the  second  month  in  a 
row,  and  the  jobless  rate  rose  to  75%. 

Another  drag  is  the  strong 
Canadian  dollar.  Exports  should  be 
benefiting  from  faster 
economic  growth  in 
the  U.S.,  Canada's 
largest  trading 
partner.  But  despite 
some  recent  weakness, 
the  Canadian  currency 
is  still  up  by  almost 
20%  against  the  US. 
dollar,  compared  with 
two  years  ago.  As  a 
result,  the  average 
price  of  Canadian 
goods  sent  to  the  U.S. 


jumped  by  6.5%  over  the  past  year, 
a  price-adjusted  basis,  US.  impo 
from  Canada  have  been  about  flat 
the  past  year,  even  as  total  U.S. 
imports  have  grown  8%. 

To  improve  Canada's  long-term 
prospects,  Prime  Minister  Paul 
Martin  wants  a  political  mandate  t 
make  key  changes  to  fiscal  and 
economic  policy.  He  had  hoped  to 
national  elections  this  spring,  but 
that  was  delayed  after  a  recent  auc 
raised  questions  about  payments  o 
as  much  as  C$100  million  ($75 
million)  made  to  advertising  firms 
connected  to  Martin's  Liberal  Part 
Although  the  exact  amount  paid 
dispute,  the  scandal  has  pummel 
the  Liberals  in  the  polls  and  threai 
to  leave  Canada  without  a  clear 
majority  in  Parliament.  If  so,  M 
may  find  it  tough  to  pursue  his  pi; 
for  health-care  reform  and  a  more 
equitable  tax-sharing  plan  betw 
Ottawa  and  municipalities.  I 
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T'S  HIGH  NOON  IN  IRAQ.  THE  U.S. 
campaign  to  spread  the  seeds  of 
democracy  through  the  Middle 
East  is  in  serious  danger.  The  re- 
cent spate  of  cease-fires  and  negoti- 
ations barely  diminishes  the  risk 
that  the  American-led  coalition 
could  once  again  be  plunged  into  the  sort 
of  two-front  battle  that  in  early  April 
roiled  Iraq  in  the  bloodiest  two  weeks  of 
fighting  since  the  war  began  just  over  a 
year  ago. 

Occupation  forces  find  themselves  in  a 
tense  standoff,  not  only  with  rebellious 
Sunni  Baathists  and  foreign  jihadists  but 
also  with  militants  from  Iraq's  Shiite  ma- 
jority—the supposed  prime  beneficiaries 
of  U.S.  liberation.  Hundreds  of  Iraqi  ca- 
sualties and  images  of  a  mosque  under 
fire  during  the  battle  for  Fallujah  are 
alienating  even  moderate  Iraqis,  who  are 
incensed  that  U.S.  forces  are  humiliating 
them  while  failing  to  protect  them.  And 
leaders  such  as  radical  Shiite  cleric  Moq- 
tada  al-Sadr,  jockeying  for  power  in  a 
new  government  slated  to  take  office  on 
June  30,  are  promoting  anti-American 
sentiment.  "Iraq  is  looking  more  and 
more  out  of  control,"  frets  billionaire 
Saudi  investor  Prince  Alwaleed  bin  Talal 
bin  Abdulaziz  Alsaud.  "That's  dangerous 
for  the  whole  region." 

Iraqi  insurgents  are  intent  on  under- 
mining foreign  forces.  Their  latest  tactic: 
kidnapping  and  murdering  foreigners  in 
hopes  of  pressuring  U.S.  allies  to  pull  out 
their  soldiers  and  reconstruction  work- 
ers. The  ploy  is  having  an  impact:  On 
Apr.  13,  Germany  and  Japan  warned  their 
citizens  to  leave  Iraq,  and  Moscow  is 
evacuating  Russian  nationals.  If  insur- 
gents delay  reconstruction,  Iraqis  will  see 
little  benefit  from  Saddam  Hussein's 
ouster— and  resentment  against  the  U.S. 
could  intensify.  With  President  George 
W.  Bush's  poll  numbers  sinking  (page 
43),  there's  growing  doubt— and  a  host 
of  questions— about  his  ability  to  manage 
the  war  and  transfer  power  to  a  legiti- 
mate Iraqi  government. 

Can  the  U.S.  stabilize  Iraq  and  pick  up  the 
pieces  of  the  rebuilding  drive? 

That's  the  question  of  the  hour.  A  year  af- 
ter Baghdad  fell,  the  bloody  events  of  ear- 
ly April  have  made  it  clear  that  the  U.S. 
hold  on  Iraq  remains  weak.  Staying  on 
track  will   require   two   things:    more 
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troops  to  maintain  security,  supplement- 
ed by  a  craftier  political  strategy. 

How  many  more  troops  will  the  U.S.-led 
coalition  need  to  restore  security? 

At  his  Apr.  13  news  conference,  Bush 
said  he  would  send  the  roughly  10,000 
additional  soldiers  commanders  re- 
quested to  bolster  the  150,000  coalition 
troops  on  the  ground.  But  analysts  such 
as  RAND  Corp.  peacekeeping  expert  and 
former  State  Dept.  special  envoy  James 
Dobbins  say  as  many  as  400,000  troops 
are  needed  to  match  the  peacekeeping 
clout  used  in  other  volatile  countries. 
The  250,000  Iraqis  the  U.S.  hopes  to 
have  in  uniform  will  help,  but  the  secu- 
rity services'  recent  refusal  to  fight  fellow 
Iraqis  shows  they  aren't  up  to  the  task— 
and  won't  be  for  at  least  a  year. 

Does  the  U.S.  have  the  manpower  on 
hand  to  send  the  number  of  troops 
needed? 

In  theory,  yes;  in  practice,  no.  The  Army, 
for  example,  already  is  deploying  22  of  33 
active  brigades,  with  4,000  to  5,000  sol- 
diers in  each.  Of  those,  16  brigades  are  al- 
ready in  Iraq.  Trouble  is,  today's  family- 
and  career-oriented  volunteer  force  is 
vasdy  different  from,  say,  the  draftees  of 
Vietnam.  Studies  show  the  military  can't 
keep  troops  on  active  deployment  more 
than  six  months  out  of  every  two  years 
without  damaging  recruitment  and  re- 
tention. By  that  standard,  the  force  al- 
ready is  stressed.  Troops  could  be  pulled 
from  around  the  globe  for  a  short  opera- 
tion, like  Desert  Storm,  but  not  for  the 
protracted  operation  now  needed  in  Iraq. 
Nor  is  expanding  the  military  the  solu- 
tion: It  would  take  two 
years  to  train  just  six 
brigades. 

To  what  extent  are 
other  nations, 
particularly  in  Europe, 
willing  to  step  in? 

A  major  influx  of  foreign  forces  is  unlike- 
ly. South  Korea,  which  depends  on 
American  goodwill  to  resolve  the  North 
Korean  nuclear  crisis,  remains  commit- 
ted to  sending  an  additional  3,000  sol- 
diers—despite public  opposition.  And 
Poland  and  Italy  will  keep  their  contin- 
gents in  place.  But  in  other  European 
capitals,  "there  is  no  desire  to  send 
troops"— even  if  the  U.N.  took  a  bigger 
role,  says  an  aide  to  European  Commis- 
sion President  Romano  Prodi.  Moreover, 
even  if  the  political  will  existed,  the 
troops  don't.  NATO  countries  could 
muster  at  most  10,000  soldiers  immedi- 
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Iraqis  do  not 
support  an 
indefinite 
occupation— 
and  neither 
does  America" 

-President  George  W.  Bush 


ately,  according  to  Ivo  H.  Daalder,  a  se- 
curity expert  at  the  Brookings  Institution. 
Even  so,  the  rift  between  the  U.S.  and 
such  countries  as  France  and  Germany 
over  Iraq  could  begin  to  close  as  Euro- 
pean policymakers  become  increasingly 


concerned  about  the  impact  of  a  potei 
U.S.  failure  in  Iraq.  "Europe  needs  to  i 
as  soon  as  possible,  the  means  to 
Washington,"  writes  Denis  Jeambar, 
tor-in-chief  of  U  Express,  the  mainst 
French  newsweekly. 

What  should  the  Coalition  Provisional 
Authority  be  doing  to  lend  more 
credibility  to  new  Iraqi  leaders? 

The  CPA  must  recognize  which 
the  U.S.-appointed  Iraqi  Gove: 
Council  represent  real  constituencies 
can  command  respect.  For  the  most 
that's  going  to  be  leaders  who  lifl 
through  Saddam  Hussein's  brutal  reig» 
not  the  exiles  who  courted  the  Bush  M 
ministration.  Those  who  were  initially  a 
eluded  from  the  Governing  Council  coi 
be  promised  roles  in  the  new  gove 
in  exchange  for  cooperation  in  oppo 
radicals,  who  threaten  to  turn  the  Shifc 
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Posters  depicting  Sistani 
and  Sadr  in  Baghdad 

majority  against  the  re- 
form effort. 

Can  the  U.N.  help? 

Absolutely.  U.N.  Special 
Adviser  Lakhdar  Brahimi 
is  playing  a  critical  role  in 
helping  form  a  new  Iraqi 
Interim  Government 
(IIG).  The  U.N.  is  reluc- 
tant to  appear  to  support 
the  occupation.  But 
Washington  hopes  that 
U.N.  Ambassador  John  D. 
Negroponte— who  is  like- 
ly to  be  named  the  first 
ambassador  to  Iraq  after 
power  is  handed  back- 
can  help  smooth  the  way 
for  a  U.N.  resolution  that 
would  boost  the  new 
Iraqi  government's  legiti- 
macy. The  U.N.  already 
is  helping  to  lay  the 
groundwork  for  the  elec- 
tion expected  in  January, 
2005,  and  is  likely  to 
oversee  it. 

But  the  tenuous  securi- 
ty situation  in  Iraq  contin- 
ues to  limit  the  U.N.'s 
role.  Brahimi  said  on  Apr. 
14  that  the  election  sched- 
ule depended  on  stopping 
the  outbursts  of  fighting. 
And      Secretary- General 
Kofi  A  Annan  remains 
wary  of  sending  in  a  re- 
action mission  after  the  August 
bombing  of  the  U.N.'s  Baghdad 
Yc  [uarters,  which  killed  24  people,  in- 
a  lg  envoy  Sergio  Vieira  de  Mello. 
lie  foreseeable  future,  insecurity  is 
to  be  a  major  constraint  for  us," 
said  on  Apr.  13.  "I  cannot  say  right 
n  iiat  I'm  going  to  be  sending  in  a 
U.N.  team."  Nor  will  there  be  blue 
its:  The  U.S.  doesn't  want  the  U.N. 
y  a  military  role. 


at  will  the  turnover  look  like? 

a  sr.  14,  Brahimi  called  for  replacing 
rrent  Governing  Council  on  June  30 
a  "consultative  assembly"  and  a 
iker  government  led  by  a  prime 
ter,  a  president,  and 
rice-presidents.  This 
regime  would  take 
domestic  functions 
lave  more  authority 


than  the  Governing  Council.  Iraqis  would 
adopt  legislation  on  their  own,  without 
the  U.S.  veto  in  place  now. 

Who  will  hold  power  after  June  30? 

That's  still  up  for  grabs.  Some,  if  not  all,  of 
the  members  of  the  Governing  Council 
could  be  in  the  caretaker  government.  The 
survivors  are  likely  to  be  those  who  have 
clout  with  local  groups— and  who  use  that 
constructively  to  help  tamp  down  the  in- 
surgencies in  Fallujah  and  elsewhere. 
One  pol  to  watch:  Ibrahim  Jaafari,  a  prag- 
matic Islamic  fundamentalist  and  major 
figure  in  the  Daawa  Islamic  Party.  Accord- 
ing to  Amatzia  Baram,  an  Iraq  expert  at 
the  U.S.  Institute  of  Peace,  polls  show  that 
Jaafari,  a  member  of  the  Governing  Coun- 
cil, is  the  most  popular  politician  in  Iraq 
today.  The  U.S.  needs  to  pay  more  atten- 
tion to  leaders  with  such  wide  appeal. 

How  important  a  role  will  the  leading 
Shiite  cleric,  Grand  Ayatollah  Ali  Husaini 
Sistani,  play  in  the  new  government? 

He's  sure  to  be  a  behind-the-scenes  pow- 
er. Sistani  already  has  flexed  his  muscles 
by  nixing  a  U.S.  proposal  to  use  caucuses 
to  pick  the  transitional  government.  And 
his  son  is  helping  to  cool  down  the  im- 
petuous Sadr,  whose  followers  seized  the 
holy  city  of  Najaf  in  early  April.  While  Sis- 
tani's  objectives  remain  hard  to  decipher, 
unlike  Sadr,  he  doesn't  feel  clerics  should 
assume  secular  governing  duties.  Sistani 
says  he  agrees  with  Sadr  that  the  U.S.  oc- 
cupiers should  leave— but  he  doesn't  be- 
lieve in  using  force. 

Could  the  turmoil  force  a  delay  in  the  June 
30  handover? 

Not  likely.  Iraqis'  expectations  are  so  high 
that  any  delay  in  Washington's  promise 
would  bring  more  unrest.  And  there's  lit- 
tle to  gain  from  delay.  "Iraqis  do  not  sup- 
port an  indefinite  occupation— and  nei- 
ther does  America,"  the  President  said  at 
his  news  conference. 


KEY  PLAYERS 

U.N.  envoy 

Brahimi, 

Negroponte 


What's  to  prevent  the  the  country  from 
sliding  into  civil  war  after  the  handoff,  as 
rival  political  factions  vie  for  power? 

The  risk  of  a  meltdown  exists.  But  Uncle 
Sam's  presence  will  continue  to  loom 
large.  The  U.S.  will  be  responsible  for  se- 
curity for  some  time,  which  should 
dampen  political  violence.  The  $18  billion 
in  aid  that  the  U.S.  plans  to  pour  into  Iraq 
will  prop  up  the  economy  and  could  help 
pacify  various  factions.  An  expanded  U.S. 
embassy  will  work  on  an  array  of  pro- 
grams, from  health  care  to  setting  up  a  ju- 
diciary. And  U.N.  involvement  in  the  po- 
litical process  should  add  legitimacy. 

Has  the  Bush  Administration  learned 
anything  from  its  star-crossed  Iraq 
intervention? 

As  the  President  showed  at  his  news  con- 
ference, he  and  his  team  don't  publicly 
admit  errors.  But  clearly  the  White  House 
is  improvising.  It  has  zigzagged  repeat- 
edly in  its  strategy  and  tactics.  Rather 
than  follow  its  initial  plan  to  leave  intact 
Iraq's  military  and  civilian  bureaucracies 
while  ridding  them  of  Saddam's  Baath 
Party  influence,  the  U.S.  dismembered 
those  institutions— creating  widespread 
unemployment  and  animosity.  The  U.S. 
military  was  supposed  to  have  30,000 
troops  on  the  ground  by  now  but  has  four 
or  five  times  that  number.  Reliance  on  the 
U.N.  once  was  anathema  for  Bush.  Now  it 
appears  to  be  a  key  to  his  strategy. 

The  White  House  insists  that  despite 
the  setbacks,  U.S.  policy  in  Iraq  is  on 
track.  "We'll  stay  the  course,"  Bush  re- 
peated several  times  at  his  news  confer- 
ence. The  President  says  he  feels  "deep  in 
my  soul"  that  what  the  U.S.  is  doing  in 
Iraq  is  right,  and  says  he  remains  con- 
vinced that  the  outcome  is  not  in  doubt. 
Still,  the  Bush  crew  has  clearly  been  chas- 
tened. Nation-building  anywhere,  let 
alone  in  the  volatile  Middle  East,  is  al- 
ways a  Herculean  task.  Says  peacekeep- 
ing veteran  Dobbins:  "We  have  done  it 
quickly,  and  we  have  done  it 
well.  But  we  have  never 
done  it  quickly  and  well." 
That's  a  lesson  the  Bush  Ad- 
ministration is  now  painful- 
ly learning.  ■ 

-By  Stan  Crock  in  Wash- 
ington, with  John  Rossant  in 
Paris,  David  Fairlamb  in 
Frankfurt,  Moon  Ihlwan  in 
Seoul,  and  bureau  reports 
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For  an 

interview  with  Iraq's  Defense 
Minister,  Ali  Allawi,  go  to  the 
Apr.  26  issue  online  at 
www.businessweek.com 
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It's  Time  to  Shelve 
The  Rumsfeld  Doctrim 

Too  few  soldiers  and  no  exit  plan  have  led  to  upheaval  in  Iraq 


DENIAL  IS  RAMPANT  in  Wash- 
ington. There  is  denial  that  in- 
telligence mistakes  were  made 
in  the  months  and  years  before 
September  11.  There  is  denial 
that  foreign  policy  mistakes  were  made  in 
the  runup  to  the  war  in  Iraq.  There  is  de- 
nial that  the  Shiite  revolts  mark  a  turning 
point  in  the  postwar  occupation.  And  most 
importantly,  there  is  denial  that  the  mili- 
tary strategy  going  into  Iraq,  the  Rumsfeld  Doctrine,  is  a  failure. 
The  best  hope  left  of  establishing  a  stable  Iraqi  democracy  is  to 
replace  that  doctrine,  which  emphasizes  small,  light,  and  fast 
military  operations,  with  its  rival,  the  Powell  Doctrine,  devised 
by  then  Chairman  of  the  Joint  Chiefs  of  Staff  Colin  Powell.  The 
Powell  Doctrine  calls  for  overwhelming  force  shaped  by  very 
clear  political  goals  and  a  specific  exit  strategy,  two  things  lack- 
ing today  in  Iraq. 

The  failure  of  the  Rumsfeld  Doctrine  in  Iraq  is 
all  too  clear— too  few  boots  on  the  ground,  too  lit- 
tle legitimacy  for  America  and  its  handpicked  Gov- 
erning Council,  too  many  shifting  goals,  and  no 
clear  exit  strategy.  The  result  in  recent  weeks  has 
been  a  cycle  of  kidnappings,  ambushes,  counter- 
strikes,  death,  and  destruction  that  increasingly 
echoes  the  disaster  in  Vietnam.  The  silent  majori- 
ty of  Iraqis  who  in  polls  just  weeks  ago  said  that 
life  was  better  today  than  under  Saddam  Hussein 
is  being  radicalized.  Moderate  Shiite  leaders  who 
tolerated  the  U.S.  occupation  are  turning  increas- 
ingly impatient  and  anti-American.  The  goodwill 
among  the  majority  of  Iraqis  that  America  gained  in  over- 
throwing Saddam  is  being  squandered.  There  is  still  an  oppor- 
tunity for  the  Bush  Administration  to  set  Iraq  onto  a  political 
path  leading  to  representative  democracy.  But  it  needs  to  ac- 
knowledge mistakes  and  move  on. 

Here's  why:  The  Rumsfeld  Doctrine  promised  that  a  high- 
tech  military  could  easily  win  battles  anywhere  around  the  world 
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Invading 
Iraq  without 
international 
support  has 
hobbled  the 
handover 


with  relatively  small  numbers  of  soldiers  on  the  ground.  It 
gued  that  the  power  and  accuracy  of  the  latest  weapons  n 
than  compensated  for  fewer  troops,  releasing  the  U.S.  from 
constraints  of  needing  allies  to  help  supply  large  numbers  of 
diers.  It  allowed  the  U.S.  to  bypass  the  U.N.  and  NATO  in 
jecting  power  overseas.  In  effect,  the  Rumsfeld  Doctrine 
vided  the  military  rationale  for  the  Administration's  for* 
policy  of  unilateral  preemption  that  was  anti-European  (Old 
rope— France  and  Germany)  and  anti-U.N.  Prior  to  the  Per  f 
Gulf  War,  George  H.W.  Bush  spent  months  negotiating  \* 
dozens  of  countries  to  assemble  a  huge  coalition  of  Europ 
and  Middle  Eastern  armies  to  overwhelm  Saddam.  Buj 
played  by  the  rules  of  the  Powell  Doctrine.  Bush  II  took  the 
in  basically  alone,  with  real  help  only  from  the  British. 

The  deficiencies  appeared  in  the  first  days  of  the  Iraq 
American  troops  were  dazzling  in  their  dash  across  the  desf 
of  Iraq  to  take  Baghdad,  and  the  country,  in  mere  weeks.  Yet 
relative  paucity  of  troops,  one-third  of  the  total  used  in  the  ( 
War,  meant  that  many  cities  were  simply  bypassed  in  the  ir 
sion,  especially  in  the  Sunni  heartland,  Saddam's  source 
power.  The  Sunnis,  the  20%  minority  who  have  dominated  ] 
for  centuries,  were  never  conquered.  Mor 
passed  before  U.S.  troops  entered  Fallujah 
other  towns. 

The  failure  to  establish  security  in  Iraq  imi 
diately  after  the  downfall  of  Saddam  also  led 
loss  of  legitimacy  that  is  felt  today.  Not  only  v, 
Saddam's  armed  henchmen  left  to  roam  free 
looters  and  criminals  soon  dominated  Bagh< 
and  other  Iraqi  cities.  The  U.S.  military  wa 
able— or  willing— to  stop  the  crime  wave.  Arn  " 
militias  coalesced  in  this  vacuum  to  offer  proi  ' 
tion  to  Iraqis,  including  one  overseen  by  rad  ' 
fundamentalist  cleric  Moqtada  al-Sadr,  who  I 
the  recent  rebellion.  By  disbanding  the  400,0' a 
strong  Iraqi  army,  the  U.S.  made  the  power  vacuum  worse.  D 
forts  to  build  a  new  army  and  police  force  didn't  work,  eitl B 
In  the  recent  fighting,  the  army  mutinied  and  many  po  * 
joined  the  rebels. 

In  the  end,  former  U.S.  Army  Chief  of  Staff  Eric  Shinseki  a  » 
right  when  he  said  that  "several  hundred  thousand"  tro»  1 
would  be  needed  to  conquer,  occupy,  and  provide  security  to  " 
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,  3le  of  Iraq.  But  that  would  have  required  support  from  Eu- 
:  and  the  U.N.  Belatedly,  the  military  is  asking  for  roughly 
00  more  ground  soldiers,  but  far  more  may  be  needed  to 
*Q  ide  security  to  Iraqis. 


;;Shot  at  Stability 

3  ;  BYPASSING  OF  THE  U.N.  contributed  to  Washington's  fail- 
i,to  build  a  credible  interim  government.  In  Bosnia  and 
'  Janistan,  the  U.S.  asked  the  U.N.  to  play  a  leading  role  in  set- 
•J  up  democratic  political  systems.  But  not  in  Iraq.  Instead,  the 
'q,  j,  i  Administration  installed  exiles  led  by  Ahmed  Chalabi,  who 
0  f j  virtually  no  support  inside  Iraq.  Those  Iraqis  with  real  pow- 
"?   *manded  that  the  U.N.  play  a  central  role  in  shaping  the  new 
j.  i  ical  process.  The  man  with  perhaps  the  most  authority  in 
\, ,  the  Grand  Ayatollah  Ali  Husaini  Sistani,  said  from  the  start 
J  le  occupation  that  he  would  not  negotiate  directly  with  the 
e"  ,  but  would  deal  with  the  U.N.  Sistani  is  a  natural  ally  of  the 
\  He  is  a  moderate,  calling  for  Iraqi  clerics  to  stay  out  of  gov- 
l  nent  and  to  avoid  fighting  with  the  Americans.  His  son  is  ne- 
JJ  ating  direcdy  with  al-Sadr  to  end  the  rebellion.  He  is  also 
ng  with  U.N.  envoy  Lakhdar  Brahimi  on  setting  up  a  new 
^  sitional  government.  Yet  L.  Paul  Bremer  III,  the  chief  U.S.  ad- 
*  J  istrator  in  Baghdad,  has  consistently  ignored  Sistani. 
'  /hat  is  to  be  done  now?  A  return  to  the  Powell  Doctrine 
Id  accomplish  a  number  of  key  goals.  Significandy  higher 
f J  p  levels  would  crush,  finally,  Baathist  resistance  and  provide 
[C.  J  e  security  to  Iraqis.  The  U.S.  may  have  to  bring  back  the  di- 


visions it  sent  home.  Accepting  a  key  U.N.  role  in  shaping  the 
political  process  would  bring  in  moderate  Iraqi  clerics  and  pro- 
mote the  best  chance  of  creating  a  stable  government.  It  is  the 
only  way  to  get  support  from  European  and  Asian  allies. 

The  realpohtik  of  the  Powell  Doctrine  would  also  force  Wash- 
ington to  limit  its  goals  and  make  its  exit  strategy  clear.  Is  the 
goal  of  the  U.S.  to  set  up  a  stable  Iraqi  government  that  bal- 
ances Kurd,  Sunni,  and  Shiite  interests?  That  might  take  three 
or  four  years  of  military  and  financial  help.  But  if  the  goal  is  to 
build  a  genuine  Iraqi  democracy  that  protects  women's  rights, 
that  could  take  decades.  What  is  truly  feasible? 

Facts  on  the  ground  in  Iraq  are  already  pushing  the  Admin- 
istration to  change  course.  The  military  is  asking  for  a  lot  more 
troops.  Washington  is  giving  the  U.N.  carte  blanche  to  negoti- 
ate directly  with  Sistani  and  other  Iraqi  moderates  on  the  com- 
position of  the  next  transitional  Iraqi  government,  key  details  of 
the  new  Iraqi  constitution,  and  the  rules  of  the  national  election 
that  will  occur  in  2005.  In  his  Apr.  13  speech  on  Iraq,  President 
Bush  expressly  welcomed  the  growing  role  of  the  U.N.  in  Iraq 
and  suggested  a  role  for  NATO  there  as  well.  Washington  is  fi- 
nally acknowledging  that  it  can't  do  it  alone. 

There  is  a  certain  Kafkaesque  quality  to  Washington  these 
days.  Congressional  hearings  are  held  and  speeches  are  made 
about  September  11  and  the  Iraq  war  in  which  people  deny  ob- 
vious past  realities.  The  bloody  events  of  recent  weeks  in  Iraq  are 
forcing  the  U.S.  to  acknowledge  a  new  set  of  present  realities. 
The  Bush  Administration  needs  the  help  of  the  U.N.,  NATO,  and 
its  allies.  It's  crunch  time  in  Iraq.  Let's  be  honest  about  it.  ■ 
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FOR  NOW,  IT'S  A 
ONE-ISSUE  CAMPAIGN 

Suddenly,  Iraq  is  overshadowing  all  else. 
That's  bad  news  for  the  President 


si 


k 


» 


OR  THE  FIRST  TIME  SINCE 
the  quagmire  of  Vietnam 
and  the  humiliating  Iranian 
hostage  crisis,  it  looks  like 
international  events  rather 
than  economic  issues  could 
shape  an  American  Presi- 
dential campaign.  With  violence  escalat- 
ing and  U.S.  casualties  climbing  in  Iraq, 
President  Bush's  conduct  of  foreign  pol- 
icy is  coming  under  an  increasingly 
harsh  light.  Like  Jimmy  Carter  and  Lyn- 
don B.  Johnson  before  him,  Bush's  fu- 
ture could  be  determined  by  upheavals 
halfway  around  the  world.  "Forces  be- 
yond his  control  may  call  the  tune,"  says 
Emory  University  political  scientist 
Merle  Black.  "It  makes  Bush  a  prisoner 
of  events." 

Bush,  of  course,  is  struggling  mightily 
to  avoid  that  fate.  When  the  President 
stepped  to  the  East  Room  podium  on 
Apr.  13  for  only  the  third  prime-time 
news  conference  of  his  Presidency,  he 
hoped  to  persuade  the  world  that  he  had 
done  the  right  thing  in  invading  Iraq— 
and  demonstrate  that  he  had  a  clear 
strategy  for  building  stable  self-rule 
there.  Yet  while  Democratic  rival  John 
Kerry  faces  serious 
challenges  convincing 
Americans  that  he  is  up 
to  the  job  of  Comman- 
der-in-Chief, it  is  Bush 
who  is  on  the  hot  seat 
right  now.  "It  is  a  per- 
ilous time  politically 
for  the  Administra- 
tion," says  Raphael  So- 
nenshein,  a  political 
scientist  at  California 
State  University  at 
Fullerton.  "They  are 
defending  the  crown 
jewels,  and  if  they  lose 
the  [political]  strength 


HOT  SEAT  Shades  of 
LBJ  and  Carter? 


of  9/H,  then  everything  else 
falls  apart." 

Public  opinion  polls  under- 
line Bush's  cloudy  prospects. 
Despite  a  raft  of  positive  eco- 
nomic news,  Iraq  backlash  is 
causing  the  President  to  lose 
ground  with  several  key  elec- 
toral blocs— particularly  inde- 
pendents, young  voters,  and 
elderly  white  women.  An  Apr. 
5-8  Gallup  Poll  showed  Kerry 
with  a  substantial  edge 
among  independent  voters: 
50%,  vs.  36%  for  Bush  and  9%  for  inde- 
pendent Ralph  Nader. 

Much  of  the  President's  deterioration 
among  swing  voters  can  be  tied  directly 
to  the  spreading  violence  in  Iraq:  Just 
31%  of  unaligned  voters  say  things  are 
going  well  with  the  intervention.  While 
Bush  argues  the  U.S.  effort  in  Iraq  is  es- 
sentially on  track,  independents  are 
more  likely  than  either  Democrats  or  Re- 
publicans to  call  for  additional  U.S. 
troops.  And  only  46%  of  nonpartisan 
voters  now  say  going  to  war  was  worth  it, 
down  from  69%  last  April,  after  the  fall  of 
Baghdad.  "In  the  past,  those  swing  vot- 


Bush  Is 
Hurting... 

Do  you  approve  or  disapprove 
of  the  way  Bush  is  handling 
the  situation  in  Iraq? 


...But  Kerry 
Isn't  Helped 

Which  candidate  do  you  think 
would  do  a  better  job... 


May  1-2, 
2003 


69%     26 


Dec  18-19, 
2003 


50       43 


April  8-9, 
2004 


...on  the 
situation  in 
Iraq? 


44       51 


...in  tne  war 
on  terrorism? 


47%     34' 


ers  have  voted  their  pocketbooks,"  s 
independent  New  Hampshire  poll 
Dick  Bennett.  "But  now  it's  Iraq,  p 
and  simple.  White  House  bluster  wi 
work.  They  want  results." 

That's  cause  for  concern  among  soi 
Bush  loyalists,  who  worry  not  only  ab< 
the  President's  prospects  but  also  abot 
potential  Republican  party  meltdov 
Predicts  one  Senate  Republican  aide: 
the  U.S.  does  not  stop  the  civil  disorder 
Iraq,  there  will  be  electoral  disorder 
the  GOP." 

Still,  it's  a  big  leap  of  logic  to  arg 
that  a  particularly  cruel  April  for  Bu 
paves  the  way  for  victory  by  Kerry  a 
Hill  Democrats.  For  starters,  the  Mass 
chusetts  senator  will  have 
win  over  voters  who  dot 
his  ability  to  cope  with  on*; 
ing  international  crises, 
stream  of  Republican  cai   , 
paign  commercials  has    ►• 
ready  had  some  success  fl 
"planting  the  image  that  h  j 
a  flip-flopper,"  says  fornt 
Reagan  Chief  of  Staff  Ke  H 
neth  M.  Duberstein.  An  At  »j] 
6-7  Fox  News/Opinion  E 
namics  Poll  found  that  vote  In 
feel  Bush  would  do  a  bed  to 
job  than  Kerry  in  combati  & 
terrorism,  51%  to  33%.  By  47%  to  34  i; 
those  surveyed  said  the  President  wot  n 
do  a  superior  job  handling  Iraq. 

Events  in  Iraq  have  scrambled  the  pol  &i 
ical  equation.  A  few  weeks  ago,  the  Deir  a 
cratic  campaign  was  attacking  the  Pre  fc 
dent  on  the  economy  and  the  outsourci  "- 
of  U.S.  jobs.  Republicans,  meanw 
were  trumpeting  the  declining  death  tol  J 
Iraq  and  extolling  Bush's  steady  nation.*  n 
security  hand.  Now,  in  a  massive  politic  i 
inversion,  Democratic  firebrands  are  d  a!i 
nouncing  Administration  incompeten  a 
on  the  international  stage,  and  GOP  spi  ^ 
ners  are  talking  up  the  300,000  new  jo  n 
that  were  created 
March.  If  the  Iraq  si^| 
tion  takes  a  deci 
turn  for  the  better,  B 
might  be  able  to 
fuller  advantage  of 
economic  revival.  B 
the  conflict  in  Iraq 
tinues  to  rage  throat! 
Election  Day,  securi  i 
issues  could  oversha 
ow  even  the  best  of  ec 
nomicnews.  ■ 
-By  RichardS. 
ham,  with  Paula 
and  Mike  McNa 
Washi 
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Data  \e\¥5weet<  Pot  1.005  adults .  margin  of  error  +/-3  Fox  Ne 
Poll  900  regis:  7  nnargin  of  error  +/-3 
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\  [earts,  Minds,  and  Mistakes 

w  can  the  U.S.  win  back  the  goodwill  it  lost  in  Iraq?  First,  empower  the  Iraqis 


STANLEY  REED 
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OW  DID  THE  U.S.  lose  the 

goodwill  it  had  acquired  by 

toppling  Saddam?  Ask  Iraqis 

what    the    Americans    did 

wrong,  and  the  answer  is  sim- 

You  excluded  us  from  running  our 

*  n  country,  and  you  don't  care  what  we 

ik.  This,  to  the  Iraqis,  has  been  the  pat- 

from  the  beginning.  The  result  has 

'ma  huge  split  in  how  the  Americans 

tvo  Iraqis  have  seen  events,  almost  from 

i  bs  lay  Saddam's  statue  crashed  down. 

M  ike  the  U.S.  decision  to  dissolve  the 

03  i  Army.  At  the  time  it  looked  like  a 

:«t  it  way  to  dispense  with  a  potential 
ble  spot.  But  to  many  Iraqis,  it  was 

A  ake  No.  1:  The  rank  and  file  were  sim- 

De  soldiers,  not  thugs.  Then  the  U.S. 

■  ft  led  out  Baath  Party  members  from  po- 

J  ns  of  influence.  Again,  it  seemed  to 

nul  e  sense  to  the  Americans,  who  saw  the 

tita  y  as  Saddam's  core  power  structure. 

(jo   to  thousands  of  Iraqi  professionals, 

,:;    ibership  was  nothing  sinister.  Result: 

IK  ilienation  of  many  influential  Iraqis,  a 

J  equence  the  U.S.  surely  did  not  intend, 
lis  split  shows  itself  even  more  in  the 
endous  events  of  early  April.  How 
d  the  U.S.  not  retaliate  against  Fallujah 
he  brutal  killings  of  civilian  contract 
cers?  Yet  many  Iraqis  criticize  the  U.S. 
ot  bothering  to  consult  the  Iraqi  Gov- 
ig  Council  about  an  appropriate  response.  There  is  no  sim- 
olution  for  this  nasty  mess.  But  many  Iraqis  condemn  the 
iricans  for  punishing  an  entire  city  for  the  crimes  of  a  hand- 
n  that  sense,  the  perpetrators  have  successfully  driven  an- 
r  wedge  between  Americans  and  Iraqis.  "The  problem  was 
hat  the  U.S.  responded  with  force,  it  was  that  it  did  so  with- 
:lear  political  objectives,  support  from  the  [Iraqi]  Govern- 
louncil,  and  without  proper  consideration  of  how  the  fight- 
might  impact  on  Sunni,  Iraqi,  and  Arab  public  opinion," 
Anthony  H.  Cordesman,  a  military  analyst  at  the  Center  for 
tegic  &  International  Studies  in  Washington. 
:rhaps  the  biggest  U.S.  mistake  has  been  a  failure  to  un- 
tand  the  complexities  of  the  Shiite  community.  The  U.S. 


thought  it  could  count  on  the  support  of  the  Shiites,  a  group 
heavily  persecuted  under  Saddam.  After  all,  the  Kurds  backed 
the  U.S.— why  not  the  Shiites?  But  about  a  third  of  all  Shiites 
think  the  war  unjust  and  consider  the  occupation  humiliating. 
A  recent  poll  found  that  12%  of  Shiites  think  violence  against 
the  coalition  was  justified.  At  close  to  2  million,  this  minority  is 
big  enough  to  cause  serious  trouble— and  back  Moqtada  al- 
Sadr's  radical  movement.  That's  why  some  Shiite  politicians 
think  the  U.S.  should  have  reached  out  to  the  reasonable  lead- 
ers in  Sadr's  group  and  even  appointed  one  or  two  to  the  coun- 
cil. That  way,  the  erratic  Sadr  might  have  been  marginalized. 

Even  when  Americans  have  tried  to  deal  with  Shiite  leaders, 
Iraqis  feel  they  have  not  had  the  right  antennas.  U.S.  wran- 
gling with  Ayatollah  Ali  Husaini  Sistani,  Iraq's  most  respect- 
ed Shiite  cleric,  over  the  desirability  of 
holding  elections  and  over  language  of  an 
interim  Iraqi  constitution  has  been  dam- 
aging. To  the  U.S.,  the  wrangling  may 
have  seemed  justified:  It  did  not  want  to 
appear  to  cave  in  to  one  cleric's  demands. 
Yet  the  moderate  Sistani  is  a  natural  ally 
of  the  U.S.,  and  the  tough  U.S.  stance  of- 
fended many.  "If  they  continue  this  policy 
of  neglecting  Sistani,  he  will  lose  his  sta- 
tus," says  Ghanim  Jawad,  a  Shiite  activist 
in  London.  "The  people  around  him  will 
pressure  him  to  do  something." 

The  U.S.  is  beginning  to  learn,  senior 
Iraqis  say.  For  instance,  the  new  Defense 
Minister,  Ali  Allawi,  says  he  has  broad  au- 
thority over  appointments,  although  the 
U.S.  will  have  a  large  say  in  training  and 
operations.  Allawi  says  that  U.S.  officials 
are  starting  to  realize  they  have  been  too 
slow  to  hand  over  power  and  build  up  the 
credibility  of  the  U.S.-appointed  Governing 
Council.  As  a  senior  British  official  says,  "it 
has  been  strangely  difficult"  to  persuade 
the  council  to  "get  out  and  speak  about 
how  the  new  Iraq  is  taking  shape." 
Yet  the  standoffs  with  Sadr  and  in  Fallujah  have  forced  the 
council  into  action.  Individual  members  are  acting  as  mediators 
between  the  U.S.  and  its  Iraqi  antagonists  in  both  situations. 
Sistani's  son  is  playing  a  role  in  negotiations  as  well.  "We  are 
very  near  the  edge,  but  we  aren't  going  to  fall  over  it,  that  is  for 
sure,"  reflects  Allawi.  The  Americans  still  have  great  strength, 
both  military  and  economic.  Many  Iraqis  yearn  for  a  peaceful 
solution.  But  June  30  is  fast  approaching.  And  the  Iraqis  and 
Americans  have  yet  to  understand  each  other.  ■ 
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The  U.S.  hunts 
for  insurgents 
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THE  TROUBLE  WITH 
GUSHING  OIL  DEMAND 

Traders,  worried  about  any  interruption 
in  supply,  have  bid  up  prices 


ONE  YEAR  AGO,  WHEN 
coalition  forces  were 
rolling  to  victory  in  Iraq 
and  optimism  abound- 
ed, crude  oil  for  delivery 
in  May,  2004,  was  run- 
ning at  $25  a  barrel.  To- 
day, the  New  York  Mercantile  Exchange 
price  for  oil  delivered  next  month  is  over 
$36— a  nearly  50%  increase  in  the  futures 
price  for  one  of  the  industrial  world's 
most  essential  commodities.  Costly  oil 
has  helped  drive  up  the  U.S.  retail  price  of 
regular  gasoline  to  a  record  national  av- 
erage of  $1.79  a  gallon,  a  20%  hike  so  far 
this  year.  Now  for  the  really  bad  news: 
While  the  price  of  oil  could  retreat  in 
coming  months,  hopes  for  a  quick  return 
to  $25  a  barrel  are  increasingly  remote. 

The  main  problem:  Worldwide  de- 
mand for  oil  is  growing  fast,  led  by  China 
and  the  U.S.  At  the  same  time,  the 
amount  of  spare  production  capacity 
worldwide  is  down  to  a  little  over  2  mil- 
lion barrels  a  day.  That' s  just  half  the  wig- 
gle room  that  existed  in  late  2002,  ac- 
cording to  Energy  Dept.  data.  So  even 
though  oil  supplies  seem  adequate  today 
and  more .  projects  are  coming  online 
soon,  the  markets  are  on  edge.  Traders 
have  bid  up  prices  out  of  concern  that 
there  won't  be  enough  oil  available  if  de- 
mand exceeds  expectations.  They're  also 


pushing  up  prices  because,  in  the  volatile 
world  of  oil  production,  there's  always  a 
chance  for  a  big  interruption  in  supply. 

THE  CHINA  FACTOR 

THE  ONLY  GOOD  news  in  this  picture:  So 
far,  fears  that  high  oil  prices  would  de- 
press economic  growth  haven't  come 
true.  The  most  recent  leap  in  the  volatile 
oil  market  occurred  on  Apr.  9,  after  the  In- 
ternational Energy  Agency  revised  its 
world  oil-demand  forecast  upward  for  the 
sixth  straight  month.  The  agency  esti- 
mated that  China's  oil  demand  rose  by 
18%  in  the  first  quarter— and  is  likely  to 
grow  13%  for  the  year  as  a  whole.  While 


much  of  that  reflects  industrial  groj 
China's   rapidly   expanding   consi 
class  is  also  pouring  money  into  new  < 
"China's  economy  just  keeps  rolling,! 
there  is  no  imminent  sign  that  it's  go 
to  stop,"  Klaus  Rehaag,  head  of  the  li 
oil  industry  and  market  unit,  told] 
porters.  The  IEA  expects  world  oil 
mand  to  grow  over  2%  this  year,  with  I 
na  alone  accounting  for  40%  of  the  jv 
and  the  U.S.— the  world's  biggest  end 
user— for  close  to  20%. 

With  demand  so  robust,  it's  ea 
the  market  to  get  spooked  by  fea 
supply  shortfalls.  For  one  thing,  tra 
are  worried  that  OPEC  is  pumping] 
little  oil,  which  could  cause  price 
spike  even  higher  1 
this  year.  Led  by ! 
Arabia,  OPEC  cut  | 
cial  production  qt 
by  1  million  barre 
day  as  of  Apr.  lj 
though  actual  pre 
tion  is  unlikely  to| 
much  because  of  < 
ta     cheating.     01 
says  that  by  hold 
the  line  on  proc 
tion,  it's  just 
avoid   a   glut, 
members  argue 
the  high  price  of  < 
necessary  to  offset 
slip    of    the    dc 
against  the  euro 
the  yen.  Since  on 
paid  for  in  dollars; 
currency's  decline] 
reduced  the  buying  power  that  Ol 
gets  in  exchange  for  its  oil. 

Worries  over  unrest  in  Iraq  and  fe 
more  terrorist  attacks,  especially  on  oij 
cilities,  are  also  rattling  markets.  If  ] 
were  to  descend  into  chaos,  the  2 
barrels  a  day  it's  now  producing 
quickly  drop  to  nothing.  An  even  bi 
concern  is  instability  in  Saudi 
Sporadic  violence  continued  on  Apr 
when  militants  killed  four  Saudi 
men  and  escaped  in  their  cars. 


PUMP  CRAZY  In 

China,  lots  of 
thirsty  new  cars 


Oil:  What 
Could  Go 
Wrong 

By  2008,  oil  producers 
plan  to  increase 
output  by  12%,  or  10 
million  barrels  a  day. 
But  there  are  risks: 
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SHARE  OF  PROJECTED  INCREASE  IN  WORLD  OUTPUT  THROUGH  2008 


\% 


Foreign 
investors  are 
reluctant 
following  the 
arrest  of 
Russian  oil 
major  Yukos' 
CEO. 


j  Although  a 
decades-long 

J  civil  war 
has  ended, 
unrest 
continues  to 
threaten  the 
government. 
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Strikes  by  oil 
workers 
opposed  to 
President  Hugo 
Chavez  could 
drastically 
curtail 
production. 
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A  reliable 
supplier  with 
room  to  grow, 
but  unrest 
against  the 
•;ment 
disrupt 
su     ies. 


New  fields  are 
in  deep  Atlantic 
waters,  where 
wells  cost  $100 
million  apiece. 
Bad  drilling 
decisions  could 
be  costly. 


Data:  ihS  Energy  Grc 
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Muslin       lb 

neighboring 

north  wai   a 

Uzbekistan 

bigger  share* 

linked  to 

the  national 

al  Qaeda 

wealth.  AI^H 

have  raised 

Qaeda   a 

security 

singled  '   Jt 

concerns. 

as  a  target 

e  tor  the  Analysis  ol  Glob. 

mare  scenario:  al  Qaeda  launching 
-scale  attacks  on  Saudi  Arabia's  oil 
structure,  such  as  Ras  Tanura,  the 
ial  island  in  the  Persian  Gulf  that 
i  world's  biggest  facility  for  loading 
;rs  with  crude.  "You  could  crash  a 
:  into  that  and  take  3  to  4  million 
Is  off  the  market  overnight,"  says 
Luft,  executive  director  of  the 
lington-based  Institute  for  the 
psis  of  Global  Security. 

MISING  NEW  FIELDS 

OURSE,  IF  the  world  can  dodge  ter- 
'b  n  and  political  turmoil,  the  oudook 
*  >il  prices  is  far  more  sanguine. 
4  e's  plenty  of  oil  in  the  ground  that' s 
i;   rerable  at  low  cost.  Indeed,  oil 
>anies  are  revving  up  projects  in 
rising  new  fields  from  the  Caspian 
o  the  deep  waters  off  the  coast  of 
la.  If  producers  follow  through 
their  plans,  then  by  2008,  says  IHS 
rti  gy,  an  Englewood  (Colo.)  consult- 
firm,  these  projects  could  boost 
i  oil  output  by  12%,  or  nearly  10 
m  barrels  a  day.  That's  a  lot.  By 
ast,  the  Energy  Dept.  estimates  that 
U  take  until  2010  for  world  con- 
"Ji  )tion  to  rise  by  9  million  barrels  a 
-meaning  that  an  oil  glut  could  ma- 
ize in  the  medium  term.  "There's  a 
y  good  chance  that  we'll  see  prices 
ffi  ne,"  says  Philip  H.  Stark,  IHS  Ener- 
ice-president  for  industry  relations, 
lat  rosy  scenario  again  depends  on 
d  stability.  Politics  could  easily  dis- 
some  projects.  Russia  accounts  for 
17%  of  the  total  projected  world 
uction  increase  by  2008,  according 
S.  But  that  won't  happen  if  Russian 
'i  Mnpanies  run  afoul  of  strongman 
dent  Vladimir  V.  Putin,  who  re- 
y  jailed  Russia's  richest  oil  mag- 
Mikhail  Khodorkovsky. 
sewhere,  ethnic  unrest  continues  to 
tb   ten  Nigeria  and  Angola,  which  IHS 
HE   cts  will  have  the  biggest  output  fil- 
es in  Africa.  In  Kazakhstan,  the 
oil  star  of  Central  Asia,  the  fear  is 
fie  terrorism,  which  has  already  be- 
to  take  a  toll  on  neighboring 
jf:  Tristan.  Venezuela  remains   em- 
ir ed  in  a  power  struggle  between 
dent  Hugo  Chavez  and  the  nation's 
H   le  class,  including  white-collar  oil 
ers.  So  even  though  there's  no 
Wage  of  oil  in  the  ground,  there's  still 
>n  to  worry  that  we'll  be  paying 
prices  for  crude  and  gasoline  for  a 
time  to  come.  ■ 

-By  Peter  Coy  in  New  York, 

with  Stanley  Reed  in  London  and 

Jason  Bush  in  Moscow 
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THE  NEW  ESCAPE 

^                                                           Fuel  economy  will 
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AUTO  MAKERS 


GENTLEMEN,  START 
YOUR  HYBRIDS 

Ford,  Toyota,  and  Honda  are  betting  on  a 
payoff.  GM  and  others  aren't  so  sure 


ETROIT'S  BIG  THREE 
auto  makers  can  be  fierce 
rivals  in  the  marketplace. 
But  when  it  comes  to 
holding  the  line  on  im- 
provements in  fuel  effi- 
ciency, they've  always 
been  comrades-in-arms.  All  have  battled 
tougher  fuel-economy  regulations.  They 
have  dragged  their  heels  when  it  comes  to 
developing  gas-sipping  technologies  such 
as  gasoline-electric  hybrid  cars. 

Now  Ford  Motor  Co.,  which  has  long 


espoused  a  green  philosophy,  is  finally 
getting  serious.  Chairman  and  CEO 
William  C.  Ford  Jr.  drove  the  new  34- 
mile-per-gallon  Escape  sport-utility  ve- 
hicle around  Manhattan  in  mid-April  to 
show  off  its  performance.  The  company 
will  start  selling  the  hybrid  Escape  late 
this  summer,  and  Ford  says  it  will  roll 
out  two  others  by  2007.  "We  think  the 
importance  of  fuel  economy  will  only 
increase,"  Ford  says.  "We  will  push  for 
more  hybrids." 

Ford's  newfound  resolve  to  deliver 
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LEXUS  RX400hSUVV-8 

power  at  30-plus  mpg 


more  hybrids  has  split  the  industry  into 
two  camps.  Ford,  Honda  Motor,  and  Toy- 
ota Motor  are  betting  that  these  vehicles— 
which  combine  an  electric  motor  with  a 
conventional  engine— are  the  best  way  to 
save  gas,  clean  up  emissions,  and  meet 
government  regulations.  But  the  indus- 
try's three  other  big  players— General 
Motors,  DaimlerChrysler,  and  Nissan  Mo- 
tor—aren't so  enamored.  All  plan  limited 
hybrid  rollouts  but  question  whether 
there's  sufficient  demand  to  justify  billion- 
dollar  investments  and  higher  sticker 
prices.  More  impor- 
tant, they're  putting 
money  into  other 
technologies,  such  as 
hydrogen-  or  diesel- 
powered  cars,  that 
they  think  will  prove  a 
better  alternative  to 
today's  gasoline-pow- 
ered engines.  Says 
GM  Vice-Chairman 
Robert  A.  Lutz:  "I  frankly  do 
not  view  hybrids  as  the  future 
transportation  solution." 

Both  sides  are  making  calcu- 
lated gambles.  Toyota,  Honda, 
and  Ford  are  betting  billions 
that  hybrids  will  sell  briskly 
enough  to  eventually  turn  a 
profit.  They  also  think  hybrids 
will  help  them  acquire  the 
knowhow  needed  to  develop 
the  industry's  holy  grail:  the 
hydrogen-powered  cars  that 
many  expect  in  a  decade  or 
two.  "Progress  [toward  hydro- 
gen] is  slower  than  people  real- 
ized," says  James  E.  Press,  ex- 
ecutive vice-president  and  COO 
of  Toyota  Motor  Sales  USA. 
"We're  in  favor  of  the  hybrid 
because  it  works  today." 

Opponents  argue  that  hy-  b^^h 
brids  are  nothing  more  than  a  pricey  inter- 
im solution.  GM,  for  one,  fears  spending 
money  better  devoted  to  developing  hydro- 
gen fuel  cells,  while  European  manufactur- 
ers such  as  DaimlerChrysler,  Volkswagen, 
and  BMW  figure  the  advantages  of  a  new 
generation  of  cleaner  diesel  cars  now  sold 
in  Europe  will  outweigh  those  of  hybrids  in 
the  next  several  years.  Later  this  year, 
Daimler  will  launch  a  diesel-electric  hybrid 
version  of  its  Dodge  Ram  pickup  and  a 
diesel  Jeep  Liberty  and  Mercedes  E-class. 
But  the  diesel  market  will  only  take  off  if 
the  U.S.  cleans  up  the  sulfur-laden  fuel  sold 
here  and  if  consumers  are  prepared  to 
cough  up  an  extra  $1000  to  $3,000  for  a 
diesel  model.  Longer-term,  Daimler  is 
counting  on  hydrogen  fuel  cells  while 


BMW  is  betting  on  combustion  engines 
that  bum  hydrogen;  it  has  announced 
plans  to  launch  a  745  sedan  that  uses  both 
hydrogen  and  gasoline  in  four  years. 

For  now,  price  is  an  issue.  Hybrids  cost 
$2,500  to  $4,000  more  than  a  conven- 
tional car.  At  current  gas  prices  of  $1.79  a 
gallon,  a  driver  whose  vehicle  gets  the  na- 
tional average  of  24  miles  per  gallon  would 
spend  a  little  less  than  $1,200  a  year  to 
drive  15,000  miles.  Hybrids  get  roughly  40 
mpg,  so  that  driver  would  save  just  $600  a 
year  at  the  pump.  Since  Americans  show 


JEEP  LIBERTY  SPORT  A  diesel 
version  arrives  this  year 


The  Debate 

Over  Hybrids 


THE  PRO  CAMP 

TOYOTA,  FORD,  AND  HONDA 


■  If  oil  prices  remain  high, 
demand  for  fuel-efficient 
vehicles  will  grow. 

■  Carmakers  must  cultivate 
a  hybrid  market  now  to  achieve 
sufficient  economies  of 
scale  to  make  money. 


THE  CON  CAMP 

GM,  CHRYSLER,  AND  NISSAN 

■  Consumers  don't  care  enough 
about  fuel  economy  to  pay 
thousands  more  for  a  hybrid. 


■  In  Japan  and  Europe, 
where  gas  prices  are  much 
higher  than  in  the  U.S.,  hybrids 
don't  sell  well. 


■  While  hybrids  are  an  interim 
technology,  auto  makers  will 
learn  valuable  lessons  from  it, 
helping  them  to  develop  next- 
generation  fuel-cell  vehicles. 


■  Money  is  better  spent  on  the 
hydrogen-powered  fuel  cells 
expected  to  hit  the  market  in  a 
decade  or  so.  Clean-burning 
diesel  is  another  option. 


no  signs  of  dumping  gas-guzzling  SUVs 
and  luxury  cars,  some  execs  argue  there 
isn't  enough  demand  given  those  added 
costs.  "A  lot  of  companies  deliver  eco- 
friendly  cars  that  are  not  profitable,"  says 
Nissan  CEO  Carlos  Ghosn.  "Is  it  a  good 
business?  It  is  not." 

BUILT-IN  DEVELOPMENT  COSTS 

DON'T  TELL  BILL  Ford.  He  claims  that, 
even  accounting  for  development  costs, 
the  Escape  hybrid  will  make  money  as 
volumes  pick  up  because  the  company  is 
building  a  hybrid  version  of  the  conven- 
tional Escape.  Since  Ford  sells  170,000 
Escapes  a  year,  development  costs  for  all 
but  the  hybrid  system  are  already  paid  for. 
Even  so,  Ford  admits,  "the  early  returns" 


for  the  hybrid  Escape  "are  not  gre 
Toyota  originally  took  a  different  u 
It  built  its  pioneering  Prius  hybrid  ft 
scratch  because  it  was  easier  than  crc 
ming  new  technology  into  an  existing 
hide.  But  Toyota  says  the  car,  launc 
in  the  U.S.  in  2000,  only  made  mone; 
its  final  model  year,  not  counting  de 
opment  costs.  To  boost  the  profitabilit 
the  second-generation  Prius,  launche< 
2003,  Toyota  designed  it  to  share  pj 
with  other  models.  It  is  also  loading 
Prius  with  high-margin  gadgets. 

Now    Toyota, 

Ford,  is  making 

brids  from  existing 

hides.  First  will  be 

Lexus  RX  400h, 

30-plus-mpg     lux 

SUV   with  V-8  poi 

that  goes  on  sale 

fall.  Toyota  is  eagei 

build  hybrid  SUVs  i 

can    sell    more 

powerful  vehicles  without 

ning  afoul  of  federal  mile 

standards.  Toyota  is  counting 

performance  and  lots  of  ac< 

sories  to  draw  buyers  in.  Anc 

this  slice  of  the  market, 

might  be  enough.  Says  Eric 

ble,  president  of  the  Car  Lab. 

auto-consulting  firm  in  Sa 

Ana,  Calif.:  "Luxury  buyers  d< 

give  a  rip  about  paying  anot 

few  thousand  dollars." 

The  government  could  ; 
hybrids  a  boost  this  year.  A 
eral  tax  deduction  for  hyl 
buyers— $1,500  this  year— is 
ing  phased  out,  to  a  $500 
break  in  2006.  But  several  b 
before  Congress  would  offer 
credits  of  $750  to  $4,000  on 
brids.  The  better  the  fuel  eco 
my,  the  higher  the  credit, 
provisions  have  bipartisan  support 
would  probably  pass  if  they  come 
vote  this  year,  says  Kateri  Callahan,  pi 
ident  of  the  Alliance  to  Save  Energy, 
kind  of  credit  would  "move  the  mark 
Callahan  says. 

If  hybrids  take  off,  the  carmakers  t 
have  been  slow  to  market  could  find  th< 
selves  late  to  the  party.  GM  will  put  the ! 
tern  into  its  large  SUVs  and  pickups,  but 
before  2007  Nissan's  first  hybrid  won't 
rive  until  2006.  Meanwhile,  Ford,  Toy* 
and  Honda  will  be  selling  more  hybrid 
and  they'll  be  well  ahead  of  rivals  in  arr 
tizing  the  heavy  investment  costs. 

-By  David  Welch,  with  Kathl 
Kerwin,  in  Detroit,  Gail  Edmonsoi\ 
Frankfurt,  and  John  Carey  in  Washir 
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TELECOMMUNICATIONS 


CELL  PHONES:  WHO'S 
CALLING  THE  SHOTS? 

These  days,  service  providers.  By  meeting 
their  needs,  Asian  manufacturers  gain 


POWER  SHIFT 


ARCIA  R.  SUELZER  IS 
typical  of  many  cell- 
phone buyers  these 
days.  The  suburban 
Chicago  tax  re- 
searcher doesn't 
much  care  who 
makes  her  phone.  She  says  her  recendy 
purchased  handset  is  "a  little  Verizon  flip 
phone"— a  reference  to  Verizon  Wireless, 
her  service  provider.  The  manufacturer, 
LG  Electronics,  doesn't  enter  her  vocabu- 
lary. "The  brand  of  the  phone  didn't  mat- 
ter," she  says.  "I  just  wanted  a  small  and 
light  phone  with  the  broadest  coverage." 
Fact  is,  phone  brands  aren't  what  they 
were.  Handset  giants  such  as  Nokia  Corp. 
and  Motorola  Inc.  once  held  all  the  power 
and  influence— and  consumers  sought 
them  out.  While  their  rule  is  far  from  over, 
the  ground  is  shifting 
underneath  them  fast. 
Nokia's  warning  on 
Apr.  6  that  its  first- 
quarter  phone  sales 
lagged  market  growth 
and  revenues  likely 
fell  more  than  6%,  is 
one  more  sign  that  the 
heavyweights  are  los- 
ing some  of  their  edge. 
These  days,  carriers 
reign  supreme.  For 
several  years,  the  likes 
of  Verizon,  Sprint 
PCS,  and  AT&T  Wire- 
less have  been  playing 
up  their  own  brand 
names  on  cell  phones 
while  downplaying  the  names  of  manu- 
facturers. Now,  with  the  carriers  offering 
high-margin  services  ranging  from  Web 
browsing  to  games  to  picture  mail,  they 
want  to  ensure  that  they  have  the  right 
phones  to  do  the  job.  As  a  result,  carriers 


Nokia  and  Motorola  still  have 
solid  leads  in  handsets,  but 
the  Koreans  are  gaining  fast 

■  NOKIA  ■  SAMSUNG 

■  MOTOROLA     BLG 

PERCENT  OF  GLOBAL  MARKET  SHARE 


ing  in  on  everything  from  a  handset's 
look  and  functions  to  its  price.  "Equip- 
ment manufacturers  are  constandy  beat 
down,"  says  Richard  S.  Siber,  who  heads 
the  wireless  practice  at  consultant  Accen- 
ture.  "The  operator's  brand  is  going  to 
continue  to  dominate." 

Cellular  carriers  began  flaunting  their 
power  in  Asia,  starting  with  Japan's  NTT 
DoCoMo  in  the  late  1990s.  In  that  market, 
the  maker's  name  often  is  reduced  to  a  sin- 
gle letter  or  absent  altogether,  and  carriers 
have  a  lot  of  say  over  how  phones  are  cus- 
tomized. In  Europe,  users  still  seek  out 
Nokia's  phones,  but  even  there  carriers  are 
gaining  influence.  And  now  that  the  color 
screens  and  data  content  that  are  so  popu- 
lar in  Asia  have  hit  the  U.S.,  the  likes  of 
Verizon,  AT&T  Wireless,  and  Sprint  are  fol- 
lowing DoCoMo 's  lead. 

Nokia  and  Motoro- 
la may  not  like  it,  but 
the  shift  in  power  is 
good  news  for  con- 
sumers. It  means 
more  competitors  can 
rise  up  to  challenge 
the  giant  handset 
makers.  Analysts  say 
that  with  Nokia's 
first- quarter  stumble, 
it  has  lost  2  percent- 
age points  of  market 
share  to  the  likes  of 
Samsung  Group,  LG, 
and  other  smaller  ri- 
vals. That  translates 
into  more  choice  for 
consumers  as  the  up- 
starts gain  shelf  space.  And  with  carriers 
wielding  the  big  stick,  phone  features  are 
being  determined  by  companies  who  are 
close  to  users.  Through  their  everyday  ex- 
changes with  customers,  carriers  under- 
stand the  designs  people  prefer  and  the 


increasingly  are  calling  the  shots,  weigh-      features  that  excite  them. 


More  than  anyone  else,  the 
manufacturers  are  bending  to  the 
mands  of  carriers.  Samsung,  LG, 
Sanyo  are  all  gaining  market  share 
cause  of  their  willingness  to  downt 
their  brands  and  customize  phones  { 
carrier  specifications.  In  March,  2C 
phones  made  by  by  traditional  po\ 
Nokia,  Motorola,  and  Sony  Ericsson 
bile  Communications  totaled  60% 
sales  at  LetsTalk.com,  a  popular  celli 
Web  site.  A  year  later,  that  has  fallei 
44%.  Meanwhile,  leading  Asian  ma 
facturers  Samsung,  LG,  and  NEC 
grabbed  43%  of  sales,  up  from  11> 
March,  2003. 

AT  YOUR  SERVICE 

GLOBALLY,  THE  SAME  pattern  app 
Asian  manufacturers'  share  of  the  wo: 
wide  market  jumped  from  25.4%  in  2 
to  28.3%  in  2003,  while  European 
ers'  share  fell  from  52.6%  to  51.4%, 
reseracher  Strategy  Analytics.  Moto 
meanwhile,  has  dropped  from  16.9 
14-5%,  according  to  Gartner  Inc.  S 
service  providers  as  France's  Orange 
Vodafone  Group  PLC,  Europe's  larg< 
aim  to  dilute  Nokia's  dominance  and  ■   ii 
mote  other  brands.  And  while  Nokil  R 
trying  harder  to  cooperate  with  carrie  jt 
"Asian  manufacturers  are  more  willing 
swallow  their  pride,"  says  Roger  Entn  t 
lead   wireless-services    analyst   at  ! 
searcher  Yankee  Group. 

LG  is  a  good  example  of  that.  To 
its  sales  in  the  U.S.,  the  Korean  man 
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I  aligned  with     CHICAGO 

alar  leader  Veri-     Samsung  wins  a 

LG   stationed     customer  at 
rly50ofitsengi-     ^TWjreless 
rs  in  the  U.S.  for 

ks  to  help  tailor  its  phones  to  Veri- 
's  requirements— from  the  location  of 
:ons  to  how  picture  mail  operates.  By 
trast,  Nokia  only  recently  began  ac- 
lmodating  certain  design  requests 

Verizon. 

Tie  phone  industry's  No.  2  hasn't  been 
:h  more  nimble.  In  the  late  1990s, 
int  asked  Motorola  to  design  a  new 
ne.  But  John  A.  Garcia,  Sprint  PCS 
up's  senior  vice-president  for  sales 
distribution,  says  Motorola  balked  at 
lands  that  it  position  its  logo  accord- 
to  Sprint's  specifications.  That  let 
yo  Electric  Co.  and  Samsung  emerge 
Sprint's  preferred  suppliers.  "We  buy 
phones,  we  determine  where  the 
le  goes,"  says  Garcia.  Motorola  has 
:e  done  a  180:  It's  expected  to  an- 
ince  a  new  co-branded  phone  with 
pad  functions  tailored  to  Sprint's  die- 
Says  Geoffrey  Frost,  Motorola's 
;f  brand  officer:  "We've  embraced 
ting  alliances  with  other  brands." 
Vise  move.  If  top  dogs  such  as  Nokia 
Motorola  don't  adapt  to  the  new  cel- 
r  hierarchy,  they  could  lose  the 
nee  to  win  the  hearts  and  minds  of 
tomers  like  Marcia  Suelzer.  ■ 
-By  Roger  0.  Crockett  in  Chicago,  with 
Andy  Reinhardt  in  Paris  and 
Moon  Ihlwan  in  Seoul 
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UNDER THE 
MICROSCOPE 

The  pressure  keeps  mounting 
on  Sanjay  Kumar,  chief 
executive  of  software  maker 
Computer  Associates 
International.  On  Apr.  8,  three 
former  executives,  including 
ex-Chief  Financial  Officer  Ira 
Zar,  pled  guilty  to  securities 
fraud  and  obstruction  of 
justice.  They  confessed  to 
fudging  CA's  accounting  to 
boost  revenues  and  conspir- 
ing to  mislead  investigators 
(BW-Apr.  12).  Documents 
filed  by  the  feds  point  to 
involvement  by  higher-ups  but 
don't  name  them.  Kumar  has 
denied  wrongdoing,  and  the 
CA  board's  internal 
investigation  has  not  found 
evidence  implicating  him, 
according  to  sources  involved 
in  the  probe.  Zar's  attorney 
didn't  return  calls. 

Now  the  company's  board 
is  on  the  spot.  Directors 
would  like  to  end  the 
uncertainty,  but  they're 
opposed  to  firing  Kumar 
without  evidence  that  he  has 
broken  the  law.  "You're 
damned  if  you  do  and 
damned  if  you  don't,"  says 
one.  For  now,  Wall  Street  is 
reserving  judgment:  CA  stock 
is  trading  at  about  27,  down  1 
from  the  Apr.  7  close. 

-Steve  Hamm 


AOL:  YOU'VE 
GOT  NAILED? 

The  Securities  &  Exchange 
Commission  is  preparing  to 
wrap  up  its  probe  into 
accounting  practices  at  Time 
Warner's  AOL  online  division 
by  summer,  according  to 
sources  close  to  the 
investigation.  The  feds  are 
zeroing  in  on  AOL's  reporting 
in  2001  and  2002  of  a 
transaction  with  German 
media  giant  Bertelsmann. 
AOL  had  agreed  to  purchase 
Bertelsmann's  stake  in  AOL 
Europe  for  cash  in  return  for 
a  $400  million  reduction  in 
price.  At  the  same  time, 
Bertelsmann  agreed  to  place 
$400  million  in  ads  on  AOL. 
The  $400  million  was  booked 
by  AOL  as  ad  revenues,  but 
the  SEC  contends  it  should 
have  been  booked  as  a  cost  of 
sales.  Time  Warner  says  it 
continues  to  cooperate  with 
the  SEC,  as  well  as  the  Justice 
Dept.,  which  is  also 
conducting  an  inquiry  into 
AOL's  accounting  practices. 


MORE  SEEPAGE 
AT COKE 


The  management  turmoil  at 
Coca-Cola  just  doesn't  end. 
On  Apr.  11,  General  Counsel 
Deval  Patrick  resigned,  the 
eighth  top  executive  to  leave 
during  the  tenure  of  Chief 
Executive  Douglas  Daft. 
Patrick  had  been  feeling  the 
heat  for  his  handling  of  a 
whistleblower  lawsuit  that 


led  to  government  probes  of 
the  company's  accounting. 
More  departures  are  likely  as 
Coke's  board  moves  to  bring 
in  a  successor  to  Daft,  who 
plans  to  retire  by  yearend 
after  five  years  at  the  helm. 
Sources  say  that  Coke's  board 
aims  to  finish  the  search  by 
June  at  the  latest.  Meanwhile, 
the  star-studded  board  is 
under  fire  from  institutional 
investors.  On  Apr.  12,  the 
California  Public  Employees' 
Retirement  System  said  it 
would  withhold  support  at 
Coke's  Apr.  21  annual 
meeting  for  the  reelection  of 
more  than  half  of  the  board. 
CalPERS  says  some  of  them 
have  conflicts  of  interests 
from  their  business  relation- 
ships with  Coca-Cola. 


INTEL  INSIDE 
EVERYTHING 

Intel  laid  to  rest  fears  of  a 
slowdown  in  tech  spending. 
The  chipmaker  on  Apr.  13 
reported  net  income  for  the 
first  quarter  nearly  doubled 
from  a  year  earlier,  to  $1.7 
billion,  after  the  $225 
million  settlement  of  a 
patent-infringement  lawsuit. 
Revenue  rose  20%,  to  $8.1 
billion.  Despite  concerns 
about  continued  slow 
corporate  spending,  demand 
for  some  of  Intel's  latest  chips 
is  so  hot  that  PC  makers  are 
reporting  shortages.  For 
the  second  quarter,  Intel 
expects  several  new  chip 
updates  to  help  keep  the 
good  times  rolling. 


DUPONT'STWO 
STRIP  ACTS 

DuPont  said  on  Apr.  12  it  will 
cut  3,500  jobs,  or  6%  of  its 
workforce.  The  move  comes 
as  the  industrial  giant  is 
trying  to  trim  its  annual  costs 
by  $900  million  as  it 
prepares  to  sell  its  $6.9 
billion-in-sales  nylon  and 


spandex  business  by  the  ei 
of  the  month.  But  the 
company  had  some  good 
news,  too:  On  Apr.  14,  it 
raised  its  2004  forecast  for  | 
earnings  before  special 
items  by  10<t  a  share,  to  as 
high  as  $2.30,  thanks  to 
strength  in  agricultural  and 
industrial  businesses. 


ETCETERA... 

»  Hospital  operator  Tenet 
Healthcare  is  the  subject  of 
two  new  federal  inquiries. 
>>  Lifted  by  mass-market 
sales,  Levi  Strauss  cut  its : 
quarter  loss  from  a  year  age 
>>  Kraft  Foods  CEO  Roger 
Deromedi,  out  since  Mar.  27 1 
because  of  a  viral  infection,  j 
will  return  on  May  10. 


CLOSING  BELL 


Vroom:  Harley- 
Davidson  shares 
gained  7%,  to  close 
at  an  all-time  high 
of  $59.50  on 
Apr.  14  after  the 
motorcycle  maker 
reported  a  jump  in 
first-quarter 
earnings.  Profits 
rose  10%  over  last 
year,  which  had 
been  lifted  by 
100th  anniversary 
promotions. 


60 


58 


56 


DOLLARS 


HARLEY-QAVIDSC 
STOCK!  PRICE 


54 
I 

of 


APR.  7,  04  APR.  14 

Data:  Bloomberg  Financial  Markets 


50    BusinessWeek    April  26.  2004 


'here's  no  other 
tablet  proven 

to  work 

better  or  faster 

to  treat  ED. 


There's  no  other 
VIAGRA. 


You  can  count  on  VIAGRA.  Why?  Because  it  works. 

•  In  a  recent  study,  the  majority  of  men  had  an 
erection  in  20  minutes.  And  one  third  of  men 
had  success  in  just  14  minutes* 

•  96%  of  men  were  satisfied  with  how  well  it 
improved  their  erections  in  a  4-year, 
open-label  study* 

•  The  cardiovascular  safety  of  VIAGRA  has  been 
proven  in  tests  with  thousands  of  patients 

•  VIAGRA  is  covered  by  most  health  care  plans 

Don't  wait,  loin  the  23  million  men  worldwide  who 
have  turned  to  VIAGRA.  Ask  your  doctor  if  a  free 
sample  is  right  for  you. 


|o  to  www.viagra.com  right  now.  Or  call  1-888-4VIAGRA  to  learn  more.      (sildenafil  titrate)  tablets 

VIAGRA  is  indicated  for  the  treatment  of  erectile  dysfunction  (ED).  Remember  that  no  medicine  is  for 
/eryone.  If  you  use  nitrate  drugs,  often  used  to  control  chest  pain  (also  known  as  angina),  don't  take  VIAGRA, 
lis  combination  could  cause  your  blood  pressure  to  drop  to  an  unsafe  or  life-threatening  level. 

Discuss  your  general  health  status  with  your  doctor  to  ensure  that  you  are  healthy  enough  to  engage  in 

?xual  activity.  If  you  experience  chest  pain,  nausea,  or  any  other  discomforts  during  sex  or  an  erection  that  lasts 

)nger  than  4  hours,  seek  immediate  medical  help.  The  most  common  side  effects  of  VIAGRA  are  headache,  facial 

|ushing,  and  upset  stomach.  Less  commonly,  bluish  vision,  blurred  vision,  or  sensitivity  to  light  may  briefly  occur. 

!  men  in  the  study,  who  had  already  had  success  with  VIAGRA,  took  100  mg  at  least  2  hours  after  eating  and  then  used  a  stopwatch  to  see  how  fast  they  got  an  erection  that  allowed  them  to  have  sex.  'Flexible-dose  studies 

fease  see  patient  summary  of  information  for  VIAGRA  (25-mg,  50-mg,  \00-mg)  tablets  on  the  following  page. 


PATIENT  SUMMARY  OF  INFORMATION  ABOUT 


(sildenafil  citrate)  uNm 


This  summary  contains  important  information  about  VIAGRA*  It  is 

not  meant  to  take  the  place  ol  your  doctor's  instructions.  Read  this  information 
carefully  before  you  start  taking  VIAGRA  Ask  your  doctor  or  pharmacist  if  you 
do  not  understand  any  of  this  information  or  if  you  want  to  know  more  about 
VIAGRA. 

This  medicine  can  help  many  men  when  it  is  used  as  prescribed  by  their 
doctors.  However.  VIAGRA  is  not  for  everyone  It  is  intended  for  use  only  by 
men  wno  have  a  condition  called  erectile  dysfunction.  VIAGRA  must  never 
be  used  by  men  who  are  taking  medicines  that  contain  nitrates  of 
any  kind,  at  any  time.  This  includes  nitroglycerin.  If  you  take 
VIAGRA  with  any  nitrate  medicine  your  blood  pressure  could 
suddenly  drop  lo  an  unsafe  or  life  threatening  level. 

What  Is  VIAGRA? 

VIAGRA  is  a  pill  used  lo  treat  erectile  dysfunction  (impotence)  in  men  It  can 
help  many  men  who  have  erectile  dysfunction  get  and  keep  an  erection  when 
they  become  sexually  excited  (stimulated). 

You  will  not  get  an  erection  just  by  taking  this  medicine.  VIAGRA  helps  a  man 
with  erectile  dysfunction  get  an  erection  only  when  he  is  sexually  excited. 

How  Sex  Affects  the  Body 

When  a  man  is  sexually  excited,  the  penis  rapidly  fills  with  more  blood  than 
usual  The  penis  then  expands  and  hardens  This  is  called  an  erection.  Alter  the 
man  is  done  having  sex.  this  extra  blood  flows  out  of  the  penis  back  info  the 
body.  The  erection  goes  away  If  an  erection  lasts  for  a  long  time  (more  than 
6  hours),  it  can  permanently  damage  your  penis.  You  should  call  a  doctor 
immediately  if  you  ever  have  a  prolonged  erection  that  lasts  more  than  4  hours. 
Some  conditions  and  medicines  interfere  with  this  natural  erection  process.  The 
penis  cannot  (ill  with  enough  blood  The  man  cannot  have  an  erection.  This  is 
called  erectile  dysfunction  if  it  becomes  a  frequent  problem. 
During  sex.  your  heart  works  harder.  Therefore  sexual  activity  may  not  be 
advisable  for  people  who  have  heart  problems  Before  you  start  any  treatment  for 
erectile  dysfunction,  ask  your  doctor  if  your  heart  is  healthy  enough  lo  handle 
the  extra  strain  of  having  sex.  If  you  have  chest  pains,  dizziness  or  nausea 
during  sex.  stop  having  sex  and  immediately  tell  your  doctor  you  have  had  this 
problem. 

How  VIAGRA  Works 
VIAGRA  enables  many  men  with  erectile  dysfunction  lo  respond  to  sexual 
stimulation.  When  a  man  is  sexually  excited,  VIAGRA  helps  the  penis  fill  with 
enough  blood  to  cause  an  erection.  After  sex  is  over,  the  erection  goes  away. 

VIAGRA  Is  Not  for  Everyone 

As  noted  above  (How  Sex  Affects  the  Body),  ask  your  doctor  if  your  heart  is 
healthy  enough  for  sexual  activity. 

If  you  take  any  medicines  that  contain  nitrates— either  regularly  or  as 
needed-you  should  never  take  VIAGRA.  If  you  take  VIAGRA  with  any 
nitrate  medicine  or  recreational  drug  containing  nitrates,  your  blood  pressure 
could  suddenly  drop  to  an  unsafe  level  You  could  get  dizzy,  faint,  or  even  have 
a  heart  attack  or  stroke  Nitrates  are  found  in  many  prescription  medicines  that 
are  used  to  treat  angina  (chest  pain  due  to  heart  disease)  such  as. 

•  nitroglycerin  (sprays,  ointments,  skin  patches  or  pastes,  and  tablets 
that  are  swallowed  or  dissolved  in  the  mouth) 

•  isosorbide  mononitrate  and  isosorbide  dinitrate  (tablets  that  are 
swallowed,  chewed,  or  dissolved  in  the  mouth) 

Nitrates  are  also  found  in  recreational  drugs  such  as  amyl  nitrate  or  nitrite 
(■poppers'')  If  you  are  not  sure  if  any  of  your  medicines  contain  nitrates,  or  if 
you  do  not  understand  what  nitrates  are.  ask  your  doctor  or  pharmacist. 
VIAGRA  is  only  for  patients  with  erectile  dysfunction  VIAGRA  is  not  for 
newborns,  children,  or  women  Do  not  let  anyone  else  take  your  VIAGRA 
VIAGRA  must  be  used  only  under  a  doctor's  supervision 

What  VIAGRA  Does  Not  Do 

•  VIAGRA  does  not  cure  erectile  dysfunction  It  is  a  treatment  lor 
erectile  dysfunction. 

•  VIAGRA  does  not  protect  you  or  your  partner  from  getting  sexually 
transmitted  diseases,  including  HIV-the  virus  that  causes  AIDS. 

•  VIAGRA  is  not  a  hormone  or  an  aphrodisiac. 

What  To  Tell  Your  Doctor  Before  You  Begin  VIAGRA 

Only  your  doctor  can  decide  if  VIAGRA  is  right  for  you.  VIAGRA  can  cause  mild, 
temporary  lowering  of  your  blood  pressure  You  will  need  to  have  a  thorough 
medical  exam  to  diagnose  your  erectile  dysfunction  and  to  find  out  if  you  can 
safely  'ake  VIAGRA  alone  or  with  your  other  medicines.  Your  doctor  should 
determine  if  your  heart  Is  healthy  enough  to  handle  the  extra  strain  of  having 
sex 

Be  sure  to  tell  your  doctor  if  you: 

•  have  ever  had  any  heart  problems  (eg.  angina,  chest  pain,  heart 
failure,  irregular  heart  beats,  heart  attack  or  narrowing  ol  the 
aortic  valve) 

•  have  ever  had  a  stroke 

•  have  low  or  high  blood  pressure 

•  have  a  rare  inherited  eye  disease  called  retinitis  pigmentosa 

•  have  ever  had  any  kidney  problems 

•  have  ever  had  any  liver  problems 

•  have  ever  had  any  blood  problems,  including  sick ! e 
or  leukemia 


•  are  allergic  to  sildenafil  or  any  of  the  other  ingredients  of  VIAGRA 
tablets 

•  have  a  deformed  penis.  Peyronie's  disease,  or  ever  had  an  erection  that 
lasted  more  than  4  hours 

•  have  stomach  ulcers  or  any  types  of  bleeding  problems 

•  are  taking  any  other  medicines 

VIAGRA  and  Other  Medicines 
Some  medicines  can  change  the  way  VIAGRA  works.  Tell  your  doctor  about  arty 
medicines  you  are  taking  Do  not  start  or  stop  taking  any  medicines  before 
checking  with  your  doctor  or  pharmacist.  This  includes  prescription  and 
nonprescription  medicines  or  remedies 

•  Remember.  VIAGRA  should  never  be  used  with  medicines  that  contain 
nitrates  (see  VIAGRA  Is  Not  lor  Everyone). 

•  If  you  are  taking  alpha-blocker  therapy  for  the  treatment  of  high  blood 
pressure  or  prostate  problems,  you  should  not  take  a  dose  of  greater 
than  25  mg  of  VIAGRA  at  the  same  time  (within  4  hours)  as  you  take 
your  dose  of  alpha-blocker. 

•  II  you  are  taking  a  protease  inhibitor,  your  dose  may  be  adjusted 
(please  see  Finding  the  Right  Dose  lor  You.) 

•  VIAGRA  should  not  be  used  with  any  other  medical  treatments  that 
cause  erections.  These  treatments  include  pills,  medicines  that  are 
injected  or  inserted  into  the  penis,  implants  or  vacuum  pumps. 

Finding  the  Right  Dose  for  You 
VIAGRA  comes  in  different  doses  (25  mg,  50  mg  and  100  mg)  If  you  do  not  get 
the  results  you  expect,  talk  with  your  doctor.  You  and  your  doctor  can  determine 
the  dose  that  works  best  for  you. 

•  Do  not  take  more  VIAGRA  than  your  doctor  prescribes. 

•  If  you  think  you  need  a  larger  dose  of  VIAGRA,  check  with  your 
doctor. 

•  VIAGRA  should  not  be  taken  more  than  once  a  day 

If  you  are  older  than  age  65,  or  have  serious  liver  or  kidney  problems,  your 
doctor  may  start  you  at  the  lowest  dose  (25  mg)  of  VIAGRA.  If  you  are  taking 
protease  inhibitors,  such  as  for  the  treatment  of  HIV,  your  doctor  may 
recommend  a  25  mg  dose  and  may  limit  you  to  a  maximum  single  dose  of 
25  mg  of  VIAGRA  in  a  48  hour  period.  If  you  are  taking  alpha-blocker  therapy, 
you  should  not  take  a  dose  of  greater  than  25  mg  of  VIAGRA  at  the  same  lime 
(within  4  hours)  as  your  dose  of  alpha-blocker. 

How  To  Take  VIAGRA 

Take  VIAGRA  about  one  hour  before  you  plan  to  have  sex  Beginning  in  about 
30  minutes  and  for  up  to  4  hours.  VIAGRA  can  help  you  get  an  erection  if  you 
are  sexually  excited.  If  you  take  VIAGRA  after  a  high-fat  meal  (such  as  a 
cheeseburger  and  french  fries),  the  medicine  may  take  a  little  longer  to  start 
working  VIAGRA  can  help  you  get  an  erection  when  you  are  sexually  excited. 
You  will  not  get  an  erection  just  by  taking  the  pill. 

Possible  Side  Effects 

Like  all  medicines.  VIAGRA  can  cause  some  side  effects.  These  effects  are 
usually  mild  to  moderate  and  usually  don't  last  longer  than  a  few  hours.  Some 
of  these  side  effects  are  more  likely  to  occur  with  higher  doses.  The  most 
common  side  effects  of  VIAGRA  are  headache,  flushing  of  the  face,  and  upset 
stomach.  Less  common  side  effects  that  may  occur  are  temporary  changes  in 
color  vision  (such  as  trouble  telling  the  difference  between  blue  and  green 
objects  or  having  a  blue  color  tinge  to  them),  eyes  being  more  sensitive  to  light, 
or  blurred  vision. 

In  rare  instances,  men  have  reported  an  erection  that  lasts  many  hours.  You 
should  call  a  doctor  immediately  if  you  ever  have  an  erection  that  lasts  more 
than  4  hours.  If  not  treated  right  away,  permanent  damage  to  your  penis  could 
occur  (see  How  Sex  Affects  the  Body). 

Heart  attack,  stroke,  irregular  heart  beats,  and  death  have  been  reported  rarely  in 
men  taking  VIAGRA.  Most,  but  not  all.  of  these  men  had  heart  problems  before 
taking  this  medicine.  It  is  not  possible  to  determine  whether  these  events  were 
directly  related  to  VIAGRA 

VIAGRA  may  cause  other  side  effects  besides  those  listed  on  this  sheet.  If  you 
want  more  information  or  develop  any  side  effects  or  symptoms  you  are 
concerned  about,  call  your  doctor. 

Accidental  Overdose 

In  case  of  accidental  overdose,  call  your  doctor  right  away 

Storing  VIAGRA 

Keep  VIAGRA  out  of  the  reach  of  children  Keep  VIAGRA  in  its  original  container. 
Store  at  25°C  (77°F);  excursions  permitted  to  15-30°C  (59-86°F)  (see  USP 
Controlled  Room  Temperature] 

For  More  Information  on  VIAGRA 
VIAGRA  is  a  prescription  medicine  used  to  treat  erectile  dysfunction.  Only  your 
doctor  can  decide  if  it  is  right  for  you.  This  sheet  is  only  a  summary.  If  you  have 
any  questions  or  want  more  information  about  VIAGRA,  talk  with  your  doctor  or 
pharmacist,  visit  www.viagra  com,  or  call  1-888-4VIAGRA 
23-5515-0O6  Rev  6  Sept  2002 
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Itate  Taxes:  Quick  Fixes 
ftWorkAnymore 


on 


APR.  13  IN  VIRGINIA'S  sleepy  capital  of  Richmond,  an  alarm  went 
that  could  wake  up  a  lot  of  other  states.  After  months  of  bruis- 
;  debate,  the  Republican-dominated  legislature  took  a  major 
p  toward  reforming  the  state's  archaic  tax  code  by  approving 
:  outlines  of  a  plan  offered  by  Democratic  Governor  Mark 

Warner.  Details  are  still  being  ham-  is  expanding  at  double-digit  annual  rates 
ed  out,  but  the  extraordinary  bipartisan     as  seniors'  drug  and  nursing-home  costs 

explode.  In  response,  states  enacted  more 
than  $7  billion  in  tax  hikes  in  2003,  ac- 
cording to  the  National  Conference  of  State 
Legislatures.  Most  were  modest  increases 
in  tobacco  taxes,  licensing  fees,  and  sales- 
tax  rates. 


it  could  close  loopholes  in  the  state's 
>orate  tax,  make  the  individual  income 
nore  progressive,  and  modify  Virginia's 
s  tax.  And  while  the  reform  is  driven  by 

billion  short-term  deficit,  Virginia  her- 

a  lesson  that  many  states  may  soon 
n:  Their  tax  systems  are  cracking  under 
pressure  of  a  mobile,  service-oriented 
lomy.  Even  with  revenues  perking  up 
iks  to  the  national  recovery,  "the  tax 
is  not  keeping  up,"  says  Walter 
lerstein,  a  professor  of  tax  law  at  the 
versity  of  Georgia  School  of  Law. 
ites  have  a  long-term  problem." 
Tie  battle  in  Virginia  is 

the  beginning.  GOP  gov- 
ors  such  as  Olene  S. 
ker  of  Utah  and  Ernie 
cher  of  Kentucky  have 
reform  at  the  top  of  their 
ndas,  too.  Walker  prom- 
recommendations  by 
just.  "Our  economy  is 
nging,"  she  says,  "We 
d  to  modernize  our  tax 
em  to  keep  pace." 
Tiat  isn't  easy,  especially 
31  powerful  antitax 
ups  battle  any  revenue- 
ing  changes.  To  prove  to 

rs  that  new  taxes  are  ab- 
ltely  necessary,  gover- 
s  must  first  restrain  spending.  But  even 
dest  progress  has  buoyed  reformers, 
o  in  past  years  saw  their  efforts  crushed 
tates  such  as  Alabama  and  Tennessee. 
Jtate  budgets  are  under  assault  from  all 
2s.  The  recession's  revenue  losses  were 
npounded  by  federal  tax  cuts,  because 
ny  states  piggyback  their  taxes  on  the 

code.  Federal  aid  to  states  is  down, 
ile  costs  are  growing— especially  for 
dicaid.  The  health  program  for  the  poor 


GOVERNOR  WARNER 

Even  Republicans 
got  behind  his 
reform  plan 


Closing  Corporate  Loopholes 

BUT  SUCH  AD  HOC  revenue-raisers  don't 
address  huge  future  shortfalls— or  state  tax 
codes'  growing  disconnect  from  the  mod- 
ern economy.  Sales  taxes,  for  example,  are 
not  imposed  on  fast-growing  services,  like 
medical  care  or  legal  advice,  and  are  rarely 
collected  by  out-of-state  cat- 
alog or  online  sellers.  State 
tax  experts  say  that  reform 
should  impose  a  lower  sales- 
tax  rate  on  a  broader  range 
of  goods  and  services  sold  by 
all  retailers— not  just  Main 
Street  stores. 

States'  individual  income 
taxes  tend  to  be  highly  re- 
gressive: Because  of  near- 
flat  rate  structures,  low-wage 
workers  pay  the  same  top 
rate  as  millionaires.  Adjusting  rates 
and  dropping  special  breaks  could 
fix  that.  Corporate  income  taxes  are 
in  even  worse  shape:  They  account 
for  less  than  10%  of  state  revenues, 
which  barely  justifies  the  effort  to  collect 
them.  As  a  result  states  face  a  choice:  Ei- 
ther replace  corporate  income  taxes  or 
close  loopholes  that  allow  companies  to 
avoid  them. 

None  of  these  changes  come  easily.  But 
progress  in  Richmond— usually  a  hotbed  of 
antitax  conservatism— has  reformers 
thinking  that  the  time  for  big  changes  in 
state  taxes  may  be  near.  ■ 

-By  Howard  Gleckman 


CAPITAL 
WRAPUP 

TV  ATTACK  ADS: 
A  WASTE  OF  MONEY? 

VOTERS  IN  18  swing  states  have 
been  subjected  to  a  barrage  of 
TV  ads  trashing  Democrat  John 
Kerry  (paid  for  by  the  Bush 
campaign)  and  attacking  the 
President  (mostly  underwritten 
by  liberal  groups).  But  how 
effective  has  the  multimillion- 
dollar  air  war  been?  Not  very, 
according  to  a  new  study  by  the 
Annenberg  Public  Policy  Center. 
The  National  Annenberg 
Election  Survey  found  that 
Kerry's  negative  ratings  rose  by 
just  one  point— to  29%— from 
Mar.  1  to  Mar.  31  in  the  states 
where  he  was  targeted  by  the 
Bush  campaign.  But  the 
Massachusetts  senator's 
unfavorables  jumped  five  points, 
to  27%,  in  the  rest  of  the  nation. 
One  possibility:  Critical  news 
coverage  of  Kerry  flip-flops  has 
been  more  damaging  than 
Bush's  commercials. 
Meanwhile,  the  President's 
unfavorable  ratings  were  up  one 
point  in  both  targeted  states 
(40%)  and  ad-free  zones  (37%). 

THE  FCC'S  FREE-FLIER 
PROGRAM  IS  BACK 

FEDERAL  COMMUNICATIONS 
Commission  junketeers  are  at  it 
again,  says  an  Apr.  6  report  by 
the  Center  for  Public  Integrity. 
In  the  past  seven  months, 
agency  staffers  have  accepted 
$90,000  worth  of  free  trips  from 
the  media  and  tele- 
communications industries  they 
regulate.  FCC  Chairman  Michael 
Powell  had  promised  to  cut  back 
on  such  questionable  trips  after 
the  Center's  report  last  May 
showed  that  agency  officials 
had  accepted  $2.8  million  in 
travel  and  entertainment  from 
industry  over  the  past  eight 
years.  But  the  Administration 
wouldn't  fund  the  full  $500,000 
travel  budget,  so  Powell  can 
only  pay  for  senior  staffers' 
essential  trips. 
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JAPAN 


THIS  LOOKS  LIKE 
THE  REAL  THING 

Japan's  recent  economic  performance 
resembles  a  fiill-blown  recovery 


AT  THE  BUSTLING 
Tokyo  railroad  station, 
commuters  no  longer 
grimace  in  front  of  the 
neon  stock  ticker  at  the 
main  Marunouchi  en- 
trance. There's  no  need: 
The  Nikkei  is  up  some  56%  over  the  last 
year.  Car  buyers  who  in  recent  years  fa- 
vored mini  subcompacts  selling  for  under 
$10,000  are  suddenly  putting  their  mon- 
ey down  for  luxury  sedans  (page  55).  And 
vacation  bookings  for  the  Golden  Week 
celebrations  that  kick  off  Apr.  24  are  up 
3.3%  in  2004— the  first  increase  since 
2000.  Not  only  will  more  Japanese  be 
soaking  at  local  hot  spring  resorts  this 
year  but  more  will  be  sunning  themselves 
on  the  beaches  of  Maui  and  Bah. 

After  years  of  fits  and  starts,  it  looks 
like  a  real  recovery  is  under  way  in  Japan. 
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Of  course,  some  grizzled  Japan-watchers 
are  skeptical.  Everyone  said  Japan  was  on 
the  mend  back  in  1996,  when  the  econo- 
my clocked  2.5%  real  annual  growth.  But 


The  Metrics  of 
Recovery  in  Japan 

After  10  stagnant  years,  a  host  of  upbeat  indicators 


GDP  Growth  hit  2.7%  in 
real  terns  in  2003  and 
likely  will  reach  3% 
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that  upturn  got  crushed  by  th 
Asian  financial  crisis  a  year  lag 
In  2000,  a  1.1%  rebound 
gross  domestic  product  qui 
turned  into  a  two-year  d 
tionary  slide,  as  Japan's  tefl 
sector  crashed  and  U.S.  demani 
evaporated. 

But  this  time  feels  different 
The  U.S.  recovery  and  hyper- 
growth  in  China  have  stokfl 
Japanese  exports  for  almo; 
year  now.  Stock  buybacks. 
proved  earnings,  and  steady 
structuring  among  Japan's 
listed  companies  have  booi 
average  return  on  equity  to 
in  2003,  from  virtually  zero 
2001.  On  Apr.  12,  the  gov< 
ment  reported  that  Japan's 
rent-account  surplus  for  Fel 
ary  had  shot  up  4< 
year-on-year,  to  $20  billion, 
eighth  straight  monthly  advance.  Tha 
followed  an  eye-popping  135%  leap  n 
January's  trade  surplus.  Plus,  signs  of  vig- 
or in  the  local  economy  prompted  tB 
Bank  of  Japan  on  Apr.  9  to  upgrade  it 
outlook,  noting  that  "improvements  ft 
business  sentiment  have  been  spreading 
across  industries."  Even  Japan's  lonf 
depressed  service  sector  is  showing  signs 
of  life.  Retail  sales  jumped  1.7%  in  Feb 
ary  over  the  previous  month,  the  highef 
growth  rate  since  1997- 

OPTIMISM  IS  BACK 

SO  FAR,  THEN,  IT  LOOKS  LIKE  this 
covery  has  legs.  Coming  off  a  2.7%  Gl 
expansion  in  real  terms  in  2003, 
economists  forecast  3%  growth  this ; 
Corporate  sentiment  as  measured  by  1 
BOj's  most  recent  Tankan  quarterly  i 
vey  registered  its  most  buoyant  res 
since  1997.  The  poll  tracks  willingnes 
invest  and  hire  among  10,000  compa 
And  the  sharp  rise  in  the  price  of  i 
^^^^^^^^    modities  such  as  cei 
and  steel  due  to  dema 
from    China   is   gi\ 
Japanese  players  pric 
power.  A  Nihon 
Shimbun  survey  of  1, 
listed  companies 
cates  that  pretax  j. 
in  the  fiscal  year  enc 
on  Mar.  31  rose  an  a\ 
age  of  15.6%,  the  secc 
year  of  robust  gains. 

Japanese  consume 
who  responded  to  a  i 
mal  decade  by  hur 
ing  down,  are  beg 
to  snap  out  of  it.  Hoi 
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NIKKEI  An  influx  of  $132 
billion  in  foreign  money,  plus 
improved  corporate  earnings, 
have  pushed  the  sfock  index 
up  56%  over  the  past  year. 

CHINA  It  is  powering  about  a 
third  of  Japan's  economic 
output.  If  it  doesn't  overheat,  it 
will  continue  to  drive  exports. 
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ic  spending  jumped  5.2%  in  February 
ov  a  year  earlier,  driven  by  rising  pay, 
>v  dme,  and  bonuses.  Innovative  retail- 
or uch  as  Aeon  Corp.,  which  sources 
i  <  China  and  offers  discount  pricing, 
tr  iriving.  With  $33.3  billion  in  annual 
ta  ,  Aeon  has  just  passed  Ito-Yokado 
s  Japan's  top  retailer. 
id  if  the  recovery  holds  up,  a  lot  of 
pent-up  consumer 
demand  could  be 
unleashed.  Two 
years  ago,  Akiko 
Kondo,  42,  a  house- 
wife in  suburban 
Tokyo,  could  barely 
make  ends  meet 
when  her  hus- 
band's summer 
bonus  was  slashed. 
Now,  she  is  more 
upbeat.  "I'd  like  to 
buy  a  DVD  recorder, 
Fl  have  a  chance,"  she  says.  "That  was 
ii  inkable  before." 

hat  could  send  this  Japan  recovery 
a  tailspin?  The  main  threat  would  be 
tx  :onomic  train  wreck  in  China,  where 
u  rerheated  economy  is  forcing  Beijing 
ijG  y  to  rein  in  lending  and  economic 
If]  rth.  If  the  Chinese  economy  pulls  up 
-I  ply  as  a  result,  dial  back  forecasts  for 
*a  n— since  the  mainland  now  accounts 
-o  ome  30%  of  its  economic  output. 
le  other  issue  is  the  health  of  the  fi- 
nal system.  The  number  of  nonper- 
ling   loans  continues   to   shrink— 
n  10%,  to   $300  billion,  for  the 
year  ended  in  September.  That's  an 
■c    essive  improvement,  though  a  ra- 
iding stock  market  and  stronger  cor- 
vM  te  earnings  have  helped.  However,  an 
7  International  Monetary  Fund  re- 
points  out  that  regional  banks, 
$  :h  account  for  44%  of  Japan's  dud- 
figure,  remain  a  big  headache.  The 
lot:  Financial  regulators  can  hardly 
easy.  Also,  any  uptick  in  interest  rates 
Id  sting  both  highly  leveraged  com- 
es and  the  government,  which  de- 
ls on  ultracheap  debt  to  fund  servic- 
ublic  debt  now  tops  144%  of  GDP. 
lost  important  of  all,  Japan  will  con- 
e  to  suffer  from  its  own  demograph- 
"apanese  65  and  older  already  make 
8.5%  of  the  population,  a  number 
will  rise  to  30%  by  2030.  A  graying 
llation  doesn't  consume  as  much,  or 
c  as  hard,  as  a  younger,  more  dynam- 
ition.  In  short,  Japan  still  has  a  diffi- 
future.  But  this  cycle  is  showing 
lgth.  The  Japanese,  at  long  last,  can 
and  enjoy  Golden  Week.  ■ 

-By  Brian  Bremner  in  Tokyo 


AUTOS 


An  Endurance  Test 
For  Japanese  Carmakers 


RISE  OF  THE 
MACHINES 


MILLIONS 


Is  Japan's  long-suffering  auto  market 
poised  for  a  rebound?  For  the 
moment,  yes.  Sales  in  the  world's 
second-largest  car  market  rose  last 
year  for  the  first  time  since  2000. 
Among  the  best  sellers:  Toyota's  Sienta 
minivan,  Nissan's  Cube  subcompact,  and 
Honda's  latest  Odyssey  minivan.  And 
carmakers  are  readying  a  slew  of  new 
models  in  the  coming  months  to  lure 
customers  back  into  showrooms. 

Sales  will  probably  continue  to  move 
higher  in  the  next  couple 
of  years.  But  because  of 
Japan's  rapidly  aging 
population,  few  analysts 
expect  a  return  to  the 
heady  days  of  the  early 
1990s,  when  sales 
topped  7.5  million 
vehicles  a  year. 

Still,  the  rising 
numbers  are  gratifying. 
Sales  hit  5.83  million 
vehicles  in  2003,  up 
0.6%,  and  ING 

Securities  estimates  demand  will  continue 
to  inch  higher  this  year  and  next.  Baby 
steps,  yes-but  the  climb  beats  a  steady 
drop  over  the  previous  three  years,  down  as 
far  as  5.79  million  in  2002,  the  lowest  level 
since  1986. 

Some  of  the  behavior  in  the  showrooms 
is  a  direct  reflection  of  Japan's  increased 
sense  of  economic  well-being.  In  March, 
sales  of  pricier  cars  with  engines  of  2.0 
liters  or  more  soared  nearly  20%.  Sales  of 
Toyota  Motor  Corp.'s  upscale  Crown  model 
have  been  clocking  10,000  a  month, 
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double  the  company's 
target.  "Things  are 
definitely  improving, 
especially  in  terms  of 
the  product  mix  toward 
pricier  models,"  said 
Takeshi  Yoshida,  head 
of  Toyota's  luxury-car 
development  group, 
while  attending  the  New 
York  auto  show  in  April. 
Even  so,  this  cyclical 
recovery  is  unlikely  to 
fuel  the  steep  rebound 
needed  to  stave  off  cuts  in  Japanese 
production  capacity.  With  a  graying 
population  that  will  start  shrinking  in  2006, 
Japan  holds  slim  prospects  for  a  sustained 
increase  in  car  buying.  "The  long-term 
demographic  trends  are  not  a  recipe  for 
growth,"  says  Kurt  Sanger,  an  analyst  at  ING 
in  Tokyo. 

Indeed,  the  name  of  the  game  these  days 
is  simply  maintaining  production  levels  and 
safeguarding  market  share.  Most  Japanese 
carmakers  will  find  that  tough  as  long  as 
Toyota  owns  more  than 
40%  of  the  domestic 
market  and  effectively 
sets  prices  for  all  car 
categories.  Indeed, 
pressure  on  smaller 
carmakers  just  increased, 
with  Toyota  declaring  it 
will  go  after  a  45%  share 
to  keep  its  domestic 
plants  humming.  The 
difference  is  likely  to 
come  out  of  the  already 
sagging  share  of  cash- 
poor  rivals  Isuzu  Motors  Ltd.  and  Mitsubishi 
Motors  Corp. 

Toyota,  Honda,  and  Nissan  are  all 
offsetting  soft  sales  in  Japan  by  boosting 
exports,  streamlining  production,  and 
building  factories  overseas.  "They're  raising 
productivity  on  a  global  level  and  expanding 
the  gap  with  their  weaker  domestic  rivals," 
says  Noriyuki  Matsushima,  an  analyst  at 
Nikko  Citigroup  Ltd.  Given  the  downbeat 
demographic  trends,  in  the  long  run  only  the 
strongest  may  survive.  ■ 

-By  Chester  Dawson  in  New  York 
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MERGER  FEVER  BREAKS 
OUT  IN  BANGALORE 

IBM's  $150  million  purchase  of  Daksh 
may  trigger  a  wave  of  acquisitions 


HINK  OF  INDIAN  TECH, 
and  what  companies 
come  to  mind?  Three,  cer- 
tainly: Infosys  Technolo- 
gies Ltd.,  Wipro  Ltd.,  and 
Tata  Consultancy  Services. 
And  now,  IBM. 
IBM?  As  of  Apr.  7,  IBM  ranks  right  up 
with  Infosys,  Wipro,  and  TCS  as  a  heavy 
in  the  Indian  tech  universe.  That's  the 
date  when  the  U.S.  giant  agreed  to  shell 
out  an  estimated  $150  million  for  Daksh 
eServices,  the  third-largest  Indian  call 
center  and  back-office  service  provider, 
which  has  revenues  of  $60  million.  IBM, 
say  Indian  insiders,  bid  up  to  50%  more 
than  the  closest  bidder  for  Daksh,  and  in 
the  process  acquired  an  up-and-running 
operation  with  6,000  employees.  Added 
to  IBM's  current  operations,  the  Daksh 
deal  makes  Big  Blue  an  Indian  biggie, 
with  15,000  employed  in  India— not  far 
behind  Tata,  Infosys,  and  Wipro.  IBM 
may  add  another  6,000  by  yearend,  ac- 
cording to  Indian  industry  sources. 

The  Daksh  acquisition  could  also  mark 
the  start  of  a  hectic  merger  season.  Within 
a  week  of  the  deal,  Citigroup  announced  it 
would  raise  its  stake  in  e-Serve  Intema- 
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tional  Ltd.,  a  publicly  listed  Indian  back-of- 
fice operation,  from  44.4%  to  75%.  Accen- 
ture  Ltd.  and  Electronic  Data  Systems 
Corp.,  for  example,  are  both  ramping  up  in 
India:  IBM's  move  may  force  them  to  buy 
their  growth  fast  Analysts  suggest  other 
takeover  targets  could  include  call-center 
operators  and  back-office  specialists  Trac- 
mail  and  EXL  Service.  "IBM  has  set  a 
benchmark,  and  now  everyone  is  running 
around  trying  to  do  a  deal,"  says  Ravi 
Menon,  director  of  corporate  finance  at 
HSBC  Securities  in  Bombay.  One  Western 
player  that  may  exit  is  General  Electric  Co. : 


BIG  BLUE  COUNTRY 

With  Daksh,  IBM 
got  6,000  more 
workers  in  India 


■a 


Outsourcing 
Consolidates 

Both  multinationals  and  locals  are  snapping  up 
Indian  call  centers  and  business-process  firms. 
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Indian  sources 
GE  may  sell  its 
an  call-center  bu» 
ness  while  keeping 
other  operations. 
IBM's  pounce  shows  how  rich  Banga- 
lore is  as  a  hunting  ground.  While  US 
stockpickers  have  focused  on  Indian  giant 
like  Infosys,  the  country  has  producec 
some  400  other,  mostly  private,  companic 
that  specialize  in  call  centers  and  offe 
back-office  operations  in  everything  fix* 
tax  accounting  to  insurance  adjustment 

CASHING  OUT 

THE  JARGON  for  all  this  is  BPO— b 
ness  process  outsourcing.  Whatever 
call  it,  if  s  huge  globally,  and  India  is  a 
player  with  $3.5  billion  in  annual 
enues  and  50%  to  60%  average  anni 
growth.  The  Indian  entrepreneurs 
started  such  ventures  are  being  nu 
into  deals  by  their  private-equity  backer 
who  now  want  to  cash  out.  Some  are  dou- 
bling their  money  in  the  process. 

It's  also  clear  that  companies  like  19 
see  the  back-office  business  as  a  ma* 
source  of  growth,  despite  all  the  clarA 
over  lost  jobs  in  the  U.S.  Building  bigk 
India  gives  IBM  the  chance  to  combine! 
inexpensive,  highly  talented  labor  pal 
with  all  the  expertise  in  radically  stream 
lining  office  functions  that  the  compaf 
has  acquired  in  decades  of  corisultiiM 
multinationals.  IBM  wants  to  tap  Daki 
for  work  with  clients  across  Asia  as  wej 
where  outsourcing  is  just  taking  off. 

Will  any  of  the  multinationals  bid  6 
India's  biggest  IT  companies?  Analyi 
doubt  it  Infosys,  Wipro,  and  TCS  are  I 
billion-plus  operations  with  market  van 
of  up  to  $10  billion.  More  importa» 
though  firms  like  Wipro  run  back-ofm 
operations,  they're  stressing  software  as 
consulting.  Foreign  companies  are  mat 
on  the  prowl  for  back-office  shops.  But  W 
Indian  companies  know  that  now  mafe 
than  ever  they  must  keep  workers  hap» 
Infosys,  for  example,  just  raised  wagtj 
across  the  board  by  15%  to  1' 
Meanwhile,  IBM  is  ge 
business  in  India,  too,  incl 
ing  a  $750  million  outsoun 
deal  from  big  telecom  pi 
Bharti  Tele-Ventures  in  Fe 
ary.  "The  company  we  hit 
most  against,  even  in  Indi 
IBM,"  says  Bangalore  entre 
neur  Ashok  Soota,  chairm 
MindTree  Consulting, 
that  Indian  powerhouse. 
-By  Manjeet  Kripa 
Bombay,  with  Steve  Ham 
New 
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DAIMLER:  NOW  FOR 
THE  NEXT  REPAIR  JOB 

If  s  probably  going  to  pump  more  money 
into  Mitsubishi.  That  may  not  help 


THE  PRESSURE  IS  ON  TO 
deliver  a  radical  fix  at 
DaimlerChrysler  Corp.'s 
37%-owned  Japanese 
unit,  Mitsubishi  Motors 
Corp.  Mounting  losses 
and  an  estimated  $8.4  bil- 
lion in  debt  have  infuriated  investors  and 
provoked  stinging  attacks  on  the  globe- 
spanning  strategy  of  DaimlerChrysler 
Chief  Executive  Jiirgen  E.  Schrempp. 
"Why  did  you  not  recognize  the  problems 
sooner?"  demanded  Klaus  Kaldemorgen, 
head  of  DWS,  Germany's  top  investment 
fund,  at  Daimler's  annual  shareholders 
meeting  on  Apr.  7.  "How  much  more 
money  will  you  pump  in?" 

Daimler's  supervisory  board  is 
wrestling  with  these  questions  as  it  pre- 
pares to  vote  on  a  bailout  plan  later  this 
month.  To  date,  Schrempp's  $3.2  billion 
investment  in  Japan's  No.  4  auto  maker 
has  delivered  little  but  disappointment. 
Plagued  by  weak  products,  poor  quality, 
and  disastrous  consumer  credit  policies, 
Mitsubishi  expects  to  lose  $685  million 
for  the  fiscal  year  ended  Mar.  31,  its  first 
loss  in  three  years,  on  a  10%  drop  in  sales, 
to  $23-5  billion.  In  March,  Schrempp  sent 
a  SWAT  team  headed  by  Andreas  Ren- 
schler,  former  head  of  Daimler's  Smart  di- 
vision, to  design  the  third  turnaround 
plan  in  four  years.  Details  of  Renschler's 
bailout  strategy  are  to  be  announced  on 
Apr.  30,  but  if  s  likely  to  take  Daimler's 
stake  above  50%  over  several  years.  Esti- 
mates of  the  capital  injection  needed  from 
Daimler  and  the  Mitsubishi  group  vary 
from  $5  billion  to  nearly  $10  billion. 

Daimler's  board  is  almost  sure  to  back 
the  plan,  insiders  say,  in  part  because 
ditching  Mitsubishi  would  be  an  admis- 
sion Schrempp's  global  strategy  has  failed. 
"The  decision  at  Daimler  is  very,  very  po- 
litical," says  one  German  auto  analyst. 
Schrempp  insists  that  Daimler  will  do 
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the  right  thing  strategically  and  is  re- 
viewing all  its  options.  But  taking  even- 
tual control  of  Mitsubishi  is  the  only  way 
to  keep  Daimler's  Asian  strategy  in  place 
and  step  up  the  pace  of  restructuring. 
Schrempp  also  says  new  products  will 
help  reverse  Mitsubishi's  sliding  market 
share,  and  that  the  increased  sharing  of 
parts  among  Mercedes,  Chrysler,  and 
Mitsubishi  is  already  paying  off.  "Syner- 
gies have  already  emerged  on  the  scale 
of   $4.8    billion,"  Schrempp    said    at 


Renschler's  To-Do  List 

CUT  CAPACITY  Jettison  money-losing  models  from  aging 
product  lineup  and  address  excess  capacity  in  Japan 

IMPROVE  QUALITY  MMC  has  148  problems 
per  100  vehicles,  vs.  industry  average  of  133 

LAUNCH  HITS  Use  DaimlerChrysler  and 
Mitsubishi  capital  to  improve  lagging 
product  development 

GE  Retool  marketing  to 
targe:  higher-'    ome  boomers 

TURN  k    "STABLE  Return  to  the  black  next 
year  afte  a  forecast  loss  in  2004 

Data  du-  ■  &  Associates 


the    Daimler    annual    meeting 
early  April. 

But  the  jury  is  still  out  on  how  long  1 
cure  will  take.  "You  can  bring  Mitsubi 
back  to  break- even  in  three  to  f 
years,"  says  one  Daimler  exec.  "But 
investment  will  never  pay  a  return, 
shareholders,    it's    money    down 
drain."  Schrempp  insists  the  strategy1 
pay  off  long-term. 

In  the  U.S.,  sales  of  Mitsubishi  cars  I 
trucks  plunged  19%  in  the  first  qua 
"They've  never  had  enough  capital  ii 
ment— not  for  the  last  five  to  six  years- 
put  product  on  the  road,"  says  y 
Brown,  automotive  analyst  at  Iceolc 
Inc.,  a  market  researcher  in  Los  Angele 
J.D.  Power  &  Associates'  most  recent  i 
of  initial  vehicle  quality,  Mitsubishi  ra 
one  rung  from  the  bottom  with  148  pr 
lems  per  100  vehicles.  In  Japan, 
Mitsubishi  has  faced  repeated  recalls, 
brand  is  yet  more  tarnished. 

Despite   these   problems,   a 
would  jeopardize  Chrysler,  given  the  ( 
parties'  wide  sharing  of  parts.  "Of 
tionally,  it  would  be  a  huge  setback 
everything  they've  developed  so  far," 
Arndt  Ellinghorst,  an  analyst  at  Dresc 
Kleinwort  Wasserstein  in  Frankfurt 

Analysts    also   woi 
that  Mitsubishi's  Ja 
nese  investors  will  re 
a  shakeup  until  Da 
bumps  its  stake  to 
than  50%,  which  is 
expected  until  2006. 
will  take  that  long  to 
Mitsubishi's  debt 
control.  "There  is  no 
to     consolidate     [I 
subishi's   financials] 
the  short  term,"  say 
Frankfurt-based  anal> 
"It  would   blow   ap 
Daimler's  credit  rating 

The  45-year  old 

schler   resolved   sta 

problems  on  Mercc 

Benz's  M- Class  pr 

tion  line  in  the  U.S. 

helped  overhaul  Sma 

operations.  But  insic 

say  his  direct  persona 

may   not   play  well 

Japan.  As  Renschler 

his  team  dig  in,  no  i 

counting  on  a  quick  i 

-By  Gail  Edmor 
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Lula's  Honeymoon 
inding  Down? 


'AS  LATIN  AMERICA'S  biggest  surprise.  After  winning  a  landslide 

i  tory  in  2002  on  a  campaign  to  revamp  the  economy  and  bat- 

a£  for  the  poor,  Brazil's  left-leaning  President  Luiz  Inacio  Lula  da 

S  va.  thrilled  worried  investors  when  he  continued  his  prede- 

isor's  plan  of  strict  financial  austerity.  Instead  of  catching  the 


P^rs  as  predicted,  the  country's  bond  and 
np  k  markets  enjoyed  stellar  returns  last 
|ky  •  and  are  still  going  strong. 

ut  now  pressure  is  mounting  on  Lula  to 
|tf]  :e  a  lurch  toward  populism— a  sure  way 
>(fi  ettison  Brazil's  stability  and  growth 
>p  ipects.  After  riding  a  wave  of  popular 
M  sort  through  his  first  year,  Lula  is  facing 
V  lering  criticism  from  within  his  own 
^W  -kers'  Party  and  governing  coalition  as 
/  as  from  ordinary  voters.  Many  feel  be- 
gfj  ed  by  Lula's  rejection  of  the  socialist 
it  cies  the  Workers'  Party  has  always 
J  dit  for.  In  a  late  March  opinion  poll,  only 
ajj2  >  of  Brazilians  voiced  support  for  the 
1 3!  jrnment,  down  from  41%  in  December. 
jj[  i's  personal  approval  rat- 
$.  has  slipped  from  66%  to 
njc  i.  Meanwhile,  leaders  of 
1  j-President  Jose  Alen- 
10r  s  Liberal  Party  have 
1  ;d  for  Lula's  Finance 
J  ister,  Antonio  Palocci, 
!2Ta  Central  Bank  President 
J  irique  Meirelles  to  be 
J  ced— an  astonishing  act 
,jf  isloyalty. 

I  oth  the  Right  and  the 
Jj  are  turning  up  the  heat 
Jj  mse  of  unhappiness  with 
1  economy,  which  has 
ji  ivn  an  average  of  just  2% 
j  ear  since  the  mid-'90s. 
J[  up  with  rising  unem- 
J  onent,  Brazilians  turned  to  Lula  and  his 
,  [  mise  of  a  "  spectacle  of  growth."  Yet  the 
;  iomy  contracted  by  0.2%  in  Lula's  first 

*.  Unemployment  is  stuck  at  12%;  in  Sao 

lo,  the  industrial  heartland,  it  reached 
i  rly  20%  in  February— a  record. 

lalls  are  growing  for  the  Central  Bank  to 
4   the  economy  by  cutting  interest  rates. 

iness  and  labor  lobbies  are  also  de- 
.J  iding  more  intervention  in  the  real 
i  nomy.  The  government  recently  an- 


LULAThe  President 
is  feeling  pressure 
to  swing  toward 
populist  policies 


nounced  some  $3  billion  in  financial 
help— mostly  low-interest  loans— for  sec- 
tors such  as  pharmaceuticals.  "We  are  see- 
ing signs  of  a  drift  away  from  orthodox 
policies,"  warns  Marcelo  Carvalho,  chief 
economist  at  Itaii  Corretora,  a  unit  of 
Brazil's  No.  2  private-sector  bank. 

Pork-Barrel  Demands 

POLITICAL  DYNAMICS  are  further  compli- 
cating Lula's  position.  A  campaign-finance 
scandal  implicating  an  aide  to  his  chief  of 
staff,  Jose  Dirceu,  erupted  in  February.  That 
has  seriously  damaged  the  Workers'  Party's 
squeaky-clean  image.  To  fend  off  a  con- 
gressional inquiry,  Lula  has  been  forced 
into  an  ever-closer  alliance 
with  the  pork-barrel  politi- 
cians of  the  Brazilian  Demo- 
cratic Movement  Party 
(PMDB),  a  catch-all  party 
that  traditionally  trades  its 
support  for  federal  money 
for  local  projects.  "The 
PMDB  is  likely  to  charge 
more  and  more  for  its  sup- 
port, and  that  will  have  a  fis- 
cal cost,"  says  Vladimir 
Caramaschi,  economist  at 
Fator  Doria  Atherino,  a  Sao  Paulo 
brokerage.  Adding  to  the  pressure, 
in  October,  Brazilians  will  vote  for 
more  than  5,300  mayors  and  mu- 
nicipal councils— widely  seen  as  a 
mid-term  referendum  on  the  President. 

The  good  news  for  Lula  is  that  growth 
should  pick  up  this  year,  to  about  3%.  Vot- 
ers may  welcome  the  turnaround.  But 
Brazil  needs  growth  of  5%  or  6%  a  year  to 
cut  unemployment.  And  that  requires 
more  painful  reform  of  the  tax  system,  bu- 
reaucracy, and  labor  markets.  Lula,  howev- 
er, may  already  be  feeling  reform  fatigue— 
and  the  heat  won't  ease  anytime  soon.  ■ 
-By Jonathan  Wheatley  in  Sao  Paulo 


GLOBAL 
WRAPUP 

ELECTION  ODDS 
IN  BRITAIN 

WILL  BRITISH  Prime  Minister 
Tony  Blair  call  early  elections? 
He  doesn't  have  to  hold  a  vote 
until  May,  2006,  but  it  is 
widely  assumed  he'll  call  the 
election  for  the  spring  or,  at  the 
latest,  fall  of  2005.  Still, 
speculation  is  growing  that  he 
might  move  earlier— in  the  fall 
of  2004.  There  are  three 
reasons:  The  Conservatives 
under  Michael  Howard  are 
growing  stronger;  pressure  is 
growing  on  Blair's  Labour  Party 
to  raise  taxes  to  meet  its 
spending  commitments;  and 
the  Party  may  not  want  to 
present  another  budget  before 
the  election. 

But  the  most  important 
reason  is  that  Blair  might  want 
to  get  the  British  vote  out  of  the 
way  if  it  looks  as  if  President 
George  W.  Bush  will  be  defeated 
in  November.  Spanish  voters 
have  already  booted  out  the 
Conservatives  in  part  because  of 
Jose  Maria  Aznar's  support  for 
the  Iraq  war.  Blair  won't  want  to 
face  the  electorate  as  the  last 
key  war  supporter  left  standing. 

AN  EU-LATIN  AMERICA 
TRADE  BREAKTHROUGH? 

THE  EUROPEAN  Union  looks 
poised  to  score  a  trade  victory  in 
the  U.S.'s  backyard.  On  Apr.  15, 
negotiators  from  the  EU  and 
Mercosur,  the  customs  union 
comprising  Argentina,  Brazil, 
Paraguay,  and  Uruguay,  are 
expected  to  exchange  detailed 
proposals  to  lower  or  eliminate 
tariffs  on  the  majority  of  their 
traded  goods,  the  last  big  step  to 
signing  a  free-trade  pact  by 
October.  The  key  to  the  deal  is 
the  EU's  decision  to  lower  tariffs 
and  liberalize  farm-import 
quotas.  That  concession  seems 
likely  to  persuade  Mercosur  to 
back  down  from  its  contentious 
demand  for  an  end  to  European 
farm  subsidies. 
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The  Next 
Wal-Mart? 

Like  the  US.-based  giant,  Germany's  Aldi 
boasts  awesome  margins  and  huge  clout 


AT  FIRST  GLANCE,  AN 
Aldi  group  store  in  Ger- 
many seems  like  an  un- 
likely staging  area  for 
world  conquest.  Jars  of 
asparagus  and  cans  of 
sardines  poke  out  of 
cardboard  boxes  piled  atop  pallets.  The 
line  at  the  registers  is  10  people  deep,  and 
the  product  range  is  reminiscent  of  East 
Berlin,  circa  1975.  Two  brands  of  toilet  pa- 
per. One  brand  of  pickles.  But  the  prices 
are  delightfully,  breathtakingly  low. 
Three  frozen  pizzas  for  $3.24.  A  bottle  of 
decent  Cabernet:  $2.36.  How  about  a  $21 
trench  coat? 

Germany  may  be  the  land  of  the 
$100,000  Mercedes-Benz  land  yacht, 
but  it's  also  a  land  of  ebbing  wealth, 
where  less  than  a  fifth  of  the  population 
has  discretionary  income  of  more  than 
$375  a  month,  where  even  haut  bour- 
geois families  will  lay  out  for  a  fancy  car 
but  stint  on  the  staples.  Thus  Aldi  stores 
are  found  not  only  in  working-class 
neighborhoods  but  also  in  wealthy  com- 
munities like  Bad  Homburg,  a  Frankfurt 


suburb  where  the  Aldi  parking  lot  is 
thick  with  BMWs  and  Mercedes.  An  as- 
tonishing 89%  of  German  households 
shopped  at  least  once  at  Aldi  last  year, 
according  to  GfK.  That  has  made  reclu- 
sive co-founder  Karl  Albrecht  the 
world's  third-richest  man,  with  a  fortune 
estimated  at  $23  billion  by  Forbes  maga- 
zine. Aldi— short  for  "Albrecht  Dis- 
count"—"is  a  huge  cult,"  says  Matthias 
Kover,  a  Cologne  resident  who  main- 
tains a  Web  site  for  devotees. 

Aldi  is  Europe's  stealth  Wal-Mart.  Like 
the  Arkansas-based  giant,  Aldi  boasts 
awesome  margins,  huge  market  clout,  and 
seemingly  unstoppable  growth— including 
an  estimated  sales  increase  of  8%  a  year 
since  1998.  It  relendessly  focuses  on  effi- 
ciency, matching  or  even  beating  Wal-Mart 
Stores  Inc.  in  its  ability  to  strip  out  costs. 
Yet  privately  owned  Aldi  is  also  very  old- 
school  German,  financing  expansion  with 
cash  to  avoid  debt,  shunning  publicity,  and 
moving  quietly  into  new  markets  before 
the  competition  catches  on.  That  has  al- 
lowed the  onetime  local  grocer  in  Essen  to 
reach  $37  billion  in  sales.  That's  small 


compared  with  Wal-Mart,  but  Aldi  is  sf  |  ai 
one  of  the  world's  biggest  retailers,  and  foe, 
major  force  in  Europe.  J-Y; 

Even  mighty  Wal-Mart  has  struggk  w~ 
against  Aldi  in  Germany.  Wal-Matnr? 
has  other  problems  there,  such  as  a  lai  mjr; 
of  sites  for  its  jumbo-size  stores.  B 
a  big  obstacle  is  that  Aldi  and  other  di 
counters  already  had  a  lock  on  budg 
food  shoppers.  "Aldi  was  doing  tJ 
same  thing  as  Wal-Mart  before  Wal-Ma  \  ■ 
got  here,"  says  Frank  Pietersen,  arijj 

wtao 


1913  Parents  of  Karl  and  Theo 
Albrecht  open  a  small  grocery  in 
north  German  city  of  Essen. 


1948  After  serving  as  German 
soldiers  in  World  War  II,  Karl 
and  Theo  open  the  first  Aldi  store 
in  Essen. 

1955  Aldi  has  100  stores. 


1960  Albrechts  divide  the 
ompany,  with  Karl  taking  Aldi 
South  and  Theo  Aldi  North.  They 
continue  to  share  some 
operations. 


1971  Theo  Albrecht  kidnapped, 
released  after  17  days  following 
payment  of  $4  million  ransom. 

1976  First  Aldi  opens  in  U.S.  in 
southeastern  Iowa.  j 

1979  Theo  Albrecht  buys  U.S. 
upscale  discounter  Trader  Joe's. 

1990  First  Aldi  in  Britain. 
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2001  First  Aldi  in  Australia. 


2004  Aldi  is  world's  llth-largest 
grocer,  with  $37  billion  in  sales 
and  nearly  7,000  stores. 
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iiisi      analyst   for   KPMG   in   Cologne. 
rs,an  [Tie  discount  chain  already  is  having  a 
1-Mart-type  effect  on  the  German 
crugg  nomy.  The  main  association  of  Ger- 
al-M  n  retailers  issued  a  report  on  Mar.  8 
asal  ming  Aldi  and  other  "hard  discoun- 
ts.   ;"  for  running  35,000  small  shops  out 
itheri  business  last  year.  Bavarian  dairy 
d  bud  ners  have  picketed  Aldi  stores,  which 
oing    y  blame  for  a  ruinous  15%  plunge  in 
U-]  k  prices  since  2001.  Aldi  must  take 
e  not  to  let  such  criticism  tarnish  its 
utation  among  German  consumers. 
rVhaf  s  next?  Aldi  now  shows  signs  of 
jping  up  the  pace  of  its  expansion  on 
l-Marfs  turf.  Aldi  opened  its  first  U.S. 
e  in  Iowa  in  1976  and  has  sales  of  $4.8 
ion  in  North  America,  according  to 
rket  watcher  M+M  Planet  Retail.  Trad- 
er's Co.,  a  specialty  grocer  owned  by  a 
lily  trust  that  Aldi  co-founder  Theo  Al- 
cht  created  for  his  sons,  has  become  the 
test  thing  in  U.S.  retailing  by  extending 
Aldi  concept  to  upscale  products  like 
hew  butter. 

\fter  adding  just  a  few  stores  a  year, 
i  aims  to  open  over  40  a  year  until 
.0,  bringing  the  U.S.  total  to  1,000. 


i^i 


"We  still  have  a  long  way  to 
go  to  catch  up  to  Germany," 
says  Kendra  Byers,  Aldi  di- 
rector   of    operations    for 
North  Carolina,  South  Car- 
olina, and  Georgia.  Aldi  is 
even  buying  up  sites  from 
retailers  trampled  by  Wal- 
Mart.  "It  is  an  uncharacter- 
istic weakness  of  Wal-Mart 
that  it  has  not  recognized 
how  formidable  a  foe  Aldi 
is,"  warns  Burt  P.  Flickinger 
III  of  New  York  City-based  Strategic  Re- 
sources Group,  a  retailing  consultant.  He 
expects  Aldi  to  have  as  much  as  2%  of  the 
U.S.  grocery  market  by  2010,  up  from 
0.65%  now.  Says  Wal-Mart  spokesman 
Bill  Wertz:  "We  certainly  recognize  Aldi 
as  being  a  tough  competitor." 

Will  Aldi  take  over  the  world?  It's  clear 
that  Aldi  is  on  the  march,  advertising  on 
the  Web  for  workers  and  store  locations  in 
places  such  as  Ireland  and  Australia.  "One 
of  the  principles  of  Aldi  is  not  to  rush  into 
things,  but  first  to  build  a  solid  foundation. 
Once  they  have  that,  they  move  more 
quickly,"  says  Dieter  Brandes,  a  former 


Aldi  executive  who  has  published  a  book, 
The  11  Secrets  of  Aldi  Success. 

Aldi— actually  two  associated  retailing 
groups  controlled  by  Karl  Albrecht  and 
brother  Theo,  both  in  their  80s— is  Eu- 
rope's biggest  "hard  discounter,"  the 
term  for  a  retailer  that  pushes  prices  even 
lower  than  traditional  discounters.  Hard 
discounters  have  doubled  their  share  of 
Europe's  grocery  market  in  the  past 
decade,  to  9.5%,  according  to  ACNielsen. 
"They're  coming,  and  they're  going  to 
change  the  retailing  landscape  for  good," 
says  Volker  Koch,  Frankfurt-based  ana- 
lyst for  M+M. 

DEVASTATING  STRATEGY 

ALDI  FOLLOWS  a  simple  but  devastating 
strategy.  A  typical  Aldi  has  only  about  700 
products,  compared  with  more  than 
20,000  at  a  traditional  grocer  such  as  Roy- 
al Ahold's  Albert  Heijn  and  as  many  as 
150,000  at  a  Wal-Mart  Supercenter.  Es- 
tablished brand  names  like  Nestle  or 
Nivea  are  irrelevant  at  Aldi.  Almost  every- 
thing on  display  is  an  Aldi-exclusive  label 
such  as  Millville  Raisin  Bran  at  89<t  a  box 
and  Sweet  Valley  root  beer  for  $1.89  a  12- 
pack.  "They're  not  the  brands  I'm  used  to, 
but  they're  good.  Nestle  has  nothing  on 
this,"  says  retired  schoolteacher  Silvia 
Randall,  holding  up  a  package  of  LaMissa 
hot  cocoa  mix  at  an  Aldi  in  Smyrna,  Ga. 

Because  it  sells  so  few  products,  Aldi 
can  exert  strong  control  over  quality  and 
price,  and  can  simplify  shipping  and  han- 
dling. Aldi's  operating  mar- 
gin in  some  regions  of  Ger- 
many is  as  high  as  9.3%, 
according  to  consultants 
McKinsey  &Co.  "Aldi  has 
taken  the  retail  formula 
down  to  the  most  basic  ele- 
ments," says  Neil  Z.  Stern, 
senior  partner  at  Chicago 
retail  consultant  McMillan/ 
Doolittle  LLP,  who  believes 
Aldi  is  more  efficient  than 
Wal-Mart.  One  estimate 
puts  pretax  profits  at  $1.5  billion. 

Aldi's  formula  is  as  much  the  result  of 
necessity  as  brilliance.  When  Karl  and 
Theo  Albrecht  returned  from  Allied  POW 
camps  after  World  War  II,  residents  of 
bombed-out  Essen  wanted  only  the  prod- 
ucts they  needed  from  one  day  to  the  next, 
for  the  best  price.  So  the  brothers  restrict- 
ed their  assortment  to  a  few  hundred  items 
and  carefully  monitored  quality.  "Our 
business  was  managed  solely  on  the  basis 
of  the  lowest  price,"  Karl  Albrecht  said 
during  a  rare  public  appearance  in  1975. 

The  Albrechts  have  avoided  the  spot- 
light since  1971,  when  Theo  was  kid- 


The  onetime 
local  grocer 
is  now  one 
of  the  largest 
retailers  in 
the  world 
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napped  for  17  days.  He  was  released  in  re- 
turn for  a  $4  million  ransom— after  bar- 
gaining to  get  the  price  down,  according  to 
press  reports.  Frugality  remains  an  obses- 
sion. Theo  Albrecht  turned  ofFlights  when 
he  entered  a  room  if  he  thought  daylight 
sufficed,  according  to  Brandes.  Theo  still 
goes  to  work  daily,  while  Karl  has  turned 
over  day-to-day  management  to  profes- 
sionals. Ownership  has  been  transferred  to 
trusts  to  help  prevent  disputes  among  heirs. 
Will  Aldi  prove  as  successful  a  German 


export  as  BMWs?  In  Europe,  retailers  are 
certainly  feeling  the  heat.  The  Nether- 
lands' Albert  Heijn  cut  prices  on  2,000 
products  last  year  to  try  to  thwart  the 
hard  discounters.  ACNielsen  even  sells  a 
risk-assessment  profile  to  help  other  re- 
tailers figure  out  when  an  Aldi  product 
threatens  sales. 

As  for  Aldi,  its  all-cash  approach  to  ex- 
pansion means  the  risk  of  a  catastrophic 
setback  is  low.  Analysts  say  Aldi  could  find 
a  niche  in  U.S.  markets  that  can't  support  a 


BUDGET  SHOPPING 


Trader  Joe's:  The  Trendy 
American  Cousin 


It's  a  small  grocery  chain  that  moves 
into  abandoned  retail  stores  in  second- 
rate  locations.  Parking  is  all  but 
impossible.  There's  not  a  deep 
selection  in  the  cramped  aisles,  and 
you'll  be  lucky  to  spot  a  national  brand  on 
the  shelves. 

Welcome  to  Trader  Joe's.  About  all  this 
210-store  U.S.  chain  shares  with  Germany's 
Aldi  Group-besides  being  owned  by  a  trust 
created  by  Aldi  co-founder  Theo  Albrecht— 
is  its  rigorous  control  over  costs.  But  where 
Aldi  carries  such  basics  as  toilet  paper  and 
canned  peas,  TJ's,  as  it's  known,  stocks 
eclectic  and  upscale  foodstuffs  for  the  wine- 
and-cheese  set  at  down-to-earth  prices. 

It's  a  phenomenally  lucrative 
combination,  analysts  say.  Sales  last  year 
were  an  estimated  $2.1  billion,  or  $1,132  per 


square  foot,  twice  that  of  traditional 
supermarkets,  according  to  the  Food 
Institute,  a  nonprofit  research  group  in 
Elmwood  Park,  N.J.  The  Monrovia  (Calif.) 
company  would  not  talk  to  6us/nesslVee/(, 
but  its  Web  site  notes  that  while  the  37-year- 
old  chain  quintupled  its  store  count  from 
1990  to  2001,  profits  grew  tenfold. 

"What's  unique  about  Trader  Joe's  is  that 
there's  no  competition,"  says  Willard  R. 
Bishop  Jr.,  who  heads  his  own  consulting 
firm  in  Barrington,  III.  TJ's  develops  or 
imports  many  of  its  own  products  from 
sources  it  has  developed  over  decades  and 
sells  more  than  80%  of  them  under  the 
Trader  Joe's  brand  or  a  variant  thereof: 
Trader  Jose,  Trader  Ming,  and  Baker  Josef 
are  a  few.  In  states  where  it  can,  it  sells 
discount  wine  and  liquor.  The  latest  rage  is 


"big  box"  store  such  as  Costco  Wholesal 

Corp.  And  most  U.S.  retailers  don't  seem  t 

recognize  the  threat.  "[Aldi]  is  kind  of  boi 

tom-feeding,  and  nobody  notices  it,"  say 

Tom  A.  Muccio,  a  former  Procter  &  Garr. 

ble  Co.  executive  familiar  with  Aldi.  Funn; 

that's  the  same  mistake  that  Germa 

competitors  made  a  few  decades  ago.  ■  I 

-By  Jack  Ewing  with  Andrea  Zamme 

in  Frankfurt,  Wendy  Zellner  in  Dalla 

Rachel  Tiplady  and  Ellen  Groves  in  Pari 

and  Michael  Eidam  in  Smyrna,  Gt 


its  own  Charles  Shaw  label  of  California 
varietals,  affectionately  known  as  Two-Buck 
Chuck  for  its  $1.99  price  tag  in  California  (it's 
$3.39  in  Ohio  stores). 

It's  not  all  about  value  pricing.  Trader  Joe 
Co.'s  products  have  a  definite  feel-good 
bent.  The  company  promises  that  products 
with  the  TJ  label  won't  include  genetically 
modified  ingredients.  After  complaints  from 
animal-rights  activists  about  the  way  ducks 
are  slaughtered,  it  stopped  selling  them.  Ahi 
tuna  is  caught  without  nets,  its  dried 
apricots  are  unsulfured,  its  peanut  butter  is 
organic— and  has  no  trans  fats  to  boot.  And 
what  about  those  Ghirardelli  chocolate- 
covered  dried  blueberries,  $3.99  for  a  10-oz 
tub?  TJ's  notes  that  you  can  get  your  choco 
fix  and  your  antioxidants  at  the  same  time. 

One  place  where  TJ's  has  never  stinted  is 
with  its  employees.  Besides  above-union 
wages  and  generous  bonuses  (pay  for  entry- 
level  part-timers  starts  at  $8  to  $12  an  hour; 
first-year  supervisors  average  more  than 
$40,000  a  year),  TJ's  contributes  an 
additional  15.4%  of  each  worker's  gross  pay 
into  a  company-funded  retirement  plan. 

The  company  got  its  start  when  Joe 
Coulombe  was  trying  to  figure  out  how  to 
protect  his  three  Southern  California 
convenience  stores,  called  Pronto  Markets, 
from  the  onslaught  of  7-Elevens  in  the 
1960s.  He  loaded  the  stores  up  with  hard-to- 
find  gourmet  items  and  low-priced  wines, 
and  cherry-picked  food  manufacturers' 
discontinued  and  overstocked  merchandise, 
which  he  peddled  at  steep  discounts. 
Coulombe  sold  the  renamed  Trader  Joe's  in 
1979  to  the  family  trust  established  by  Theo 
Albrecht,  and  he  retired  in  1988. 

The  ever-changing  closeouts  turned 
shopping  at  TJ's  into  somewhat  of  a 
treasure  hunt.  Now,  the  closeouts  are 
mostly  gone,  but  with  its  wide  selection  of 
unique  products  and  a  friendly  staff 
(they're  the  ones  in  the  funky  Hawaiian 
shirts),  it  remains  that  today.  For  most 
people,  shopping  is  a  chore.  Trader  Joe's 
makes  it  recreation. 

-By  Larry  Armstrong  in  Los  Angeles 
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SciTech  Developments  to  Watch 


EDITED  BY  OTIS  PORT 


INNOVATIONS 


Of  space  pioneers 
and  chicken  feed 

»  Private  space  flight  just 
got  a  boost.  The  Federal 
Aviation  Administration  has 
granted  a  license  to  Scaled 
Composites  for  a  suborbital 
launch.  That's  putting  yet 
another  feather  in  the  cap  of 
founder  and  CEO  Burt  Rutan. 
Scaled  Composites  has  been 
the  odds-on  favorite  to  win 
the  $10  million  X  Prize,  a 
reward  set  up  for  the  first 
privately  funded  spacecraft 
that  makes  two  flights  to  an 
altitude  of  100  kilometers  (62 
miles)  within  two  weeks. 
Scaled  Composites 
successfully  tested  its 
SpaceShipOneonDec.  17. 
»  The  latest  twist  on 
fighting  fire  with  fire  pits 
"good"  bacteria  against  bad. 
It's  called  probiotics,  and  it 
may  help  prevent  food 
poisoning  from  foul  fowl. 
Researchers  at  Britain's 
Institute  of  Food  Research 
have  identified  a  microbial 
strain  that  totally  destroys 
one  harmful  bacterium  in  the 
guts  of  chickens.  The 
researchers  hope  to  find 
more  beneficial  bacteria  and 
eventually  reduce  the  need 
for  antibiotics  in  chicken  feed. 
Antibiotic-laced  animal  feed 
is  widely  believed  to  be  a 
factor  in  the  rise  of  drug- 
resistant  "superbugs"  that 
increasingly  cause  fatal 
infections  in  people. 


SPEED 

SCHUSSING 
WITHOUT  SHUDDERING 


DOWNHILL  SKI  RACING  isn't  for 
the  fainthearted.  Contestants 
regularly  top  150  mph.  The 
current  record  is  a  blazing 
250.7  kilometers  per  hour,  or 
almost  180  mph. 

Racer  Martin  Lachaud 
aims  to  break  that  record. 
He's  hoping  to  hit  255  kph  at 
the  Pro  Mondial  competition 
now  under  way  at  Les  Arcs 
ski  resort  in  France.  His 
sponsor,  Paris-based  Skis 
Rossignol,  has  developed  a 
"space  ski"  with  technology 
borrowed  from  the  European 
Space  Agency. 


Rocketing  over  the  snow  at 
such  speeds,  even  tiny  surface 
variations  cause  the  skis  to 
vibrate,  and  the  shudders 
disturb  the  smooth  flow  of 
water,  produced  by  friction, 
that  lubricates  the  underside 
of  skis.  So  Rossignol  adapted 
a  system  used  to  keep  space 
instruments  rock-steady. 
Embedded  in  the  skis  are 
piezo  actuators  from  France's 
Cedrat  Technologies— in 
essence,  smart  shock 
absorbers  that  detect  vibration 
and  generate  opposing  forces 
to  cancel  it  out. 


CLIMATE 

SEA CHANGE  IN 
THE  ATLANTIC 
OCEAN? 

ONE  WORRY  about  global 
warming  is  that  the  increased 
concentration  of  greenhouse 
gases  will  upset  earth's 
balance  and  bring  changes  in 
ocean  circulation.  In  an 
extreme  case,  scientists  say, 
the  flow  of  warm  currents  up 
the  Atlantic  Ocean  to  Europe 
might  be  shut  down.  That 
would  cause  temperatures  to 
plunge  in  Western  Europe. 
Such  a  shift  may  be  unlikely, 
but  anxious  researchers  have 
been  keeping  a  keen  watch 
for  anv  variations  in  ocean 


flow,  using  satellites  and 
instruments  moored  out  in 
the  sea. 

Now,  they  are  starting  to 
spot  some  potentially 
worrisome  changes.  In  the 
Apr.  15  online  issue  of  Science, 
a  NASA-University  of 
Washington  team  reports 
that  the  counterclockwise 
circulation  of  surface  water  in 
the  North  Atlantic  has 
become  markedly  weaker 
since  the  early  1990s.  "These 
observations  of  rapid  climate 
changes  over  one  decade  may 
merit  some  concern,"  the 
authors  write.  But  they  also 
caution  that  if  s  not  yet  clear 
if  the  shift  in  circulation  is 
the  result  of  man-made 
global  warming  or  part  of  a 
natural  cycle.        -John  Carey 


FUELS 

WHY  COAL 
MAY  BE  JUST 
THE  THING 
FOR  JETS        I 

JET  PLANES  POWERED  by  coal 

It's  possible,  according  to 
researchers  at  Pennsylvania 
State  University.  But  the  co 
has  to  be  liquefied  and 
mixed  with  some  dregs  of 
oil  refining,  so  don't  look  fo: 
any  coal  trucks  roaming 
airport  tarmacs. 

Developed  for  the  latest 
hot-shot  jet  engines, 
particularly  those  in  the  ne 
F-35  Joint  Strike  Fighter,  thi 
coal-based  fuel  remains 
stable  at  temperatures  up  to 
900F.  That's  important,  sa; 
Harold  Schobert,  director  of 
Penn  State's  Energy 
Institute,  because  the  new 
engines  generate  so  much 


ed( 


heat  that  air  cooling  isn't 
sufficient.  Fighter  jets  can't 
afford  to  lug  coolant,  so  the 
fuel  is  used  to  cool  the 
engine  before  it  gets  burne 

The  production  process  ftja 
coal-based  fuel  has  been 
engineered  to  combine  easil  c 
with  normal  petroleum 
refining,  "and  we  could 
tweak  the  process,"  Schobei 
says,  to  yield  a  fuel  suitable 
for  ordinary  jets.  That  could 
put  a  dent  in  oil  imports, 
since  jet  fuel  accounts  for 
roughly  10%  of  total  oil 
refinery  output  in  the  U.S. 
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Vaccinating  the 
(World's  Poor 

rlaxo  is  betting  it  can  combat  Third 
forld  scourges— and  still  make  money 


nes 


EAN  STEPHENNE  IS  AN 
unlikely  revolutionary.  The 
president  of  GSK  Biologi- 
cals,  the  vaccine  subsidiary 
of  GlaxoSmithKline  PLC,  is 
unusually  soft-spoken,  al- 

most  shy.  But  his  gende  de- 

:anor  belies  a  bold  risk-taker  willing  to 
mble  hundreds  of  millions  of  dollars  on 
eas  :cines   to   combat    diseases   in   the 

>rld's  poorest  countries, 
i  Stephenne's  bet  this  year  may  be  the 
hobi  ;gest  in  his  30-yea  career  at  GSK  Bio, 
Rixensart,  Belgi  He  is  investing  as 
Ji  ich  as  $300  mi  on  to  test  a  vaccine 
ainst  rotavirus  lighly  infectious  par- 
te that  can  caust  deadly  gastroenteri- 
It  is  one  of  d  largest  and  most  ex- 
nsive  such  tri        ince  the  Salk  vaccine 


;u!t; 


aloil 

flietf 


was  tested  against  polio  more  than  50 
years  ago.  But  this  time,  most  of  the 
60,000  inoculated  children  are  in  Latin 
America.  And  even 
though  rotavirus  is  en- 
demic throughout  the 
world,  Stephenne  sub- 
mitted the  vaccine  for 
approval  first  in  Mexi- 
co, where  authorities 
could  give  it  the  nod  by 
the  end  of  this  year. 

For  Glaxo  and  the 
drug  industry,  the  trial 
marks  a  new  para- 
digm in  vaccine  devel- 
opment. Traditionally, 
products  have  been 
introduced  in  wealthy 


A  BOOSTER 


Glaxo's  vaccine  sales  are  rising 


countries  first,  reach-    IN  SUDAN  Africa 

ing  developing  coun-    is  reeling  from 
tries    only    after    the    diseases  for 
manufacturer  has  re-    ^"ST 
couped  the  cost  or  re-    ^^^ 
search    and    develop- 
ment, which  can  take  decades. 

Stephenne  is  taking  the  opposite 
tack-and  if  he  succeeds,  if  11  be  the  first 
time  a  new  vaccine  is  launched  in  a  coun- 
try with  massive  medical  need  but  little 
profit  potential.  His  plan  is  to  roll  out  the 
vaccine  in  low-  and  middle-income  coun- 
tries in  Latin  America,  Asia,  and  eventu- 
ally Europe— saving  the  U.S.,  the  most  lu- 
crative market,  for  last.  "Our  business 
model  is  to  supply  vaccines  to  the  world, 
not  just  the  U.S.  and  Europe,"  he  says. 

The  changing  economics  of  the  vaccine 
business  gave  Stephenne  the  confidence 
to  pioneer  this  "south 
first"  strategy.  For  one 
thing,  research  in  this 
field  is  enjoying  a  ren- 
aissance as  biotech- 
nologists  apply  gene- 
based  tools  to  the 
quest.  And  philan- 
thropies, starting  with 
the  $27  billion  Bill  & 
Melinda  Gates  Foun- 
dation, are  rewarding 
those  efforts  on  behalf 
of  the  Third  World. 

But  that's  just  the 
start.   The   surge   in 
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(T)  Uranium  mining 

(2)  Uranium  enrichment  and  nuclear  fuel  fabrication 

(3)  Reactor  design  and  construction 

(4)  Management  of  spent  nuclear  fuel 

(5)  Wind  power  equipment 
\B)  Transmission 

(7)  Distribution 


The  world  needs  energy. 

AREVA  develops  solutions  to  produce,  transmit 

AREVA,  with  75,000  employees  in  over  100  countries,  offers  its  clients  technological 
solutions  for  reliably  producing  and  supplying  electricity,  www.areva.com 
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Science&Technoloev  Medicine 


private  money  has  spawned  a  slew  of 
public-private  partnerships  aimed  at  im- 
proving access  to  existing  vaccines  and 
speeding  the  development  of  new  ones. 
Industrialized  countries  now  realize  that 
if  developing  nations  are  to  become  less 
reliant  on  foreign  aid,  the  disease  burden 
must  be  reduced.  Vaccinations,  often 
costing  just  pennies  per  dose,  are  the 
most  cost-effective  approach.  So  wealth- 
ier nations  are  stepping  up  their  contri- 
butions to  global  vaccination  programs 
and  simultaneously  increasing  vaccine 
spending  at  home  in  the  hopes  of  pre- 
venting global  outbreaks  of  exotic  dis- 
eases, such  as  SARS.  Stephenne  reckons 
that  these  trends,  along  with  Glaxo's 
strategy  of  manufacturing  for  global 
markets,  will  make  vaccines  pay  off. 

WORLD  LEADER 

GSK  BIO  IS  ALREADY  the  world's  leader 
in  vaccines,  with  $2  billion  in  yearly  rev- 
enues—roughly a  quarter  of  total  vaccine 
sales  worldwide.  And  the  company  has 
more  than  20  novel  vaccines  in  clinical 
trials,  a  few  of  which  could  become  bil- 
lion-dollar blockbusters.  Some  of  the 
new  products  will  be  for  diseases  that  af- 
flict developed  and  developing  countries 


alike  (table).  But  what 
makes  GSK  Bio  unique  is  its 
focus  on  vaccines  for 
scourges  such  as  malaria, 
which  kills  three  children 
every  minute  in  developing 
countries.  Glaxo  is  the  only 
major  pharmaceutical  com- 
pany in  the  world  with  vac- 
cines for  malaria,  tubercu- 
losis, and  HIV  in  the  clinic. 

Until  recently,  the  lack  of 
cjmmercial  interest  in  vac- 
cines for  Third  World  dis- 
eases was  understandable. 
Public  companies  couldn't 
justify  to  shareholders  the 
investment  of  millions  of 
dollars  in  products  for 
which  there  was  no  paying 
market.  This  kept  the  public  and  private 
sector  at  each  others'  throats  for  years. 
Getting  "drugs  and  vaccines  to  low-prof- 
it, high-need  countries  of  the  Third 
World  has  been  an  enormous  problem  for 
a  long  time,"  says  Dr.  Ann  Peterson,  as- 
sistant administrator  for  global  health  at 
the  U.S.  Agency  for  International  Devel- 
opment in  Washington. 

Enter  the  Gates  foundation,  which  has 


G 

1% 


STEPHENNE 

Governmei 
vaccine 
funding  is  i 


it- 


brokered  a  truce  between  industry 
the  public  sector.  Since  its  creation 
years  ago,  it  has  invested  more  than  $1 
billion  to  speed  the  development  of  vi 
cines  and  procure  existing  ones  for 
world's  poor.  One  of  many  Gates-bac 
initiatives  is  the  Global  Alliance  for 
cine  &  Immunization  (GAVI),  a  partne 
ship  between  industry  and  the  prival1*1 
sector  that  says  it  has  provided  more  thai  ® 


Ye 


Glaxo  has  Promising 
/accines  in  the  Pipeline... 


DISEASE 


NEAR  TERM 


arix 


Rotavirus 


iorix-Tetra     Measles,  mumps,  rubella, 
and  varicella 


Meningitis 


FURTHER  OUT 


eptorix        Streptococcus  pneumoniae 


iplirix 


Genital  herpes 


rvarix 


Human  Papillomavirus  (HPV) 


ssquirix 


Malaria 


Lung  cancer  and  melanoma 


,:  GSK  Bio.  The  Vaccine  Fund.  USAID.  World  Health  Organization 


million  children  with  access  to  basic 
Lccines.  A  study  by  the  Center  for  Inter- 
htional  Development  at  Harvard  Uni- 
fcrsity  notes  that  the  Gates  foundation  is 
Ltspending  the  seven  most  powerful 
Fonomies  in  the  world  combined— help- 
[g  create  a  market  where  none  existed. 
1  Yet  global  health  experts  estimate  that 

will  take  a  minimum  of  $10  billion  a 
tar  to  fund  the  purchase  of  vaccines 


...Bolstering  the  Fight 
Against  Infectious  Disease 


DISEASE 


DEATHS  (THOUSANDS) 


DEATHS  WORLDWIDE  FROM 
VACCINE-PREVENTABLE  DISEASE* 


Measles 


745 


Hepatitis  B 


600 


Haemophilus  influenza  B  (HIB) 


413 


DEATHS  WORLDWIDE  FROM  DISEASES  THAT 
MAY  SOON  BE  VACCINE-PREVENTABLE 


HIV 


3,000 


Malaria 


2,000 


Tuberculosis 

Pneumococcal  disease 


2,000 


1,600 


Rotavirus 


800 


•2002  estimates 


needed  throughout  the  developing  world. 
And  huge  challenges  remain.  Last  year, 
GSK  Bio  had  an  urgent  request  from  the 
World  Health  Organization.  A  new  strain 
of  meningitis  had  emerged  in  Burkina 
Faso  in  Africa  and  existing  meningitis 
vaccines  offered  little  protection.  GSK  Bio 
scrambled  to  develop  something  more 
potent,  producing  6  million  fresh  doses  in 
just  six  months  and  offering  them  for  $1  a 


dose.  Still,  there  wasn't  enough  money  to 
cover  even  this  small  cost,  and  a  group  of 
donors  had  to  jump  in  with  funds. 

For  Stephenne,  the  key  is  sizing  up  po- 
tential markets.  In  the  mid-1980s,  both 
Glaxo  and  Merck  &  Co.  launched  vaccines 
for  hepatitis  B,  targeting  it  at  teenagers  be- 
cause the  disease  is  mainly  transmitted 
sexually.  When  that  tack  proved  politically 
impossible,  U.S.  health  authorities  recom- 
mended vaccination  at  birth,  drastically  in- 
creasing the  size  of  the  market.  Merck 
couldn't  keep  up  with  demand.  But  GSK 
was  ready  with  ample  manufacturing  ca- 
pacity, recalls  Dr.  Jerald  C.  Sadoff,  former 
head  of  vaccine  development  at  Merck  and 
current  president  of  the  Aeras  Global  TB 
Vaccine  Foundation.  Overnight,  GSK  went 
from  10%  of  a  small  market  to  60%  of  a 
massive  one. 

Glaxo's  Third  World  experiment  poses 
different  challenges,  says  Sadoff,  "but  if 
it's  successful,  it  enables  them  to  do  the 
right  thing  for  the  developing  world  and 
still  make  money."  That' s  the  magic  for- 
mula that  motivates  Stephenne,  the  foun- 
dations, and  the  government  agencies 
that  share  his  world  view.  If  they  can 
make  it  pay,  everybody  wins.  ■ 

-By  Kerry  Capell  in  Rixensart,  Belgium 
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Education  Test  in 


A  Syllabus  Way 
Beyond  the  SATs 

Nonprofit  Educational  Testing  Service 
plans  to  expand  by  creating  for-profits 


ENTION  THE  EDU- 
cational  Testing  Ser- 
vice, and  most  peo- 
ple think  of  the  SAT, 
the  Scholastic  Apti- 
tude Test  that  mil- 
lions of  high  school- 
ers sweat  over  each  year  in  hopes  of  lofty 
scores  to  help  ease  their  way  into  col- 
leges. But  if  ETS  President  Kurt  M. 
Landgraf  has  his  way,  Americans  will  en- 
counter the  testing  giant's  exams 
throughout  grade  school  and  right 
through  their  professional  careers. 

Landgraf,  a  former  DuPont  executive 
brought  to  the  organization  in  2000  to  give 
ETS  a  dose  of  business-world  smarts,  has  a 
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grand  vision  for  the  cerebral  Princeton 
(N.J.)  nonprofit.  Worried  that  the  backlash 
against  college  testing  means  a  lackluster 
future  for  the  SAT  and  other  higher-ed  ETS 
exams,  Landgraf  has  been  trying  to  diver- 
sify into  two  growth  markets:  tests  and 
curriculum  development  for 
grade  schools,  where  the  fed-     TfJU  f._      ~L 
end  No  Child  Left  Behind  Act    1 1  3  LO Ugn 
has   spurred   national   de-    ff\  rYtzArf*  Vvio* 
mand  for  testing,  and  the     LU  1JiCl,V.   U1& 
corporate    market,    where    profitS  Ul 
Landgraf     sees     potential    £j_^  j      ^ 

growth  in  u  ting  for  mana-    tile  CrOWCleQ 
gerial  skills.  By  2008,  he 
hopes  expansion  in  these 
two  areas  will  more  than 


K-12  market 


THE  SAT  IN  1953  double  ETS's  $90 

ETS  lost  a  contract  million  anticipat 

to  grade  the  essay  ed   2004   revenui 

part  of  the  SAT  II  (table)  «My  job1 

^^n  to  diversify  ETS  a 

we  are  no  longt 
reliant  on  one  or  two  major  tests,"  he  says 
But  the  57-year-old  executive  facet 
plenty  of  tough  questions  of  his  owi 
While  every  state  is  clamoring  to  develo 
effective  primary-  and  secondary-schoc 
tests  because  of  the  2001  federal  lai 
most  aren't  willing  to  pay  more  than  th 
$5  or  so  per  student  they  now  spend.  Al 
though  ETS  has  been  competing  at  th: 
price  and  winning  contracts,  its  expe 
test-development  methods  mean  it's  1 
ing  money  in  the  process. 


SPLIT  PERSONALITY 

LANDGRAF  IS  PURSUING  growth  large 
by  buying  or  setting  up  for-profit  si 
sidiaries.  In  theory,  the  idea  makes  ser 
leap  into  growth  markets  where  you  hai> 
something  to  offer  and  use  the  proce 
to  subsidize  the  parent  nonprofit.  But 
ality  is  another  thing.  Earnings  seem 
in  the  future,  and  the  new  pursuit  of  pre 
its  may  clash  with  ETS's  academic  cult 
and  its  mission  to  help  provide  equal 
cess  to  education. 

The  new  corporate  mentality  th; 
Landgraf  brought  from  DuPont,  alo 
with  a  few  former  colleagues,  has  roil 
some  of  ETS's  2,700-person  professio: 
staff.  It  also  leaves  the  group  open  to  com 
plaints  from  its  for-profit  rivals,  whici 
might  resent  being  undercut  by  a  compas 
ny  with  a  tax  advantage.  Wonders  Sharoi 
M.  Oster,  co-director  of  the  Program  oi 
Nonprofit  Organizations  at  Yale  Universi 
ty:  "To  the  extent  that  the  earned-incomf 
venture  becomes  large,  it  does  make  peo 
pie  sit  back  and  ask  if  it's  really  a  nonprof 
it  anymore."  Landgraf  says  that  as  long  a 
the  nonprofit  arm  is  fulfilling  its  missior 
for-profit  work,  which  could  become  509 
of  ETS's  business,  is  defensible. 

Certainly,    ETS's    board    memben 

mostly  experts  and  educators,  though. 

the  place  needed  a  jolt  of  energy.  Land 

graf  s  predecessor,  Nancy  Cole,  worked  t 

cut  a  bloated  cost  structure  that  had  ru 

up  debt.   But  during  th 

boom    years    of  the    lai 

1990s,  ETS  directors  sa 

the  success  of  many  privai 

rivals  in  the  education  bus 

ness    and    thought    moi 

could  be  done.  It  "was  a 

organization      that      wj 

adrift,"  says  Arthur  Levin 

president  of  Teachers  Cc 

lege  at  Columbia  Universil 
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Trust  Northern. 

To  help  you  manage  the  growth  spurts. 

Bringing  home  baby  can  mean  sorting  through  a  bounty  of 
baby  products.  And  just  as  Karen's  catalog  customers  trust  her 
to  pick  out  the  best  and  brightest  of  the  bunch  for  their  children, 
Karen  trusts  Northern  for  the  best  financial  solutions  for  her 
business.  From  lines  of  credit  to  treasury  management,  our 
clients  know  the  financial  professionals  at  Northern  Trust  will 
craft  a  quality  plan  for  their  specific  situation.  And  give  them 
the  personal  attention  they  need  to  raise  their  company  from 
infancy  to  adulthood. 

To  ensure  your  financial  life  is  handled  with  kid  gloves, 
call  William  Morrison,  President  —  Personal  Financial  Services, 
at  800-468-2352. 
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ADVERTISEMENT 

CenterPoint  Energy 

Powers  Progress 

with  Centra 


CenterPoint  Energy  is  a  domestic 
energy  delivery  company  with 
11,000  employees  serving  nearly 
five  million  customers  from  the 
Gulf  Coast  to  the  Great  Lakes. 
Several  years  ago,  CenterPoint 
Energy  began  deploying  an  SAP 
platform  to  improve  business 
processes  around  its  human 
resource  and  financial  systems. 
While  this  promised  savings  and 
productivity  improvements,  the 
company  confronted  training  and 
change  management  challenges. 

The  traditional  training  approach 
would  require  flying  employees 
or  instructors  to  various 
locations  -  resulting  in  a  loss  in 
productivity  and  high  travel 
costs.  According  to  Larry 
Stewart,  CenterPoint  Energy's 
Human  Resources  Information 
Systems  (HRIS)  Manager,  "The 
cost  of  sending  employees  to  a 
training  session  becomes 
substantial  when  there  are  40-50 
people  to  train." 

CenterPoint  executives  turned  to 
Centra  to  deliver  the  training 
online  to  thousands  of  remotely 
located  employees,  eliminating 
travel  -  related  and  audio 
conferencing  expenses,  and 
allowing  the  delivery  of  courses 
in    a    more    flexible    manner. 

"Centra  paid  for  itself  in  the  first 
six  months,"  Stewart  says.  By 
using  Centra  to  engage  people 
online  and  demonstrate  the  look 
and  feel  of  SAP  virtually,  the 
company  was  able  to  reduce 
apprehension  about  the  change 
and  quickly  gain  widespread  user 
acceptance  -  resulting  in  a  faster 
and  more  efficient  rollout  of  SAP. 


IS  Centra8 

Get  work  done  like  never  before 


Education 


who  retired  from  ETS's  board  in  2002. 

Now,  Landgraf  is  pushing  for  a  major 
revamp  of  the  business.  Today,  ETS's  core 
college  products  comprise  70%  of  rev- 
enue, including  the  SATs,  '•Graduate 
Record  Examinations  (GRE),  Advanced 
Placement  (AP)  Program,  and  Test  of 
English  as  a  Foreign  Language  (TOEFL). 
Landgraf  plans  to  shrink  that  share  to 
25%  over  the  next  three  years.  But  some 
of  that  shrinkage  has  come  in  unantici- 
pated ways.  In  December,  ETS  lost  a 
$200  million  GMAT  contract  it  had  held 
since  1953  to  Pearson  Vue,  a  unit  of  Pear- 
son PLC.  The  Graduate  Management  Ad- 
mission Council,  which  owns  the  test,  cit- 
ed better  technology,  a  more  competitive 
price,  and  superior  security  of  test  results 
as  reasons  for  the  move. 

The  loss  came  on  top  of  an  earlier  set- 
back in  2003,  when  the  College  Board 
awarded  a  multimillion-dollar  contract  to 
grade  the  soon-to-be-required  essay  sec- 
tion of  the  SAT  II  to  Pearson,  which  of- 
fered a  better  price. 

Landgraf  isn't  finding  it  much  easier  to 
break  into  K-12  testing  and  for-profit  cur- 
riculum assessment.  Two  years  ago,  ETS 
snagged  big  contracts  in  California  and 
New  Jersey  to  write  and  administer 
grade  3  through  11  testing  as  well  as  high 
school  exit  exams— high-profile  assign- 
ments given  urgency  by  the  No  Child  law. 
So  far,  though,  the  cost  of  the  California 
contracts  is  running  five  times  more  than 
what  ETS  had  expected,  says  Matthew 
Stein,  an  analyst  at  Eduventures  Inc.,  an 
education  research  group.  Landgraf  con- 
cedes that  the  contracts  aren't  profitable. 

AMBITIOUS  GOALS 

THEY  ALSO  POSE  A  potential  problem  for 
his  for-profit  push.  In  January,  ETS 
shelled  out  $8  million  for  Pulliam  Group, 
a  for-profit  leader  in  curriculum  assess- 
ment and  teacher  training.  The  deal  will 
help  ETS  with  a  pending  contract  to  assist 
the  Los  Angeles  Unified  School  District  on 
curriculum  and  teacher  development. 
But  some  California  officials  worry  that 
the  move  puts  ETS  on  both  sides  of  the 
state's  testing  efforts,  since  it  will  be  de- 
signing curriculums  whose  results  will  be 
measured  in  part  by  ETS  designed  tests. 
"It  does  [raise]  the  question:  Are  they  giv- 
ing away  the  trade  secrets,  since  they  are 
the  keeper  of  the  state  exit  exam?"  says 
Geno  Flo,  es,  head  of  accountability  for 
California  Education  Dept.  Landgraf 
says  there's  no  problem  and  that  ETS  will 
keep  the  two  jobs  completely  separate. 

Even  if  no  conflicts  materialize,  it  could 
be  difficiJt  for  Landgraf  to  achieve  his  am- 
bitious £  jwth  goals.  Because  the  K-12 


LANDGRAF  ETS 

sought  the  ex- 
DuPont  exec  „ 


New  Lesson  Plan 

President  Landgraf  wants  ETS's  traditional 

college  and  graduate-school  testing  to 

become  a  smaller  share  of  its  operations 


2004 

IN  3  TO  5  Yl 
(SHARE  OF  ETS  REVEN 


Traditional  programs 

(SAT,  GRE,  GMAT) 


70% 


Initiatives  (curriculums, 
K-12  and  teacher  testing) 


20 


Corporate/professional  10 

(management  exams  and  certifications) 

Data:  Educational  Testing  Service 
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market  is  booming,  ETS  should  be  able  to 
make  a  decent  return  in  for-profit  activifia 
such  as  curriculum  design  and  teacher  de1 
velopment,  where  its  vast  intellectual 
capital  and  research  capabilities  give  it 
an  edge,  says  Eduventures'  Stein.  (Thf 
McGraw-Hill  Companies,  which  owrJ 
BusinessWeek,  competes  in  the  K-12  market! 

But  K-12  testing  is  another  matter.  ETS 
has  been  gaining  a  foothold  but  losini 
money  on  $5-a-head  testing.  Long-ternX 
Landgraf  hopes  he  can  convince  states  thai 
buy  at  that  price  to  trade  up  to  a  betta 
product  that  uses  more  of  ETS's  vauntel 
testing  expertise.  Trouble  is,  doing  it  rigM 
can  mean  shelling  out  up  to  $250  a  head  to 
design  tests  built  around  a  state's  curri 
lum.  And  few  states  can  spend  that  kind 
money.  If  they  don't,  however,  ETS  m; 
only  grow  with  the  K-12  market,  at  aboi 
15%  a  year.  That  would  still  leave  Landgral 
far  short  of  his  revenue-growth  goals. 

Landgraf  insists  that  without  signify 
cant  change,  ETS's  future  would  be  in 
jeopardy.  Hugh  B.  Price,  a  former  trustel 
and   recently   retired   National   Urbai 
League  president,  agrees.  "If  you  donl 
tend  to  the  economic  viability  of  the  erf 
terprise,  you  can  occupy  a  space  in  thj 
graveyard  of  nonprofits."  The  question 
whether  Landgraf  s  high-risk  efforts 
renew  the  venerable  institution— or  div< 
it  entirely  from  its  original  mission.  ■ 
-By  Jennifer  Merritt  in  New  Yo 
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Before  Centra. 


90%  user  resistance 


10%  user  adoption 


10%  user  resistance 


90%  user  adoption 


After  Centra- 


Look  at  the  facts.  You'll  see  that  Centra's  solution  for  Enterprise  Application  Rollout  dramatically  improves 
global  development,  deployment  and  adoption  of  IT  systems.  Developers  engage  end  users  early  and  often. 
Stakeholders  stay  in  the  loop.  Users  get  trained.  Change  gets  managed.  All  online.  In  real  time.  This  isn't 
typical  after-the-fact  training.  Or  any  Web  conferencing  toy.  THIS  IS  COLLABORATION.  THIS  IS  CENTRA. 


CCIlt r3*  READ  OUR  SUCCESS  STORIES.  MAKE  YOURS  ONE  OF  THEM.  CENTRA.COM 


Get  work  done  like  never  before 
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JOHN  W.  HENRY,  THE  54-YEAR-OLD 

principal  owner  of  the  Boston  Red 
Sox,  was  born  with  a  genius  for 
numbers.  A  college   dropout,  he 
made  billions  of  dollars  for  himself 
and  clients  over  the  course  of  two 
decades  as  one  of  the  premier  play- 
ers in  the  global  futures  markets. 
Eminently  rational,  he  is  not  some- 
one who  believes,  as  do  so  many  in 
Boston,  in  the  Curse  of  the  Bambino: 
that  the  team's  soul-crushing,  85- 
year  dry  spell  without  a  World  Series 
championship  is  punishment  for 
what  was  certainly  the  worst  base- 
ball deal  ever,  the  decision  to  sell 
Babe  Ruth  to  the  New  York  Yankees 
just  before  the  1920  season.  Henry 
may  have  filled  his  Fenway  Park  of- 
fice with  reminders  of  the  team's 
unlucky  past,  including  a  photo  of  a 


king 


Can  John  Henry's 
Red  Sox  finally 
win  a  World  Series? 

BY  WILLIAM  CSYMONDS 


April  26,  2004  I  BusinessWeek  I  75 


COVER STORY 


retired  Babe  Ruth  in  Yankee  pinstri]  *  g  hands  with  Ted 

Williams.  But  no,  Henry  is  not  the  kind  of  man  who  believes 
that  the  team  he  and  his  partners  bought  for  *  n?cord  $690  mil- 
lion in  February,  2002,  is  jinxed. 

'  Stoic  as  he  is,  even  Henry  couldn't  bear  v  opened  last 

Oct.  16,  when,  from  his  seat  beside  the      d  ut  in  Yan- 

kee Stadium,  he  watched  Boston  lose  seventh 

game  of  the  American  League  Champion  very  an- 

gry," he  says  with  typical  understatement  >w  Sox 

Manager  Grady  Litde  had  chosen  to  leave  usly  tir- 

ing ace  pitcher,  Pedro  Martinez,  deep  into  I  inning. 

The  Sox  held  a  three-run  lead  and  were  jusr  fi  rom  the 

76    BusinessWeek  I  April  26.  2004 


World  Series.  But  Little  kept  Mai  ^ 
tinez  on  the  mound  until  the  Yai  ie 
kees  tied  the  score,  setting  tl  ®: 
stage  for  a  game-winning  home  I- 
by  Aaron  Boone  in  the  bottom  <  '• 
the  11th.  To  some  fans,  it  was  tl  **! 
So^  most  painful  loss  in  a  Ion  '^ 
history  of  painful  losses. 

Henry  gave  himself  a  day  t»" 
wallow  in  his  team's  misfortune0'1'1 
Then,  before  the  World  Series  h*1"; 
even  begun,  he  huddled  with  h  •> 
key  executives  to  discuss  Litt  ^ 
(who  was  soon  fired),  the  pitchin  rUi 
staff,  and  the  team's  other  wea  >' 
nesses.  "We  were  focused  on  200  R 
and    beyond,"     recalls     Hem  & 
What's  beyond  is  the  hope  <  ^ 
breaking  the  Curse  once  and  ft  & 
all.  Making  the  playoffs  every  sii 
gle  season  is  part  of  the  plan  b 
certainly  wouldn't  be  enough 
banish  the  ghosts  in  Boston.  Ev 
a  single  World  Series  tide  mig 
not  do  the  trick.  "We  want  to 
multiple  World  Series,"  says  R< 
Sox  Chairman  Thomas  C.  Wern 
It  is  an  audacious— some  woul  ^ 
say  oudandish— goal  for  a  tear  '^ 
whose  drought  extends  back  {&■ 
1918.  "Most  new  owners  of  sport au 
teams  say  they  just  want  to  wi  *¥ 
one  [World  Series]  ring,"  saj^ 
David  F.   D'Alessandro,  CEOc^ 
John  Hancock  Financial  Service  ^ 
Inc.  and  one  of  the  team's  limite  " 
partners.  "These  guys  are  trying  j  M 
build  a  dynasty." 

But  first  the  Sox  must  find  « 
way  to  vanquish  the  Yankee^ 
their  rivals  in  the  America^ 
League  East  and  a  team  that  is  ft  * 
richer  and  far  more  successfi  ^ 
Henry  and  his  partners  often  ca  ' 
their  quest  in  mythic  terms.  "\*  ^ 
are  like  the  Jedi  Knights  taking  c  °) 
the  Evil  Empire  in  Star  Wars® 
says  Sox  CEO  Larry  Lucchino. 

If  that's  the  case,  then  the  jp 
light  saber  is  sabermetrics,  a  sy  ® 
tern  of  detailed  statistical  analys  ^ 
that's  supposed  to  gauge  ballpla  & 
ers'  abilities  with  scientific  prec  • 
sion.  Baseball  has  always  been 
game  of  statistics,  but  saberme 
rics  posits  that  traditional  mea 
ures  like  batting  average  and  runs  batted  in  are  of  limited  use 
predicting  whether  a  player  can  actually  help  win  ball  gamt 
By  looking  at  more  refined  measures— the  ability  to  get  on  ba 
or  to  strike  hitters  out  with  the  fewest  possible  pitches— map 
agers  are  supposed  to  be  able  to  suss  out  overlooked  talef* 
among  the  hundreds  of  players  in  the  league  and  hire  them  <  * 
the  cheap.  It's  the  value  investor's  approach  to  baseball. 
Although  the  system  has  been  around  for  decades,  until  i  f 


ACE  IN  THE  HOLE?  The  Red 

Sox  put  Schilling  on  the 
payroll  in  the  off-season 


, 


tly  it  was  ignored  by  just  about  everyone  other  than  Rotis- 
e  league  players  who  use  such  data  to  draft  their  fantasy 
ns.  But  now  sabermetricians  have  become  almost  as  sought 
t  as  power-hitting  shortstops.  They  won  respect  after  Gen- 
1  Manager  Billy  Beane  used  the  approach  to  take  his  small- 
rket  Oakland  Athletics  to  the  playoffs  four  seasons  in  a  row. 

ability  to  build  a  first-rate  club  with  a  third-rate  budget  was 
tured  in  last  year's  best-selling  MoneyBall  by  Michael  Lewis. 
'lenty  of  other  teams  are  trying  to  mine  the  reams  of  data 
erated  by  the  game,  but  Henry,  more  than  almost  anyone 
:  around,  is  perfectly  suited  to  this  blood- 
;,  brainy  approach.  He  is  also  the  first 
ler  to  combine  a  commitment  to  this 
v  discipline  with  a  willingness  to  spend 

very  big,  on  stars.  "The  Red  Sox  are  a 
re  dangerous  team,"  says  Steve  Moyer, 
sident  of  Baseball  Info  Solutions,  a 
ermetrics  company  that  Henry  has 
?d.  "They're  like  the  A's  with  money." 


he  A-Rod  Factor 

RING  THE  OFF-SEASON,  Boston  shelled 

big  bucks  in  bidding  wars  for  Keith 
like,  an  Ail-Star  closer,  as  well  as  Curt 
tilling,  the  ace  who  was  named  co-MVP 
he  2001  World  Series  for  shutting  down 
Yankees.  But  the  team  also  signed  Pokey 
>se,  who  hit  just  .215  last  year.  Why? 
:ause  his  glove  is  golden— and  a  detailed 
dysis  showed  the  high-scoring  Sox 
ded  fielding  more  than  they  needed  the 

bat  of  Todd  Walker,  whom  Reese  re- 
2ed.  "This  may  be  the  best  Red  Sox  team 
r  assembled,"  brags  Henry. 
To  help  pay  for  all  that  high-priced  talent, 
nry  and  his  partners  have  shrewdly 
hed  in  on  the  entertainment  value  of  the 
I  Sox.  "They  deserve  an  A-plus  in  mar- 
ing  and  promoting  the  team,"  says  An- 
w  Zimbalist,  an  economics  professor  at 
ith  College  who  is  an  authority  on  base- 
finance.  He  estimates  the  Sox  have 
)sted  revenues  30%,  to  $230  million,  in 
)  years,  making  them  baseball's  second 
st  lucrative  franchise.  The  new  owners 
o  control  80%  of  a  highly  profitable  re- 
nal sports  network  that  broadcasts  Sox 
mes  and  brings  in  revenues  of  more  than 
0  million  a  year. 

But  as  the  fiercest  rivalry  in  professional 
)rts  resumes  on  Apr.  16— in  a  nationally 
;vised  game  at  Fenway— the  Sox  are  still 

underdogs  by  almost  every  measure, 
le  off-season  ended  just  like  the  ALCS, 
h  a  Yankee  home  run,"  concedes  Sox  Ex- 
itive  Vice-President  Charles  Steinberg.  In 
d-February  the  Yankees  signed  Alex  Rod- 
uez,  one  of  baseball's  biggest  talents, 
om  the  Sox  had  wooed  but  then  aban- 
ned  after  the  players'  union  rejected  the 
m's  plan  to  save  money  by  restructuring 

contract.  The  Yankees  put  together  a 


clever  deal— in  which  the  Texas  Rangers  will  pick  up  $67  mil- 
lion of  the  $179  million  remaining  on  A-Rod's  contract— that 
the  union  could  accept.  Most  sportswriters  predict  that,  with  A- 
Rod,  the  Yankees  will  once  again  finish  first  in  the  AL  East. 

That  deal  only  underscores  the  economic  chasm  between  the 
two  clubs.  The  Red  Sox5  opening-day  payroll  this  year  was  $127 
million,  the  second  highest  in  the  majors.  Grand  as  that  is,  how- 
ever, if  s  dwarfed  by  the  $184  million  the  Yankees  spent.  "Base- 
ball still  doesn't  have  an  answer  to  the  Yankees,"  says  Henry. 

And  it's  not  just  that  the  Yankees  are  still  by  far  baseball's 


The  Boston  Red  Sox  and  the  New  York  Yankees  may  be  the  two  most 
lucrative  franchises  in  baseball,  but  the  Bronx  Bombers  still  have  a  huge 
edge  over  their  rivals  by  many  measures: 

RED  SOX 

YANKEES 

Opening  day  payroll 

$127  million 

$184  million 

Total  revenues 

$230  million* 

$320-$340  million* 

Price  paid  by 
current  owner 

$690  million  (2002) 

$10  million  (1973) 

Average  ticket 
price 

$40.77 

$24.86 

Cost  to  take  a  family 
of  four  to  the  ballpark** 

$263.09 

$183.94 

Stadium 

Fenway  Park 

Yankee  Stadium 

Capacity 

33,871 

57,546 

World  championships 
since  1920 

0 

26 

Years  finished  ahead  of 
rival  team  since  Babe  sold 

18 

66 

Players  in  Hall  of  Fame*** 

7 

17 

Major  League  records  in  red 

•Estimate  Includes  all  local  broadcast  revenues  generated  by  the  team,  in  addition  to  rights  fees  "Includes  hot  dogs.  2  beers.  4  sodas,  and  parking 

les  only  Hall  of  Famers  whose  primary  team  was  the  Sox  or  Yankees 
Data:  Andrew  Zimbalist.  Smith  College:  Team  Marketing  Report.  Ma)or  League  Baseball 
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richest  club— with  revenues  that  Zimbalist  estimates  range  from 
$320  million  to  $340  million.  They  also  have  far  more  financial 
flexibility.  While  Yankees  owner  George  Steinbrenner  snapped 
up  his  team  from  CBS  Inc.  for  a  mere  $10  million  in  1973,  Hen- 
ry and  his  partners  had  to  take  on  heavy  debt— estimated  to  be 
as  high  as  $300  million— to  finance  their  purchase.  And  soon 
they  must  either  renovate  or  replace  34,000-seat  Fenway,  the 
smallest  ballpark  in  the  majors,  which  could  cost  hundreds  of 
millions  more. 

On  first  impression,  Henry  doesn't  seem  like  much  of  a  match 
for  The  Boss.  He  was  initially  so  bashful  about  seeking  new 
clients  for  his  futures  firm  that  in  1985  a  manager  at  E.F.  Hutton 
&  Co.  told  him:  "You're  the  best  adviser  I  have,  but  I'm  going  to 
take  you  off  our  approved  list  if  you  don't  hire  a  marketing  per- 
son." Even  today,  "for  all  his  money,  he  isn't  pretentious,"  says 
Leo  Melamed,  chairman  emeritus  of  the  Chicago  Mercantile  Ex- 
change. "But  if  I  was  George  Steinbrenner,  I'd  sure  be  peeking 
over  my  shoulder,"  adds  John  M.  Damgard,  president  of  the  Fu- 
tures Industry  Assn.  "John  Henry  is  one  of  the  smartest  guys  in 
the  world." 


Blame  It  On  The  Babe 


Since  the  Red  Sox  sold  Babe  Ruth  to  the  Yankees  prior 
to  the  1920  season,  the  team  has  been,  well,  cursed. 
No  other  team  has  so  often  come  so  close  to  winning 
it  all,  only  to  fall  short  at  the  end. 

1918  The  Sox,  armed  with  pitcher  Babe  Ruth, 
vanquish  the  Chicago  Cubs  to  win  their  fourth 
World  Series  in  seven  years. 

1919  In  December,  Red  Sox  owner  Harry 
Frazee  sells  the  Babe  (right)  to  the  Yankees  for 
a  record  $100,000,  plus  a  $300,000  loan. 

1945  Jackie  Robinson,  then  playing  in  the 
Negro  Leagues,  tries  out  at  Fenway  Park  but  is 
passed  over  because  of  his  color.  Later  that 
year,  the  Brooklyn  Dodgers  make  history  by 
signing  Robinson  as  the  first  black  big  leaguer. 

1946, 1967, 1975  The  Sox  lose  the  World 
Series  in  the  seventh  game. 

1978  The  Sox  take  a  14-game  lead  before  suffering 
an  historic  collapse.  They  end  the  season  tied  with 
the  Bronx  Bombers.  In  the  one-game  playoff,  the 
Yankees  win  5-4,  thanks  to  an  improbable  three- 
run  homer  by  their  No.  9  hitter,  Bucky  Dent. 

1986  In  Game  6  of  the  World  Series,  Boston  is  one 
strike  away  from  winning  the  title.  The  Mets, 
though,  score  the  deciding  run  on  a  weak  ground 
ball  that  slips  under  the  legs  of  first  baseman  Bill 
Buckner  (left).  The  Mets 
win  Game  7. 

OCT.  15. 2003  In  the  seventh  game  of  the 
American  League  Championship  Series, 
the  Sox  ics'^  a  three-run  lead  in  the  eighth 
inning  .  -r  Grady  Little 

decia-.  his  obviousiy  tiring 

ace  pitcher,  Pec  ez.  The  YanKees 

win  in  the  bottom  of  the  11th  on  a  home 
run  from  Aaron  Boone  (right). 


John  Henry  &  Co.  "deserve  an 
A-PLUS  in  marketing  and 

Eromoting  the  team/5  says 
aseball  finance  expert  Zimh 

And  although  he  is  just  as  competitive  as  Steinbrenner,  Hes 
ry  realizes  "that  doesn't  mean  you  have  to  be  a  dictator,"  saj 
D'Alessandro.  Instead,  Henry  runs  the  team  collegially,  with  ] 
two  key  partners:  Werner,  whose  company  produced  The  Cos^ 
Show  and  who  once  owned  the  San  Diego  Padres,  and  Lucct 
no,  a  baseball  veteran  who  previously  was  president  of  both  I 
Padres  and  the  Baltimore  Orioles.  "The  three  of  us  talk  evd 
day,"  says  Henry,  "and  I  don't  think  I  could  exaggerate  whj 
good  friends  we  are."  Adds  Leo  Hindery  Jr.,  the  former  chief  e 
ecutive  of  Yankees  Entertainment  &  Sports  Network  (YES 
which  broadcasts  Yankee  games:  "If  s  one  of  the  best  partne 
ships  in  baseball  today." 

The  hired  help  is  pretty  impressive,  too.  When  the  Sox  we^ 
looking  for  a  new  general  manager  in  2002,  they  eventua 
promoted  one  of  their  own:  Theo  Epstein,  the  assistant  gene 
al  manager,  who  was  just  28— making  him  the  youngest  GM I 
the  game's  history.  His  appointment  stunned  the  basebsj 
world.  On  the  day  it  was  announced,  Lucchino  went  to 
White  House  for  a  baseball  reception  hosted  by  Preside! 
George  W  Bush,  former  owner  of  the  Texas  Rangers.  When  I 
President  entered  the  room,  he  said:  "Hey,  Lucchino,  I  hear  ycj 
hired  a  28-year-old  GM.  He'd  better  be  good,"  Luce 
no  recalls.  "Mr.  President,  he  went  to  Yale,"  the  Si 
CEO  quickly  retorted.  "Strike  two,"  Bush  responde 
Henry  says  Epstein  is  off  to  a  good  start.  "I  could  n<j 
be  happier  with  him  as  GM,"  says  the  team  owner. 


*t0  ■  tyfel     Riding  the  Trend 

HENRY  FIRST  BECAME  FASCINATED  with  baseb 

statistics  growing  up  on  his  family's  corn  and  soybe 

farms  in  Arkansas  and  Illinois.  "My  room  would  co: 

alive,"  he  recalls,  as  he  listened  to  the  late  Harry  G 

broadcast  the  St.  Louis  Cardinals,  kept  meticulo 

score,  and  updated  batting  averages  in  his  head.  He 

showed  far  less  promise  as  a  player.  "When  I  went  to  baseb 

camp,  I  set  their  record  for  strikeouts,"  he  admits.  "But  that 

n't  dent  my  enthusiasm.  My  dream  was  a  job  where  I  could 

ford  season  tickets  to  the  Cardinals." 

After  finishing  high  school  in  California,  where  his  f; 
had  moved,  Henry  drifted  in  and  out  of  several  colleges,  stu 
ing  philosophy  but  never  earning  a  degree.  "Those  were 
flower  power  days,"  he  explains.  Henry's  innate  abilities  bla 
somed  after  his  father  died  and  he  took  over  responsibility  fif 
tr  e  family  farms.  In  an  effort  to  learn  more  about  the  market! 
Henry  opened  a  managed  futures  account  with  a  man  tradia 
frozen  chickens.  The  trader  soon  doubled  Henry's  $5,000  staJ| 
by  selling  a  contract  when  the  price  rose  a  penny  and  bu 
when  it  fell  a  penny.  "His  strategy  worked  pretty  well,  but 
looked  at  the  long-term  trend  and  saw  that  if  the  market  w< 
one  way  long  enough,  you'd  be  wiped  out,"  says  Henry.  The 
perience  helped  inspire  a  trading  philosophy  that  has  gui 
him  ever  since:  that  the  best  way  to  make  money  is  to  figure 
the  underlying  trends  that  drive  markets— and  to  get  out  quit 
ly  when  they  reverse.  He  has  no  use  for  visionaries.  "Marl 
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participants  generally  don't  understand  how  little  they  know 
about  the  future,"  he  says. 

Henry  set  up  shop  in  1981  in  California  with  just  his  own 
money  to  invest.  It  was  tough  going  at  first,  and  on  more  than 
one  night  Henry  worked  so  late  he  just  slept  at  the  office.  But  by 
the  mid-'90s,  he  was  managing  $2.5  billion  and,  like  other  suc- 
cessful hedge  funds,  charging  steep  fees:  4%  of  assets  and  15% 
of  profits.  In  effect,  that  guaranteed  his  small  firm  at  least  $100 
million  a  year.  Today  at  the  offices  of  John  W.  Henry  &  Co.  in 
Boca  Raton,  Fla.,  the  company's  headquarters,  "we  have  com- 
puters looking  for  trends  in  74  markets  around  the  world,"  says 
Mark  Rzepczynski,  who  runs  the  firm  on  a  day-to-day  basis. 
Once  a  trend  is  identified,  they  ride  it— sometimes  for  months  or 
years— until  they're  convinced  it  has  peaked.  Says  Henry,  who  as 
chairman  oversees  the  business  (often  from  Boston  during  base- 
ball season):  "If  s  not  for  me  to  ask  why  the  price  is  going  up  or 
down  but  rather  to  pay  attention  to  what  is  actually  happening. 
And  over  time,  that  gives  us  a  big  advantage." 

Henry's  philosophy— known  as  "trend-following"— is  hard- 
ly unique.  But  by  sticking  to  his  formula,  he  gets  exceptional  re- 
sults. The  annualized  returns  of  10  portfolios  that  have  been 
open  at  least  five  years  range  from  9.5%  to  a  dazzling  29.6%  at 
the  Financial  &  Metals  Portfolio,  which  has  been  trading  since 
1984.  Rzepczynski  figures  that  since  1982,  "we've  generated 
about  $2.4  billion  of  profits  for  our  clients." 


20,000  Games  of  Catch 

LIKE  MOST  BIG  LEAGUERS,  Henry's  baseball  career  began  in 
the  minors.  In  1989  he  bought  a  Triple-A  team  and  a  Senior 
League  team,  where  he  met  his  second  wife,  who  was  pro- 
gramming the  team's  computers.  Shortly  afterward  he  acquired 
a  small  stake  in  the  Yankees  and  avidly  attended  the  partners' 
meetings.  "It  was  George's  show,"  Henry  recalls.  "We  [the  part- 
ners] had  a  great  relationship,  but  [the  meetings  were]  sort  of 
like  a  father  dealing  with  his  children."  Back  then,  Henry 
praised  Steinbrenner's  big-spending  ways,  even  writing  him  a 
thank-you  note  at  the  beginning  of  every  season. 

In  1999,  Henry  bought  the  Florida  Marlins  from  H.  Wayne 
Huizenga  for  $150  million.  The  Marlins  were  less:  Huizen- 
ga  had  gutted  the  payroll,  and  the  Fish  desperately  needed  a 
new  stadium.  Henry  believed  he  could  be  the  savior.  But  after 


NO  DICTATORSHIP  three  years,  he  told  Commission^ 

Henry,  Werner,  and  Bud  Selig  he  had  had  enough.  TI: 

Lucchinoarethekey  Florida  legislature  was  balking 

partners— and  they  putting  up  tax  dollars  for  the  stadii 

geUjongfemou  sly  and  Henry  had  mn  up  a  losg  of  so; 

$50  million  on  the  team.  Selig 
sympathetic,  though  many  fans  weren't.  "You've  been  a  gr< 
owner,  and  we  still  want  you  in  this  game,"  he  told  Henry. 

In  early  November,  Henry  called  Lucchino,  who  had  joint 
forces  with  Werner  to  bid  for  the  Red  Sox  from  the  Jean 
Yawkey  Trust.  "How's  it  going  in  Boston?"  he  asked.  "We': 
dialing  for  dollars,"  Lucchino  responded,  "and  you're  just  w] 
we  need."  So  Henry  flew  out  to  Los  Angeles  to  meet  Werner, 
ter  they  hit  it  off,  Henry  signed  on,  promising:  "Whatever  moi 
ey  you  don't  have,  I'll  provide."  At  the  time,  Henry  expected 
price  of  about  $330  million  for  the  53%  of  the  Sox  owned  by 
Yawkey  Trust.  But  then  the  Sox3  limited  partners  decided  to  st 
as  well,  pushing  the  cost  close  to  $700  million.  Henry  evem 
ally  put  in  the  $158  million  he  got  from  selling  the  Marlins, 
ter  a  protracted  bidding  war  and  a  final  nine-hour  meeting 
the  trustees,  Henry  and  his  partners'  bid  was  accepted.  "It 
one  of  the  most  shocking  moments  of  my  life,"  he  says. 

The  new  owners  were  not  exactly  welcomed  in  Boston.  M; 
fans  were  deeply  suspicious  of  the  outsiders  who  had  wrest* 
control  of  New  England's  crown  jewel.  To  mend  fences, 
partners  quickly  called  on  the  city's  corporate  leaders.  Hei 
Werner,  and  Lucchino  all  bought  homes  in  Boston.  And  wht 
the  season  began,  they  abandoned  the  aloof  approach  of 
previous  owners.  On  Father's  Day,  for  example,  20,000  di 


Red  Sox  Inc. 


When  John  Henry  and  partners  bought  the  Sox  for  a 
record  $690  million  in  early  2002,  they  acquired  a  lot 
more  than  just  a  baseball  team.  Here's  what  they  own, 
and  how  it's  organized. 

NEW  ENGLAND  SPORTS  VENTURES  (NESV) 


The  holding  company  that  controls  all  the  assets  purchased  by 
Henry,  Werner,  Lucchino,  and  their  18  partners. 

BOSTON  RED  SOX  AND  FENWAY  PARK 


The  new  owners  have  boosted  revenues  some  30%,  to  about 
$230  million  over  past  two  years,  making  the  the  club  second 
in  the  majors  but  still  way  behind  the  Yankees. 
THE  DOWNSIDE  Under  Major  League  Baseball's  revenue-sharing 
rules,  the  Sox  must  give  34%  of  adjusted  revenues  to  other  teams 

NEW  ENGLAND  SPORTS  NETWORK  (80%  OWNERSHIP) 

A  separate  company  that  broadcasts  Red  Sox  and  Boston 
Bruins  games  to  some  3.7  million  cable  subscribers  throughout 
New  England. 

A  GOLD  MINE  Thanks  to  the  strong  ratings  for  Sox  games,  its 
estimated  revenues  are  more  than  $90  million. 

NEW  ENGLAND  SPORTS  ENTERPRISES 

Startup  headed  by  Red  Sox  COO  Mike  Dee  that  aims  to  build 
on  Red  Sox  brand  by  pursuing  sports  marketing,  real 
estate,  and  other  opportunities.  It  could  even  buy  another 
sports  franchise. 
THE  BIG  ADVANTAGE  As  a  separate  company,  NESE  won't  have  to 
share  any  revenues  with  Major  League  Baseball. 
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and  their  kids  played  catch  at  Fenway.  The  players 
saw  a  change  as  well.  "You  see  them  around  the 
clubhouse  a  lot  more  than  other  owners,"  says 
pitcher  Tim  Wakefield,  who  is  now  in  his  tenth  sea- 
son with  the  team. 


Numbers  Game 


WITH  ALL  THAT  DEBT  on  the  books,  finding  new 
ways  to  make  money  was  also  a  priority.  "They 
took  a  franchise  that  had  been  moribund  and  start- 
ed to  apply  modern  baseball  marketing  tech- 
niques," says  D'Alessandro.  For  starters,  they 
squeezed  1,417  more  fans  into  Fenway.  They  added 
274  seats  atop  the  fabled  Green  Monster  in  left  field 
and  200  more  on  the  right  field  roof.  That  helped 
the  Sox  set  an  attendance  record  last  year.  The  new 
owners  also  signed  corporate  sponsors.  Fleet- 
Boston Financial,  now  part  of  Bank  of  America, 
paid  for  hitters'  and  pitchers'  boards  in  center  field; 
Anheuser-Busch  is  underwriting  the  new  right  field 
roof;  and  last  September,  Bruce  Springsteen 
played  the  first-ever  rock  concert  held  at  Fenway. 

Now  the  partners  are  launching  a  new  compa- 
ny—New England  Sports  Enterprises— to  further 
exploit  the  Sox  brand.  NESE  will  pursue  deals  from 
sports  marketing  to  team  consulting  services;  the 
company  may  even  buy  another  sports  franchise. 
And  unlike  the  baseball  team— which  must  share 
34%  of  adjusted  revenues  with  other  clubs— "we 
don't  have  to  share  NESE's  revenues  with  anyone," 
says  Red  Sox  COO  Michael  Dee,  who  heads  the  unit. 
The  real  moneymaker,  though,  is  the  partners' 
80%  stake  in  New  England  Sports  Network 
(NESN),  the  cable  network  with  3.7  million  sub- 
scribers that  broadcasts  Sox  games.  "NESN  is  why 
the  Sox  sold  for  close  to  $700  million,"  says  former 
MLB  Commissioner  Fay  Vincent.  "You  can  afford 
to  pay  almost  any  price  if  you  own  the  programming."  Espe- 
cially in  Red  Sox  Nation.  "NESN  regularly  wins  prime  time 
during  the  season,"  says  its  president,  Sean  McGrail.  And 
Werner,  one  of  the  most  successful  TV  producers  in  history,  is 
pushing  new  initiatives,  including  wiring  Fenway  so  the  Sox 
can  broadcast  their  home  games  in  high  definition.  NESN  is  a 
gold  mine,  with  revenues  around  $90  million  and  a  cash-flow 
margin  in  excess  of  30%,  says  John  M.  Mansell  Jr.,  senior  ana- 
lyst at  Kagan  Research. 

The  Yankees  haven't  been  doing  too  poorly,  either.  Thanks  to 
a  big  victory  regarding  the  fees  Cablevision  Systems  Corp.  must 
pay  yes  Network— which  broadcasts  Yankees  games  and  is 
33%-owned  by  the  Yankees— YES  revenues  could  soar  to  $230 
million  this  year,  figures  Zimbalist.  Most  industry  experts  be- 
lieve both  the  Sox  and  the  Yankees  are  lowballing  the  rights  fees 
they  receive  from  their  cable  affiliates,  since  that  income  must 
be  shared  with  other  teams.  But  Zimbalist  estimates  the  Yan- 

Every  game  is  sold  out  Ticket 
prices  are  THE  HIGHEST  in 
the  majors.  "We're  maxing  oui 
on  everything,"  admits  Hem  > 
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DAMN  YANKEES 

Rodriguez  slipped 
away  from  the  Sox 


kees'  total  revenues  could  be  some  $100  millio: 
above  those  of  the  Sox  this  year.  In  other  words,  th 
gap  between  the  two  teams  may  have  actual! 
widened  since  2001. 
And  for  all  that  Henry  and  his  executives  have  done 
squeeze  more  people  into  Fenway,  the  team  is  in  a  painful  an* 
expensive  bind  at  the  park.  Public  financing  for  a  new  stadiui 
seems  unlikely— and  it  may  even  be  unwise,  considering  th 
Boston  fans'  reverence  for  their  historic  ballpark.  "Fenway  i 
such  a  strong  part  of  the  chemistry  of  the  Sox,  there  is  a  lot  c 
risk  in  moving  out,"  says  Werner.  That's  why  Henry's  group  i 
hoping  the  1912  park  where  Babe  Ruth  broke  into  the  Bigs  ca 
somehow  be  renovated  to  serve  fans  for  another  50  years  or  s< 
The  truth  of  the  matter  is  that  the  Sox  are  hitting  a  wal 
"We're  maxing  out  on  everything,''  Henry  admits.  Every  gam 
is  already  sold  out.  Ticket  prices  are  the  highest  in  the  major 
That  means  the  Sox  payroll  has  gone  about  as  high  as  it  cai 
which  could  have  a  severe  impact  on  the  team  as  early  as  ne:  | 
year.  Four  of  the  Sox5  biggest  stars-Martinez,  pitcher  Dere 
Lowe,  shortstop  Nomar  Garciaparra,  and  catcher  Jasc 
Varitek— could  become  free  agents  at  the  end  of  the  season.  A 
are  demanding  huge  new  contracts,  but  "we  can't  afford  to  r- 
sign  all  of  them,"  warns  Lucchino. 

That's  why  sabermetrics  has  become  such  an  important  pa 
of  the  Boston  strategy.  Henry  is  not  a  guy  who  goes  in  for  hal 
measures.  After  buying  the  Red  Sox,  he  first  tried  to  sign  Bil 
Beane.  When  that  fell  through,  he  did  the  next  best  thing:  I 
hired  Bill  James,  the  writer  and  baseball  thinker  who  invent* 
sabermetrics,  as  senior  baseball  operations  adviser. 


imes  became  convinced  back  in  the  1970s  that  much  of  what 
;ed  for  traditional  baseball  wisdom  was  in  fact  deeply  flawed. 
:  time-honored  statistics  like  runs  batted  in  and  batting  av- 
;e.  RBI,  which  can  have  as  much  to  do  with  batting  order  as 
ity,  turns  out  to  be  a  crude  gauge  of  talent.  Nor  is  a  player's 
ing  average  the  best  measure  of  how  adept  he  is  in  creating 
>,  since  it  ignores  walks— a  perfectly  effective  means  of  get- 
to  first  base  that  also  helps  tire  out  the  pitcher.  Similarly, 
le  the  sacrifice  bunt  has  long  been  an  acclaimed  strategy,  "a 
e  data  analysis  suggests  that's  almost  always  the  wrong 
g  to  do"  because  it  reduces  your  chances  of  scoring  runs, 
Neal  Traven,  co-chairman  of  the  Society  for  American  Base- 
Research's  (SABR)  statistical  analysis  committee. 


o  Panacea 


SOX  ARE  NOW  USING  SABERMETRICS  to  get  more  for 
r  money.  "There  are  immense  inefficiencies  in  the  market  for 
ers,"  says  James.  Some  of  them  were  right  in  Boston,  at  least 
>re  the  arrival  of  Henry.  The  team  was  lavishing  more  than 
nillion  a  year  on  both  Jose  Offerman  and  John  Valentin,  two 
liocre  infielders.  Using  sabermetrics,  the  Sox  have  cut  the 
paid  and  hired  the  underemployed:  Last  year  they  picked  up 
;ger  David  Ortiz  for  just  $1.25  million  and  Kevin  Millar  for 
nillion.  Both  became  stars.  "They  actually  cut  the  payroll  by 
nillion,  yet  improved  the  team,"  says  Doug  Pappas,  chair  of 
R's  business  of  baseball  committee.  New  manager  Terry 
icona  will  also  use  sabermetrics  in  game-day  decisions, 
metimes  your  eyes  can  be  deceived  in  this  game,"  he  says. 


Still,  sabermetrics  is  hardly  a  panacea.  Last  season,  the  Red 
Sox  made  a  highly  controversial  decision  to  forgo  a  closer  in 
favor  of  a  "closer  by  committee"  system,  in  which  different  re- 
lievers took  on  the  job.  On  paper,  it  looked  great.  But  in  prac- 
tice, the  bullpen  blew  up.  So  the  Sox  reverted  to  tradition  by 
snagging  Foulke. 

Foulke,  of  course,  cost  the  Sox  plenty.  But  the  Sox  have  been 
far  more  prudent  than  the  Yankees,  who  make  less  use  of  saber- 
metrics and  whose  payroll  is  bloated  with  more  than  $500  mil- 
lion in  guaranteed  contracts  through  2010.  "No  sabermetrical- 
ly  oriented  team  would  ever  have  signed  Jason  Giambi  to  the 
backloaded  deal  the  Yankees  did,"  says  Pappas.  "He's  already 
33  and  has  injury  issues."  The  Yankees  have  promised  him 
more  than  $20  million  a  year  from  2006  to  2008. 

Even  after  all  he  has  done,  though,  Henry  is  not  about  to 
join  in  the  traditional  new-season  cry  in  Boston:  "This  is  the 
year!"  That  would  violate  his  statistical  principles.  If  the  Red 
Sox  make  the  playoffs,  he  figures  the  chances  of  winning  are 
only  12.5%— maybe  as  high  as  15%.  "Everyone  in  baseball  is 
well  aware  that  anything  can  happen  in  a  short  series.  That's 
why  we  need  to  take  a  long-term  perspective  and  make  the 
playoffs  every  year,"  he  says. 

But  if  the  Red  Sox  finally  do  win  the  Series,  "this  town 
would  explode,"  says  Johnny  Pesky,  the  former  shortstop  who 
was  the  goat  in  the  1946  World  Series,  the  first  of  four  the 
Sox  lost  in  the  seventh  game.  And  John  Henry— who  says  he 
doesn't  believe  in  such  things— would  be  immortalized  as  the 
man  who  finally  broke  the  Curse.  ■ 

-  With  Tom  Lowry  and  David  Polek  in 
New  York  and  Joseph  Weber  in  Chicago 
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Finance  The  Bond  Market 


Bonds  May  Be 
In  for  a  Shock 

Can  the  Fed  engineer  a  gradual  rise  in 
rates  without  setting  off  a  stampede? 


O  SEE  THOUSANDS  OF 
traders  at  their  most  jit- 
tery, look  no  further  than 
the  $8  trillion  bond  mar- 
ket. They're  all  dreading 
the  first  Friday  of  May, 
when  the  government  is 
set  to  issue  its  next  jobs  report. 

Just  look  at  what  happened  last  time: 
On  Apr.  2,  an  unexpectedly  strong  report 
of  308,000  new  jobs  set  off  the  worst  one- 
day  rout  in  eight  years  for  10-year  Treasury 
futures,  which  plummeted  nearly  2%  in 
price.  The  month  before,  an  unexpectedly 
weak  jobs  report  triggered  a  similarly  vio- 
lent reaction  in  the  opposite  direction. 

While  the  two  reports  surprised  econo- 
mists, you  would  normally  not  expect 
payroll  numbers  to  cause  wild  behavior  at 
the  worlds  biggest  securities  market.  Af- 
ter all,  the  monthly  jobs  number  is  a  lag- 
ging indicator  of  strength  in  the  economy. 
But  today's  bond  market  is  anything 
but  normal.  It  functions  on  a  hair-trigger 
of  speculation  about  just  how  soon  the 
Federal  Reserve  will  begin  raising 
overnight  interest  rates.  The  market  sold 
off  sharply,  too,  the  morning  of  Apr.  14, 
when  the  government  announced  a 
much  bigger  than  expected  0.5%  jump  in 
consumer  prices.  Anxiety  is  so  intense  be- 
cause the  market  is  more  leveraged  and 
more  hooked  on  cheap  Fed  financing  than 
it  has  been  in  at  least  a  decade.  Traders 
fear  the  end  of  a  profitable  ploy  known  as 
the  "carry  trade,"  in  which  hedge  funds, 
banks,  and  Wall  Street  dealers  borrow 
money  at  dirt-cheap  overnight  rates  and 
buy  5-  and  10-year  notes,  which  yield  two 
to  four  times  what  they  are  paying  for 
their  borrowing. 

Indeed,  the  market's  bets  are  leveraged 
more  than  ever.  Net  borrowings  by  Trea- 
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sury  securities  dealers,  including  big 
Wall  Street  banks,  are  up  to  nearly  $800 
billion,  double  the  level  of  three  years  ago. 
Bond  purchases  by  leveraged  hedge 
funds  and  other  financial  institutions 
based  in  Caribbean  tax  havens  have  dou- 
bled, to  $100  billion  a  year.  And  open  in- 
terest in  Treasury  futures  contracts, 
which  are  leveraged  instruments,  has  also 
doubled,  to  35%  of  the  value  of  outstand- 
ing Treasuries. 

The  trouble  is,  the  carry  trade  will  turn 
sour  as  soon  as  if  s  clear  that  the  Fed  is 
about  to  start  raising  overnight  rates,  now 
at  a  46-year  low  of  1%.  Traders  know  that 
the  time  will  come,  but  they're  inevitably 
tempted  to  wait  another  day  before  clos- 
ing their  positions.  Says  James  A.  Bianco, 
president  of  bond-research  firm  Bianco 
Research  LLC:  "The  minute  they  end  the 
trade,  they  stop  making  money.  Thaf  s 
what  blinds  everybody." 

This  leaves  the  Fed  in  a  tricky  position. 


SITTING  ON  A  VOLCANO 


Bond-market  players  are  borrowing  heavily 
to  make  bets  that  interest  rates  won't  rise 
anytime  soon.  If  they're  wrong,  their  big 
losses  could  have  big  consequences. 


900 


8IUI0NS  OF  DOLLARS 


600' 


NET  BORROWING  BY  PRIMARY 
DEALERS  IN  TREASURIES 


JAN.  8,  '92 


MAR.  31.  '04 


It  must  find  a  way  to  engineer  a  gradi 
rise  in  interest  rates  throughout  the  bor 
market  while  avoiding  the  kind  of  viole 
selling  that  could  roil  trading  firms,  rat 
bank  lending,  and  paralyze  borrowei 
from  corporations  to  home  buyers. , 
the  Fed's  low  interest  rates  worked  well  t 
stimulate  the  economy  after  the  recessic 
and  the  September  11  terrorist  attaci 
that  cheap  money  threatens  to  becor 
too  much  of  a  good  thing.  Before  long,  i 
Fed  may  need  to  begin  raising  intere 
rates  to  keep  the  lid  on  inflation  as 
economy  gathers  momentum. 

In  fact,  bond  investors  have  continue 
to  suffer  losses  since  the  big  jobs  repo^ 
Yields  on  10-year  notes,  which  move 
versely  to  their  prices,  climbed  an  adc 
tional  22  basis  points,  or  one-hundrec 
of  one  percentage  point,  through  Apr. 
adding  to  the  damage  from  the  initial : 
basis-point  leap.  Some  experts  blame  i 
continued  selling  on  other  signs  of  | 
strengthening   economy,  such   as 
strong  retail  sales  report  on  Apr.  13.  Ot 
ers  say  the  selling  could  originate  wi^ 
leveraged  players  who  are  trying  to 
their  losses  after  the  Apr.  2  plunge.  Eit 
way,  30-year  home-mortgage  rates  ha^ 
risen  to  5.8%  from  5.3%  in  early  Me 
according   to   the   Mortgage   Banke 
Assn.  Refinancing  applications  droppe 
30%  in  the  week  ending  Apr.  9,  adding  I 
worries  that  higher  rates  will  crimp  co^ 
sumer  spending. 

NOT  TAKING  THE  HINT 

FED  GOVERNORS  ARE  well  aware  oft 
dangers  of  a  chain  reaction  sparked  by 
rapid  fall  in  bond  prices.  Some  are  tryin  I 
to  persuade  traders  to  back  off  the  can  d 
trade.  In  an  Apr.  1  speech  at  Widener  Un  da 
versity  in  Chester,  Pa.,  Fed  Governor  Doit  I 
aid  L.  Kohn  said:  "Borrowing  short 
lending  long  is  risky."  He  went  on  I 
warn  that:  "Investors  are  unlikely  \ 
be  able  to  exit  from  these  bets  befo 
the  market  starts  to  adjust." 
likened  the  "probable"  scene  tc 
crowd  trying  to  squeeze  througl 
door  at  the  same  time. 

Kohn  may  well  be  right.  But  he 
fighting  powerful  forces  of  gre 
and  complacency.  Once  in  a  ca 
trade,  hedge  funds,  Wall  Street  de 
ers,  and  banks  get  paid  to  wait. ' 
make  money  by  keeping  in  pis 
bets  in  which  they  borrow  t 
overnight  rates  of  around  196  aJ  De 
buy  notes  and  bonds,  such  as  the  1  ks 
year  Treasury,  which  is  now  payii  ey 
4-3%.  Like  someone  who  says  they  fr 
eat  better  after  the  holidays,  thejl  fa 
tempted  to  feed  on  the  Fed's  chea  to: 
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ley  for  another  day. 
il  recently,  playing 
:ken  with  the  Fed  has 
1  well.  Wall  Street 
iks  and  brokerages 
e  benefited  hand- 
lely  from  the  profits 
ned  by  bond  traders. 
Morse,  the  bond  market 
wice  as  leveraged  as  it 

in  '94,  the  last  time 
Fed  had  to  unwind  a 
r-rate  policy  amid  a  big 
ry  trade,  estimates  Bianco.  Then,  in- 
tors  were  socked  with  the  worst  year  of 
ses  ever.  Dramatic  price  moves  in  de- 
itives  based  on  interest  rates  wiped  out 
eral  hedge  funds  and  forced  Orange 
mty,  Calif,  into  bankruptcy. 
)espite  the  damage  in  1994,  Fed  offi- 
s  still  view  that  operation  as  a  success. 
ty  doubled  overnight  rates,  from  3% 
>%,  in  a  year,  preempting  inflation  and 
ting  the  stage  for  the  late  '90s  boom. 

officials  want  to  avoid  the  pain  this 


Panic  selling 
on  an  inflation 
scare  could 
send  rates 
soaring  for  all 
borrowers 


time  around.  In  January, 
the  minutes  of  their  meet- 
ings show,  Fed  policy- 
makers debated  how  to 
gendy  discourage  bond 
traders  and  investors 
from  expecting  low  rates 
to  continue.  They  decided 
to  rephrase  a  suggestion 
that  they  would  keep 
rates  low  for  a  "consider- 
able period"  to  say  they 
could  be  "patient"  in- 
stead. Traders  initially  flinched  but  then 
decided  it  was  a  distinction  without  a  dif- 
ference. They've  maintained  their  lever- 
age ever  since,  betting  that  the  Fed  will 
give  them  a  clearer  signal  in  time  to  un- 
wind their  positions. 

Bond  traders  have  shrugged  off  evi- 
dence of  a  strong  economy.  Yields  on  10- 
year  notes  are  still  lower  than  they  were 
last  summer  or  even  two  years  ago,  even 
though  the  economy  has  been  growing 
at  4%   or  better  lately.  Commodities 


prices— which  some  analysts  view  as  a 
weather  vane  of  future  inflation— have 
climbed,  and  the  stock  market  has  re- 
bounded. "The  bond  market  is  ignoring 
almost  everything,  but  it  is  believing  in 
the  stability  of  short-term  interest 
rates,"  says  Robert  P.  Prince,  co-chief  in- 
vestment officer  at  hedge  fund  Bridge- 
water  Associates  Inc.  "This  is  a  false 
sense  of  security." 

Ideally,  the  market  would  handle  the 
approach  of  higher  short-term  rates  in  an 
orderly  fashion.  The  problem  might  re- 
solve easily  if  the  next  few  jobs  reports 
were  each  to  show  about  175,000  new 
jobs— just  enough  to  ease  pressure  on  the 
Fed  to  hold  rates  low.  More  traders  might 
unwind  their  carry  trades  if  the  Fed  did  a 
better  job  of  convincing  them  that  higher 
rates  could  come  any  time.  But,  as  mar- 
kets often  do,  this  one  may  rush  from  one 
extreme  to  the  other.  That  could  spread 
the  jitters  well  beyond  the  bond  pits.  ■ 
-By  David  Henry  in  New  York,  with 
Rich  Miller  in  Washington 

April  26.  2004  I  BusinessWeek  I  85 


Finance  Invest  in 


COMMENTARY 


BY  GARY  WEISS 


Teaching  the  Rules  of  a  Stacked  Game 

How  Wall  Street  insider  Charles  Ellis  can  truly  promote  investor  education 


CRITICS  HAVE  LONG  complained 
that  "investor  education"  is,  all 
too  often,  little  more  than  thinly 
disguised  self-promotion  by  se- 
curities firms  and  Wall  Street 
trade  groups.  So  when  a  $52.5  million  "in- 
vestor education  entity"  became  part  of 
the  $1.4  billion  global  research  settlement 
between  the  Securities  &  Exchange  Com- 
mission and  the  10  largest  investment 

banks,  cynics  predicted  that  it  would  do  little 
more  than  teach  people  how  to  buy  stocks— rather 
than  warn  investors  against  industry  abuses. 
Their  views  hardened  when  Charles  D.  Ellis,  an 
old  colleague  of  SEC  Chairman  William  H.  Don- 
aldson, was  picked  as  chairman. 

At  first  blush,  Ellis  seems  a  far  from  propitious 
choice.  His  selection  was  criticized  as  "very  trou- 
bling" by  Charles  W.  Austin  Jr.,  president  of  the 
Public  Investors  Arbitration  Bar  Assn.,  an  organ- 
ization of  investors'  lawyers.  Austin  noted  that  El- 
lis is  a  "lifetime  member  of  the  financial  services 
industry"  and  likened  his  appointment  to  the  fox 
not  just  guarding  the  henhouse,  but  building  it. 
Ellis  responds  that  he  "honestly  doesn't  see  how 
[his  appointment]  can  be  troubling,  and  if  so,  I'd 
like  to  know  what  it  is." 

Well,  the  answer  to  that  is  sim- 
ple: The  66-year-old  Ellis  is  a  Wall 
Street  insider  in  a  position  that 
seems  to  cry  out  for  an  outsider. 
His  resume  says  it  all:  former  vice- 
president  of  Donaldson,  Lufkin  & 
Jenrette  Inc.,  founder  of  a  promi- 
nent pension  fund  consulting  firm, 
and  author  of  numerous  books 
that  usually  carry  glowing  blurbs 
from  Street  luminaries.  It  hasn't 
helped  that  Ellis  has  said  he  may  appoint  brokerage  execs 
to  the  group's  advisory  boards— a  questionable  idea,  since 
the  fund  was  set  up  to  correct  monumental  abuses  by  Wall 
Street  analysts. 

But  let's  not  be  too  hasty  to  hold  Ellis'  curriculum  vitae 
against  him  as  he  organizes  the  "entity"  in  the  coming  months. 
Ellis  may  prove  to  be  an  inspired  choice  if— and  this  is  a  huge 
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He'll  lead  the 
body  set 
up  to  warn 
investors 
about  abuses 


if— he  puts  into  practice  the  kind  of  things  he  has  been  saying] 
in  his  books,  particularly  his  best-selling  Winning  the  Loser's 
Game:  Timeless  Strategies  for  Successful  Investing.  A  perusal  of] 
his  writings  discloses  that  Ellis  has  had  insightful  things  to  sa; 
about  the  brokerage  industry.  If  Ellis  abandons  his  ill-advised) 
notion  of  taking  advice  from  the  industry  and  hews  to  the  sen- 
timents he  has  expressed  in  the  past,  he'd  be  off  to  a  fast  start:  j 
DON'T  TRUST  YOUR  BROKER.  Any  investor  education  program] 
worth  its  salt  needs  to  teach  investors  about  the  basic  rules  on 
the  game— including  how  brokers  make  money  at  the  expense) 
of  investors.  Ellis  made  the  point  eloquently  in  Loser's  Gamei, 
"Don't  be  confused  about  stockbrokers.  They  are  usually  ve 
nice  people,  but  their  job  is  not  to  make  money  for  you.  The 
job  is  to  make  money  from  you."  Ellis  noted  that  the  typical 
stockbroker  talks  to  200  customers  a  year  with  in-| 
vested  assets  of  $5  million.  To  earn  $100,000,  bro-  { 
kers  must  generate  $300,000  in  commissions, 
6%  of  those  assets.  So  "the  broker  cannot  afford 
the  time  to  learn  what  is  'right.'  He  has  to  keep  the 
money  moving— and  it  will  be  your  money." 

AVOID  "HOT"  INVESTMENT  PRODUCTS.  Investors 
also  need  to  be  taught  about  the  pitfalls  of  real  es- 
tate partnerships,  hedge  funds,  and  other  invest- 
ment products  that  tend  to  be  far  more  lucrative 
for  promoters  and  brokers  than  for  investors.  Ellis 
has  certainly  cautioned  against  such  things  in  the 
past.  "Don't  invest  in  new  or  'interesting'  invest- 
ments," he  has  written. 

FORGET  PORK  BELLIES.  Commodities  futures  con- 
tracts are  another  sucker  bet,  in  which  the  risks 
are  horrendous  for  most  small  investors.  Ellis  hasi 
strongly  advised  against  commodities  in  his  writings,  sayingj 
bluntly  in  Loser's  Game:  "Never  do  commodities." 

AS  A  MATTER  OF  FACT,  FORGET  ABOUT  STOCKS  ALTOGETHER.  Over 
the  years,  Ellis  has  extolled  the  virtues  of  index  funds,  which  he 
has  encouraged  investors  to  buy  instead  of  individual  stocks. 
Indeed,  he  sits  on  the  board  of  Vanguard  Group  Inc.,  the  fundj 
group  that  sponsors  numerous  index  funds.  Such  funds  are  like 
giant  vacuum  cleaners  that  suck  commissions  from  the  wallets1 
of  brokers,  and  as  such  they  are  despised  by  the  Street. 

Ellis  cautions  against  drawing  any  conclusions  from  his  past 
investment  writings.  "I  have  some  opinions  and  I  think  the/ret 
pretty  good  opinions,  but  I'm  not  going  to  impose  them  on  in- 
vestor education,"  says  Ellis. 

Well,  that' s  too  bad.  They  are  indeed  good  opinions,  and  they 
must  be  promulgated  by  the  education  group  if  it  is  to  have  any 
credibility.  Ellis  needs  to  ensure  that  investors  are  told  the  truth 
about  the  realities  of  the  securities  industry,  no  matter  how 
much  that  may  dismay  his  old  pals  on  Wall  Street.  ■ 
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The  Corporation  Strategies 


GE  Breaks  the  Mold 
To  Spur  Innovation 

Immelt  is  merging  GE's  health  unit  with 
Amersham-and  putting  its  chief  in  charge 


ESPITE  ITS  ECLECTIC 
mix  of  businesses,  Gener- 
al Electric  Co.  has  long 
prided  itself  on  an  ability 
to  beat  all  comers  in  one 
category:  producing  the 
best  executives.  So  when 
GE  completed  its  deal  to  buy  Britain's 
Amersham  PLC  on  Apr.  8  for  about  $10.3 
billion  in  stock,  it  seemed  safe  to  assume 
that  Chief  Executive  Jeffrey  R.  Immelt 
would  send  in  his  troops  to  whip  the  di- 
agnostics-and-bioscience  giant  into  shape. 
But  instead,  Immelt  delivered  the  equiva- 
lent of  a  body  blow  to  the  GE  culture.  He 
took  the  honey-tongued  Brit  who  headed 
Amersham,  Sir  William  M.  Castell,  and 
put  him  in  charge  of  what  is  a  combined 
$14  billion  GE  Healthcare  unit.  He's  even 
making  the  guy  a  vice-chairman— a  cov- 
eted tide  now  limited  to  Robert  C.  Wright 
and  Dennis  D.  Dammerman,  a  pair  of 
"wise  men"  who  have  devoted  their  lives 
to  GE.  Moreover,  the  mammoth  unit  will 
be  based  outside  the  U.S.— less  than  an 
hour  northwest  of  London,  in  the  village 
of  Chalfont  St.  Giles— another  GE  first. 

PERSONALIZED  MEDICINE 

THE  POINT  IS  NOT  just  to  ratde  the  tree, 
as  the  Brits  might  say.  Immelt  is  obsessed 
with  rebuilding  a  culture  of  innovation 
within  GE.  Amersham's  mission— to  fos- 
ter what  Castell  calls  "personalized  med- 
icine" by  bringing  diagnosis  and  research 
down  to  the  cellular  level— sounds  far 
bolder  than  building,  say,  a  faster  oven  or 
a  better  lightbulb.  And  that's  precisely  the 
kind  of  pioneering  technology  Immelt 
thinks  is  needed  to  ensure  that  GE  con- 
tinues to  be  a  powerhouse  into  the  next 
century.  Simply  buying  big  companies 
and  getting  homegrown  managers  to 
squeeze  out  costs  while  ramping  up  sales 
isn't  going  to  cut  it,  especially  when 
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you're  already  a  $134  billion  operation. 
Immelt  wants  more  of  the  Wow!  discov- 
eries and  Eureka!  moments  that  spawn 
new  paths  of  growth.  Such  break- 
throughs have  eluded  GE  in  recent  years. 
After  essentially  inventing  such  life- 
changing  tools  as  light  bulbs  and  X-ray 
machines,  the  Fairfield  (Conn.)  company 
has  become  better  known  for  developing 


new  iterations  of  existing  equipmer 
Immelt  has  already  spent  $100  millic 
to  overhaul  the  company's  upstate  Ne 
York  research  headquarters  and  invest 
heavily  in  overseas  research  and  develc 
ment.  But  he  also  needs  more  specialists- 
more  people  who  understand  what 
takes  to  nurture  creativity  and  passion  in  a 
particular  field.  Finding  expert  managers 
steeped  in  GE  culture  and  its  Six  SignJ 
statistical  dogma  isn't  a  problem. "  I  kno-,\ 
how  to  get  the  most  out  of  a  business,"  ar 
gues  Immelt.  What  he  wants  is  someone 
who  can  take  the  discipline  of  GE  anc 
meld  it  with  the  real  firepower  of  Ame 
sham.  As  Immelt  puts  it:  "I  want  to  kne 
how  to  make  two  plus  two  equal  seven.: 
That's  the  biggest  reason  for  Castel 
ascension.  But  there  are  also  less  lof 
motivations  for  tweaking  the  GE  mi 
agement  model.  Castell's  presence 
help  integrate  the  British  operations, 
having  a  unit  based  outside  the  U.S. 
a  foreign  chief  gives  GE  a  more  global  ii 
age  with  customers.  While  Immelt  insi 
that  Castell  never  asked  for  such  lofty  1 
ties  or  power  within  GE,  insisting 
"whole  thing  was  in  my  head,"  accorc 


[h  prestige  to  an  outsider  was  likely  a 
petener  to  the  deal.  And  some  analysts 
e  that  European  regulators,  who  have 
icted  GE  deals  in  the  past,  no  doubt 
lied  at  the  move. 


: 


ENT  VS.  UNIFORMITY 

E  MOST  IMPORTANT  incentive  was 
king  sure  the  gem  Immelt  saw  in 
lersham  didn't  lose  its  luster  with  the 
luisition.  A  critical  task  for  GE  was 
livincing  European  scientists  that  their 
ture  would  thrive  in  the  belly  of  a  beast 
owned  for  its  homogeneity  and  uni- 
mity  of  style.  These  people— Amer- 
un's  primary  assets— are  moved  more 
the  science  of  the  human  genome  than 
corporate  bottom  line.  It's  an  issue  GE 
o  faces  in  absorbing  and  nurturing  tal- 
:  at  places  such  as  Universal  Studios 
.,  which  became  part  of  the  GE  clan  in 
tober  after  Vivendi  Universal  agreed  to 
rge  its  entertainment  assets  with 
C,  a  deal  that  should  be  completed  in  a 
tter  of  weeks. 

fetill,  there  are  risks  to  plucking  a  man 
ose  business  currently  accounts  for 
jut  a  quarter  of  GE  Healthcare's  sales 

hyBill? 

betting  that  Amersham's 
3m  Castell  can  keep 
:ombined  $14  billion  GE 
thcare  growing.  But 
ng  an  outsider  CEO  and  a 
chairman  raises  eyebrows. 

>  CONS 


knows  the 
ex  world  of 
jlar  technology 


He  has  limited 
background  in 
operations  that  now 
make  up  75%  of  the 
unit's  sales 


British  science 
from  feeling 
part  of  a  huge 
dustrial  beast 


He's  not  a  product 
of  the  GE  culture 
and  may  bristle  at 
the  system 


let  the  CEO  of 
it's  preexisting 
ions  continue 
g  them 


His  elevation  to 
vice-chairman 
may  spark  some 
grumbling  among 
senior  managers 


cent  may  be 
to  the  ears  of 
ean  regulators 


Can  he  speak  Six 
Sigma? 


and  making  him  head  of 
the  whole  thing.  One  is 
CasteU's  lack  of  knowledge 
of  the  rest  of  the  operations. 
More  troubling,  perhaps,  is 
the  message  it  sends  to  in- 
siders who  thought  they 
must  live  and  breathe  GE  to 
get  to  the  top.  "There  is  a 
rigorous  management  pro- 
cess where  people  work 
their  whole  lives  to  become 
senior  officers,"  notes  John 
G.  Inch,  an  analyst  at  Mer- 
rill Lynch  &  Co.  "Here,  in 
one  swoop,  it's  given  to  an 
outsider."  Yet  Inch  sup- 
ports the  move,  in  part  be- 
cause Amersham  has  the 
potential  for  much  faster 
growth  than  scanning  ma- 
chines and  other  parts  of 
the  healthcare  subsidiary. 

As  it  happens,  Joseph  M. 
Hogan,  the  manager  who 
was  running  the  unit  before 
the  Amersham  deal  got 
done,  has  agreed  to  stick 
around.  Immelt  notes  that 
Hogan  is  now  charged  with 
running  the  GE  Healthcare 
Technologies  part  of  the 
unit.  In  essence,  it's  the 
same  business  he  ran  be- 
fore, only  now  he  has  a  new 
boss  between  him  and  the  big  chief.  Im- 
melt acknowledges  that  the  move  is  a 
sacrifice  for  Hogan,  whom  he  brought 
aboard  20  years  ago,  but  notes  that 
"sometimes  I  have  to  ask  the  indulgence 
of  the  people  I  hire."  At  56,  Immelt  ar- 
gues, Castell  may  only  stay  two  to  five 
years  at  the  helm.  Immelt  is  also  moving 
to  put  him  on  the  GE  board,  where  he 
may  remain  longer. 

CUTTING-EDGE 

HOGAN  NOTES  THAT  the  move  signals 
"a  cultural  change  within  GE"  toward 
"more  risk  around  growth."  And  few  ar- 
eas sound  more  cutting- edge  than  in- 
dividualized medicine.  Amersham's  tech- 
nologies aim  to  predict  disease  before 
symptoms  may  even  be  present  and  then 
help  doctors  tailor  therapies  to  a  person's 
genetic  profile.  Its  protein  separation  sys- 
tems, for  example,  isolate  the  materials 
needed  for  biological  drugs,  while  its  im- 
aging agents  can  highlight  abnormal  cells 
long  before  they're  detected  on  tradition- 
al scanners.  Given  the  enormous  poten- 
tial of  such  technology,  Hogan  says,  the 
new  management  structure  makes  sense: 
"I  truly  believe  it's  the  right  thing  to  do." 


Inside 
the  Brain 


»Nuclear  images 
using  Amersham 
diagnostic  imaging 
agents  contrast  normal 
brain  activity  (top)  with 
that  of  a  Parkinson's 
patient 


Certainly,  Castell  wasn't 
initially  champing  at  the  bit 
to  become  Immelt' s  col- 
league. As  he  recalls,  the 
two  men  had  a  series  of 
chats  in  which  "I  repeatedly 
said  I  wasn't  for  sale,  and  he 
repeatedly  said  he  wanted 
to  continue  discussions." 
Castell  was  more  interested 
in  acquiring  others  than  be- 
ing acquired.  "We  had  a 
great  vision  of  personalized 
medicine,  and  that  vision 
was  becoming  a  reality,"  he 
says.  What  he  wanted  was 
more  scale. 

Meanwhile,  Immelt  kept 
hammering  him  with  offers 
through  dozens  of  meet- 
ings and  phone  calls.  That 
prompted  the  British  execu- 
tive to  start  approaching 
other  companies  to  see  if 
Amersham  could  perhaps 
stage  a  merger  that  would 
deliver  the  scale  it  needed 
to  thrive  without  being  ab- 
sorbed into  a  larger  compa- 
ny. But  Immelt  was  on  to 
that,  too.  He  once  tracked 
down  Castell  on  his  cell 
phone  at  6:40  a.m.  when 
the  British  executive  was  in 
California,  watching  the 
surf  before  speaking  to  one  such  diag- 
nostics company  about  a  possible  deal.  "I 
said:  *Your  intelligence  is  good.  You're  a 
cheeky  bugger,' "  recalls  Castell.  In  July, 
2003,  the  GE  chief  flew  over  for  lunch 
and  said:  "Come  on,  Bill.  What  do  you 
think  about  price?"  Finally,  the  chitchat 
turned  into  negotiation  and,  eventually, 
an  agreement  to  pay  a  45%  premium  on 
Amersham  shares.  Castell  is  pleased 
with  the  price,  adding:  "He  couldn't  have 
gotten  it  for  less." 

After  15  years  of  leading  Amersham  as 
an  independent  company,  Castell  cer- 
tainly seems  happy  to  be  part  of  the  GE 
family.  But  what  really  gets  him  excited  is 
the  science.  On  Apr.  5,  Amersham  got 
55,000  genes  on  one  slide,  three  times 
more  than  previously  possible.  "We  put 
the  whole  genome  on  one  slide!"  he 
boasts.  That  will  open  the  door  to  testing 
for  an  array  of  genetic  mutations  and, 
down  the  road,  discovering  what  dis- 
eases each  individual  is  most  at  risk  of 
developing.  Such  talk  may  require  some 
translation  on  Wall  Street,  but  if  s  music 
to  Immelfs  ears.  ■ 

-By  Diane  Brady  in  New  York 
and  Kerry  Capell  in  London 
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Legal  Affairs  Discrimination 
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ROUGH  RIDE 

Boeing  denies  al 
charges  of 
discrimination 


A  New  Black  Eye 
For  Boeing? 

Internal  documents  suggest  years  of 
serious  compensation  gaps  for  women 


WHEN  PATH  ANDER- 
son  joined  Boeing 
Co.  as  a  manufac- 
turing engineer  in 
1990,  she  was  fol- 
lowing in  a  proud 
tradition.  The  aero- 
space giant  employed  her  father,  brother, 
and  husband  in  the  same  job.  Even  her 
grandparents  worked  at  the  company. 
But  when  Anderson  compared  her  pay- 
check with  the  bigger  ones  received  by 
the  men  in  her  family,  she  felt  cheated. 
What's  more,  Anderson  claimed  in  a 
sworn  declaration,  her  male  co-workers 
slapped  her  bottom,  said  she  had  "nice 
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breasts,"    and   asked   crude   questions 
about  her  sex  life. 

After  the  Seattle  area  native  and  37  oth- 
er women  filed  a  sex-discrimination  class 
action  against  Boeing  in  2000,  the  com- 
pany denied  the  charges. 
But  its  own  internal  docu- 
ments may  tell  a  different 
story.  Among  more  than 
12,000  pages  of  material 
obtained  by  BusinessWeek 
through  an  unsealing  mo- 
tion, several  costly  studies 
undertaken  by  Boeuit  f 
show  that  men  at  the  co 
pany    made    more    than 


Lawsuit 
damages 
could  end 
up  topping 
$1  bifiion 


women.  In  1997,  for  example,  Boeing 
ated  a  Diversity  Salary  Assessment  te 
to  examine  its  compensation  and  promd 
tion  practices.  In  a  PowerPoint  presem 
tion  summarizing  the  group's  concl 
sions,  the  team  wrote  that  "females. . . 
paid  less"  and  "gender  differences 
starting  salaries  generally  continue 
often  increase  as  a  result  of  salary  plai* 
ning  decisions." 

A  LITANY  OF  ETHICS  WOES 

FOR  BOEING,  WHICH  IS  embroiled 
several  ethics  scandals,  from  possessin 
35,000  pages  of  stolen  Lockheed  Marti 
Corp.  documents  involving  a  rocke 
launch  contract  to  continued 
probes  into  its  controversial  $23.5  bi 
Pentagon  air  tanker  deal,  the  disc 
tion  case  could  be  another  black  eye. 
previously  sealed  documents  obtained 
BusinessWeek  seem  to  tell  the  story  o 
company  that  underpi 
women,  knew  it,  and  yet 
terly  contested  both  the  s» 
discrimination  case  and 
1998  Labor  Dept.  audit 
the  same  issues.  If  the  28,' 
potential  class-action  pi 
tiffs  prevail  in  their  lawsuit, 
to  begin  in  Seattle  on  May 
Boeing  could  be  forced  to 
punitive  damages  and  b; 
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I  Affairs  Discrimination 


pay  exceeding  $1  billion,  according  to 
both  plaintiffs'  attorneys  and  outside  ex- 
perts who  have  reviewed  the  case.  Above 
and  beyond  the  financial  cost,  this  type  of 
publicity  is  the  last  thing  the  company 
needs  as  it  tries  to  clean  up  its  recent  alle- 
gations of  ethical  misconduct. 

Boeing  spokesman  Kenneth  B.  Mercer 
says  the  company  is  committed  to  equal 
rights.  He  says  Boeing  statistical  studies 
cited  by  plaintiffs'  attorneys  were  origi- 
nally intended  to  help  identify  and  elimi- 
nate pay  disparities  and  that  they  "can't 
capture  all  of  the  critical  factors  that  go 
into  pay  or  promotion  decisions."  Noting 
that  similar  class  actions  have  been 
tossed  out  in  three  other  states,  he  says: 
"When  the  jury  has  the  full  story,  they  will 
find  that  the  company  did  not  practice 
discrimination  of  any  kind." 

"BEYOND  THE  BOUNDARIES" 

SO  FAR,  THE  CASE  has  not  gone  well  for 
Boeing.  U.S.  District  Judge  Marsha  Pech- 
man  and  a  special  master  whom  she  has 
appointed  have  rejected  the  company's 
pleas  to  dismiss  the  case,  withhold  confi- 
dential pay  data,  and  keep  discovery  doc- 
uments under  seal.  On  Mar.  11,  Pechman 
issued  a  discovery  ruling  chiding  Boeing 
for  stretching  the  attorney-client  privilege 
"beyond  the  boundaries"  of  what  it  was 
intended  to  protect.  Because  lawyers  ap- 
pear to  have  attended  nearly  all  meetings 
involving  discussions  of  salary  disparities, 
Boeing  had  withheld  stacks  of  critical  pa- 
perwork from  plaintiffs'  attorneys. 

Based  on  the  documents  BusinessWeek 
has  received,  Boeing  has  been  aware  of 
the  pay  disparities  since  at  least  1994. 
Starting  that  year,  attorneys  and  human 
resources  managers— working  for 
groups  variously  called  the  Diversity 
Salary  Assessment  team,  the  Process  As- 
sessment team,  or  the  Demographic 
Salary  Analysis  project— started  con- 
ducting annual  compensation  studies.  In 
1999,  an  analysis  included  in  the  un- 
sealed filings  showed  that  Boeing  need- 
ed to  allocate  about  $30  million  annual- 
ly in  salary  adjustments  to  partially 
eliminate  gender-based  pay  disparities. 
The  company  allocated  only  $10  million. 
Longtime  Boeing  human  resources  vet- 
eran Erika  Lochow  testified  that  while 
HR  execs  knew  Boeing  paid  women  less 
than  men  for  the  same  work,  when  Boe- 
ing's own  studies  revealed  the  magni- 
tude of  the  gender-based  pay  differences, 
she  and  her  colleagues  were  shocked  at 
how  big  the  disparity  was. 

Boeing  treated  the  salary  studies  with 
extreme  care.  It  kept  them  in  a  "secured 
office  location"  equipped  with  a  special 
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electronic  "cipher  lock"  with 
a  frequently  changed  combi- 
nation, according  to  testimo- 
ny by  Laura  Yamashita,  a 
former  Boeing  labor  law  at- 
torney involved  in  the  salary 
studies.  Boeing  acquired 
special  e-mail  encryption 
software  and  demanded  that 
outside  counsel  and  experts 
get  the  same  software  so 
data  could  be  sent  in  a  "se- 
cure and  safe"  manner.  Nei- 
ther janitors  nor  security  people  had  ac- 
cess to  the  room,  and  the  salary  studies 
were  kept  in  locked  cabinets.  Yamashita 
said  meetings  were  held  in  a  "secure,  lim- 
ited-access conference  room."  Attorneys 
advised  execs  not  to  take  notes  in  meet- 
ings, and  if  they  did,  to  turn  them  over  be- 
fore they  left  the  room.  Boeing  says  "it  is 
company  practice  to  keep  confidential  in- 
formation secure,  particularly  when  it 
comes  to  salary  information." 

The  Labor  Dept.'s  Office  of  Federal 
Contract  Compliance  Programs 
(OFCCP),  which  is  required  to  conduct 
routine  audits  of  federal  contractors, 
launched  a  probe  in  1998  after  finding 
potential  "systemic  discrimination  con- 
cerning compensation  of  females  and 


Even  a 
Boeing  HR 
veteran  says 
the  pay 
disparities 
shocked  her 


Boeing's  Latest  Legal  Woes 

The  aerospace  giant  is  caught  up  in  a  massive 
class  action.  Here's  what's  alleged: 


PAY  DISCRIMINATION  Brought  on  behalf  of  28,000 
Boeing  women,  the  lawsuit  claims  the  company 
systematically  paid  women  less  than  men.  Boeing 
strongly  disputes  the  claim. 


HOSTILE  WORK  ENVIRONMENT  Multiple  depositions 
from  female  employees  describe  groping,  fondling,  and 
offensive  language  on  the  part  of  male  colleagues  and 
bosses.  Boeing  says  it  strives  for  a  workplace  "where 
everyone  is  treated  fairly,  with  trust  and  respect." 


SUPPRESSION  Recently  unsealed  documents  describe 
cone-  led  efforts  by  Boeing  to  hide  evidence  of  years  of 
unfair ,  j;  practices.  Boeing  says  it  keeps  all  salary 
informs.  :>n  confidential  and  secure. 


minorities."  Boeing  acted 
aggressively  to  put  dowB 
the  threat,  refusing  to  re- 
veal its  internal  studies, 
which  might  have  corrobo- 
rated the  government*! 
findings.  Instead,  Boeing 
enlisted  Washington  lsf 
firm  Shaw  Pittman  LLP 
apply  pressure  on  the 
bor  Dept. 

The  OFCCP  settled 
$4.5  million.  On  Dec. 
1999,  apparently  relieved  Boeing  HR 
ficials  and  those  who  had  negotiated 
OFCCP  deal  gathered  in  a  room  to 
cuss  their  victory  over  the  governmi 
according  to  a  meeting  transcription 
eluded  in  the  newly  released  filings 
center  of  attention  was  Marcella  Flei 
ing,  then  Boeing's  director  of  emplo; 
relations,  who  had  been  one  of  the 
dealmakers.  Fleming  seemed  to  beli 
the  company  had  dodged  a  bullet, 
all,  Boeing  not  only  settled  for  a  pi 
but  also  got  the  OFCCP  to  agree  to  no 
site  audits  for  four  years.  She  told  her 
leagues  that  Boeing's  potential  liab 
could  have  been  upwards  of  $120 
lion.  In  the  same  meeting,  Fleming  \ 
on  to  say:  "The  fact  that  our  compe 
tion  comes  up...negatr 
negative,  negative  wo' 
suggest  that  there's  soi 
thing  generally  not  rij 
about  the  way  we're  do: 
it."  Referring  to  how 
ing  monitors  its  pro 
tion  and  hiring  practi 
she  added:  "In  htigati* 
no  matter  what,  we  losi 
While  under  press 
from  the  OFCCP  in 
Boeing  was  conside: 
how  to  reduce  pay  disp 
ities  without  attracting 
tention.  Frank  Marsh; 
former  senior  compen 
tion  manager  for  Boeifl 
testified  that  he  create* 
"stealth"     compensati 
plan  in  an  effort  to  " 
mize  our  legal  risks." 
"fixes  would  be  emb 
ded"  in  the  salary  pi 
ning    process    so    e 
"senior   managers 
not  aware  of  them." 
company  went  ahead 
the  plan.  Ten  months 
er,  Patti  Anderson  and 
colleagues  filed  their 
-By  Stanley  Ho* 
in, 
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\lhen  people  want  to  get  the  most  out  of  mobile  entertainment  they  turn  to  the  first  company  to  successfully 
aunch  3G  mobile  and  the  number  one  brand  in  Japan,  the  world's  most  advanced  market.  NEC's  new  cell 
hone  with  digital  camera,  advanced  gaming  entertainment  functions,  and  business  networking  demonstrates 
"ie  possibilities  of  the  next  generation  of  mobile  technology.  And  is  another  example  of  NEC  combining  its 
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1-SPEED  INTERNET  ACCESS  HAS  BEEN  AS  RARE   AS 

shine  in  winter  in  Campsie,  a  tiny  village  on  the  northern 
;t  of  Northern  Ireland.  The  town  is  located  in  a  sparsely 
ulated  rural  area,  which  makes  it  too  expensive  to  install 
itional  broadband  technology.  And  the  town  is  too  far  from 
er  cities  like  Londonderry  to  use  their  Internet  facilities, 
he  people  of  Campsie  shouldn't  give  up  hope,  though.  Ear- 
this  year,  British  telephone  giant  BT  Group  PLC  invited 
at  100  Web  surfers  in  the  village  and  three  other  rural  areas 
gn  up  for  a  promising  new  wireless  Internet  service.  BT  has 
ailed  a  series  of  radio  towers  that  beam  signals  across  the 
ltryside  to  small  antennas  on  the  sides  of  customers' 
les.  The  system  is  about  as  fast  as  traditional  broadband  but 
:h  cheaper  to  set  up.  Why?  BT  is  using  less-expensive  equip- 
it  and  a  free,  unlicensed  part  of  the  radio  spectrum,  avoid- 
}illions  of  dollars  in  fees.  If  the  test  in  Campsie  goes  well,  BT 
r  roll  out  the  service  to  consumers  across  Britain  by  next 
\  "This  will  revolutionize  society,  just  as  mobile  telephony 
>lutionized  society  in  the  1980s,"  says  Mike  Galvin,  director 
iternet  operations  at  BT. 
's  just  one  example  of  how  the  unlicensed  portion  of  the  ra- 


dio spectrum  is  turning  into  a  hothouse  of  technological  inno- 
vation. For  years,  these  radio  frequencies  were  neglected,  the 
lonely  domain  of  cordless  phones  and  microwave  ovens.  In  the 
past  few  years,  however,  engineers  at  institutions  from  Massa- 
chusetts Institute  of  Technology  to  Dutch  giant  Royal  Philips 
Electronics  have  been  hard  at  work  on  a  grander  vision  for  the 
unlicensed  radio  frontier.  That  tinkering  is  what  sparked  the  cre- 
ation of  Wi-Fi,  the  wildly  popular  wireless  Net  technology  that 
took  off  last  year  with  the  support  of  chip  giant  Intel  Corp. 

Wi-Fi  is  just  the  first  step,  though.  Hard  on  its  heels  are  four 
equally  innovative  technologies— WiMax,  Mobile-Fi,  ZigBee, 
and  Ultrawideband— that  will  push  wireless  networking  into 
every  facet  of  life,  from  cars  and  homes  to  office  buildings  and 
factories.  These  technologies  have  attracted  $4.5  billion  in  ven- 
ture investments  over  the  past  five  years,  according  to  estimates 
from  San  Francisco-based  investment  bank  Rutberg  &  Co.  Prod- 
ucts based  on  them  will  start  hitting  the  market  this  year  and  be- 
come widely  available  in  2005.  As  they  do,  they  will  expand  the 
reach  of  the  Internet  for  miles  and  create  a  mesh  of  Web  tech- 
nologies that  will  provide  connections  anywhere,  anytime. 
"Now  you  have  a  toolbox  full  of  wireless  tools  that  can  help  with 


ew  wireless  technologies  will  soon  reconfigure  the  Web 
ring  radio  spectrum  that  doesn't  cost  a  dime.  BY  HEATHER  GREEN 
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each  problem,  whether  it's  reaching  a  couple  of  inches  or  a  cou- 
ple of  miles,"  says  Ian  McPherson,  president  of  Wireless  Data 
Research  Group,  a  market  research  firm  in  San  Mateo,  Cahf 

These  technologies  will  usher  in  a  new  era  for  the  wireless 
Web  They'll  work  with  each  other  and  with  traditional  tele- 
phone networks  to  let  people  and  machines  communicate  like 
never  before.  People  in  what  have  been  isolated  towns,  be  it  m 
Ireland  or  Idaho,  will  find  themselves  with  blazingly  fast  Net 
connections.  Zooming  down  the  highway,  you'll  be  able  to  use 
a  laptop  or  PDA  to  check  the  weather  or  the  traffic  a  few  miles 
ahead.  Back  at  home,  couch  potatoes  wiLl  be  able  to  dish  up 
movies  from  their  PC  and  transfer  them  to  the  flat  screen  m  the 
living  room-without  any  wires  at  all.  And  tiny -voreless  sensors 
will  control  the  lights  in  skyscrapers,  monitor  utility  meters  m 
suburban  neighborhoods,  even  track  toxicity  levels  in  waste- 
water. This  will  give  rise  to  the  Internet  of  Things,  networks  ot 
smart  machines  that  communicate  with  each  other  (page  102). 

What  are  the  technologies  behind  this  vision  of  the  future? 
ZigBee,  along  with  its  radio  standard,  is  the  technology  that  co- 
ordinates communication  among  thousands  of  tiny  sensors. 
These  sensors  can  be  scattered  throughout  offices,  farms,  or  fac- 
tories, picking  up  bits  of  information  about  temperature,  chem- 
icals, water,  or  even  motion.  They're  designed  to  use  little  ener- 
gy because  they'll  be  left  in  place  for  five  or  10  years  and  their 
batteries  need  to  last.  So  they  communicate  very  efficiently,  pass- 
ing data  over  radio  waves  from  one  to  the  other  like  a  bucket 
brigade.  At  the  end  of  the  line,  the  data  can  be  dropped  into  a 
computer  for  analysis  or  picked  up  by  another  wireless  technol- 
ogy like  WiMax.  Products  based  on  ZigBee,  which  has  been  nur- 
tured by  giants  Philips  and  Motorola,  are  expected  to  start  hit- 
ting the  market  later  this  year. 


HUGE  HOT  SPOTS 


WIMAX  IS  SIMILAR  TO  WI-FI.  Both  create  "hot  spots,"  or  areas 
around  a  central  antenna  in  which  people  can  wirelessly  share 
information  or  tap  the  Net  with  a  properly  equipped  laptop. 
While  Wi-Fi  can  cover  several  hundred  feet,  WiMax  has  a  range 
of  25  to  30  miles.  That  means  it  can  be  used  as  an  alternative  to 
traditional  broadband  technologies,  which  use  telephone  and 
cable  pipes.  It's  an  early  version  of  WiMax  that's  bringing  the 
Net  to  Campsie.  WiMax  can't  be  used  right  now  if  you're  mov- 
ing, say  in  a  car.  But  backers  of  the  technology,  including  Intel 
and  Alcatel,  plan  to  have  a  mobile  version  out  within  a  few 
years.  A  similar  standard,  known  as  Mobile-Fi,  will  be  available 
two  or  three  years  from  now.  It  will  let  people  surf  the  Net  at 
speeds  even  faster  than  their  home  broadband  links  today- 
while  they're  racing  along  on  a  train  or  in  a  car. 

Ultrawideband  serves  a  very  different  purpose.  The  technol- 
ogy lets  people  move  massive  files  quickly  over  short  distances. 
In  the  home,  that  will  allow  users  to  zap,  say,  an  hourlong  So- 
pranos show  from  a  PC  to  the  TV  without  any  messy  cords.  On 
the  road,  a  driver  who  has  his  laptop  in  the  trunk  receiving  data 
over  Mobile-Fi  could  use  Ultrawideband  to  pull  that  information 
up  to  the  handheld  computer  in  the  front  seat.  Although  the 
standard  hasn't  been  finished  yet,  Motorola  already  is  selling 
chips  based  on  an  early  version  of  the  technology. 

One  reason  for  this  flurry  of  innovation  now  is  the  nature  of 
unlicensed  spectrum.  Traditionally,  a  big  company  like  AT&T 
Wireless  paid  billions  of  dollars  to  the  federal  government  for 
an  exclusive  license  to  use  a  swath  of  the  radio  waves.  That  al- 
lowed the  company  to  provide  mobile-phone  service  to  its  ».... 
tomers  without  any  interference,  but  it  blocked  other  players 
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THEWIRELE 
FRONTIER 

Within  five  years,  five  innovative 
wireless  technologies  could  transfoi 
how  work  gets  done.  Here's  a  look 
at  how  a  typical  company  will  use 
these  technologies  as  it  goes  about] 
daily  business: 


s^ 


s 


1  ZIGBEE  Temperatures  are  soaring  in  Sonoma  Valley.  But  the  < 
Chateau  de  la  Geek  are  monitoring  their  fields  closely,  because  i 
is  equipped  with  a  small,  wireless  ZigBee  sensor.  These  machine 
the  size  of  a  coin,  can  track  data  such  as  heat,  moisture,  and  nutrient 
soil.  They  link  to  one  another  using  a  tiny  radio  transmitter. 


2WI-FI T  zapoedvi  i  a  Wi-Fi  antenna  from  the  edge  of  thefBp 

PC  in  the  office,  where  it's  analyzed.  Wi-Fi  is  high-speed  wireless  ted*  , 


_ithat  connects  PCs,  printers,  and  other  devices  over  short  distances* 
ks  them  to  the  Internet.  The  plants  on  the  southern  side  of  the  field  are  ^ 
d  of  schedule.  Yikes! 


I 


Bob,  the  foreman,  wants  to  start  the  harvest  in  the  south  fields 
btely  but  needs  an  O.K.  from  the  owner,  Natasha.  She's  in  a 
at  her  software  company  two  towns  away.  Bob  sends  her  an  e- 
Is  over  WiMax  to  her  PDA.  WiMax  is  a  new  form  of  high-speed 
Drking  that  is  similar  to  Wi-Fi  but  can  reach  up  to  30  miles. 


>FI  Natasha  forwards  the  e-mail  to  Chateau  manager  Jeff,  who's 
m  Route  101  to  a  meeting  in  San  Francisco.  The  message  travels  over 
kthat  uses  Mobile-Fi ,  next-generation  technology  that  extends  high- 
;  access  to  moving  vehicles. 


/IDEBAND  Jeff  pulls  over  to  the  side  of  the  road  and  downloads 
,i  the  almanac  on  his  laptop  in  the  trunk  to  his  PDA  on  the  front 
i  data  travels  over  a  wireless  connection  called  Ultrawideband,  an 
hnology  that  can  move  huge  files  over  short  distances  and 
bugh  walls.  Jeff  sends  an  e-mail  to  the  foreman:  Start  the  harvest! 


from  using  the  same  radio  frequencies.  By  contrast,  most  of 
these  technologies  use  unlicensed  spectrum.  That  means  that 
anyone—really,  anyone— can  try  out  any  idea  they  can  imagine 
on  those  frequencies.  Think  of  it  as  open-mike  night  at  the  lo- 
cal pub.  "The  licensed  world  tends  to  move  in  this  fairly  pon- 
derous way,  but  with  unlicensed  spectrum  people  can  try  out 
other  things  and  learn  there  is  a  whole  market  sitting  out 
there,"  says  Kevin  Werbach,  an  independent  technology  strat- 
egy consultant. 

Wi-Fi  set  the  pattern  for  stardom  that  these  emerging  tech- 
nologies hope  to  emulate.  A  group  of  companies  got  together  to 
establish  a  standard  for  the  technology,  touching  off  a  virtuous 
cycle.  High  volumes  brought  the  cost  of  Wi-Fi  gear  down,  low 
costs  boosted  demand,  and  strong  demand  led  to  even  higher 
volumes.  Now,  Intel,  which  stoked  the  frenzy  with  a  $400  mil- 
lion marketing  push  last  year,  sells  its  Wi-Fi  chips  to  computer 
makers  for  $20  each,  down  from  $45  a  year  ago.  Some  54  mil- 
lion laptops,  PDAs,  and  other  devices  with  Wi-Fi  are  expected  to 
be  sold  this  year,  according  to  researcher  In-Stat/MDR,  four 
times  as  many  as  in  2002. 

For  all  their  promise,  these 
new  technologies  face  steep 
challenges.  Giants  are  battling 
over  the  exact  standards  for 
Mobile-Fi  and  Ultrawide- 
band, and  a  final  resolution 
may  not  come  before  2006. 
Until  that  happens,  equip- 
ment makers  won't  be  able  to 
start  mass  production,  mean- 
ing costs  won't  be  driven 
down  by  economies  of  scale. 
Mobile-Fi,  which  is  planned 
for  licensed  spectrum,  may  be 
subsumed  by  WiMax  once  it 
adds  mobile  capabilities. 

What's  more,  these  innova- 
tions aren't  emerging  in  a 
vacuum.  Cellular  companies 
already  are  rolling  out  tech- 
nology that  will  let  their  cus- 
tomers get  speedy  Net  con- 
nections   on    their    mobile 


Robust 
wireless 
hookups 
in  the 
kitchen, 
the  car,  at 
the  cabin 

phones  or  laptops.  This 
third-generation,  or  3G,  gear  will  compete  directly  with  WiMax 
and  Mobile-Fi.  Verizon  Wireless  installed  its  3G  networks  in 
Washington,  D.C.,  and  San  Diego  last  year,  and  it  plans  to  add 
98  more  markets  by  the  end  of  2005.  Other  cellular  companies 
are  providing  similar  service  in  the  U.S.,  Europe,  and  Asia.  The 
3G  technology  may  be  slower  than  WiMax,  but  it  has  the  ben- 
efit of  being  reliable— and  available.  "WiMax,  all  of  a  sudden, 
has  caught  a  lot  of  attention,  but  we  have  been  commercial  for 
two  years,"  says  John  Hambidge,  senior  director  of  marketing 
at  iPWireless  Inc.,  which  makes  3G  equipment.  "We  have  a 
huge  time-to-market  advantage." 

Even  if  WiMax  and  its  brethren  can  compete  with  3G,  an- 
other challenge  looms:  a  spectrum  shortage.  As  all  these  de- 
vices begin  chattering  away  over  the  same  radio  frequencies, 
they  may  begin  to  bump  into  each  other.  To  avoid  such  a  short- 
age, Intel,  Microsoft,  and  other  tech  companies  are  lobbying  the 
Federal  Communications  Commission  for  more  spectrum. 
Their  target?  The  major  TV  broadcasters,  including  ABC,  NBC, 
and  CBS,  which  are  sitting  on  vast  amounts  of  spectrum  for 
transmitting  TV  programs.  The  FCC  long  has  supported  the  de- 
velopment of  technologies  for  unlicensed  spectrum,  but  if  s  un- 
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clear  whether  the  commission  wants  to  take  on  the  powerful 
broadcasters,  especially  in  an  election  year.  "The  broadcasters 
hate  it,  but  as  demand  just  keeps  going  up,  it  gets  harder  and 
harder  to  defend  policies  that  are  restricting  supply,"  says 
Michael  Calabrese,  program  director  at  the  New  America  Foun- 
dation, a  public  policy  institute  in  Washington  that  advocates 
providing  more  spectrum  for  these  new  technologies.  "Over  the 
long  haul,  I  am  optimistic." 


AUTOMATION  ACCELERATION 

ONE  REASON  FOR  SUCH  optimism  is  that  these  technologies  of- 
fer benefits  that  could  ripple  through  the  economy.  The  wireless 
Internet  promises  to  spur  productivity  by  collecting  data  that 
could  never  be  tracked  before  and  by  making  information  avail- 
able exactly  when  it's  needed.  It  will  speed  automation,  allowing 
people  stuck  behind,  say,  a  cash  register  to  do  more  productive 
work.  Already,  J.C.  Penney  salespeople  use  Wi-Fi  to  check  inven- 
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Cutting-edge  technologies  are 
being  pushed  along  by  upstarts 
and  tech  giants  alike.  Here  are 
some  of  the  leaders  in  each  area: 
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tory  and  prices.  Now  the  technology  is  moving  into  coi 
rescue  services,  health  care,  and  other  markets.  Combined^ 
technologies  are  expected  to  reach  $173  billion  in  sales  by  J 
up  from  $3.3  billion  in  2003.  "The  next  wave  of  persons* 
ductivity  at  work  is  about  mobility,  people  wanting  to  get 
anywhere,"  says  Sean  M.  Maloney,  executive  vice-presider 
general  manager  of  Intel's  communications  group. 

There  are  early  signs  of  interest  in  the  new  technologic 
dover  Controls  Corp.,  which  has  100,000  building-contr 
terns  installed  worldwide,  is  working  with  Goodman  Ms 
turing  Co.  to  cut  energy  consumption  an  expected  10? 
ZigBee  sensors.  In  a  test  that's  just  being  rolled  out,  4 
has  installed  four  matchbox-size  sensors  in  about 
rooms  in  Texas.  One  sensor  is  placed  on  the  air  condit 
while  the  others  are  placed  on  the  walls  to  monitor  motic 
temperature  in  the  room.  The  sensors  track  whether  f 
conditioner  is  on,  if  someone  is  in  the  room,  and  the  ter 
ture.  The  data  moves  through  the  bucket  brigade  of  sen 
the  front  desk,  which  monitors  the  temperature  and  the  I 


Wi-Fi 


Industry  giants  Motorola,  Royal  Philips 
Electronics,  and  Samsung,  as  well  as 
upstarts  Millennial  Net  and  Ember, 
are  expected  to  reap  big  benefits  from 
making  ZigBee  sensors. 


Intel  is  the  big  winner  here,  afte 
marketing  muscle  to  build  dem 
Wi-Fi  chips  in  laptops  and  other 
last  year.  Wireless  carrier  T-Mob 
been  the  most  aggressive  in  rolli 
public  Wi-Fi  service,  with  5,200 ' 
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ment.  A  clerk,  or  even  a  computer,  can  shut  off 
an  air  conditioner  if  one  room  is  getting  too 
cold.  Andover  expects  the  system  to  be  more 
energy  efficient  than  relying  on  customers  to 
fiddle  with  the  controls. 

The  federal  government's  plans  for  ZigBee 
are  more  ambitious.  The  Energy  Dept.  has 
hired  Honeywell  International  Inc.  to  use  Zig- 
Bee sensors  to  help  cut  energy  costs  by  up  to 
15%  in  steel,  aluminum,  and  six  other  indus- 
tries. In  tests  that  start  later  this  year,  the  sen- 
sors will  be  installed  at  companies  such  as  Al- 
coa, Dow  Chemical,  and  ExxonMobil  to  track 
energy  loss  from  piping  systems  and  to  moni- 
tor the  use  of  gases  in  production  processes. 
These  processes  use  large  amounts  of  heat  and 
energy  to  transform  gases,  such  as  hydrocar- 
bons, into  ethylene,  which  is  used  to  make  plas- 
tics. Honeywell's  network  of  sensors  will  be 
able  to  monitor  the  amount  of  gas  constantly, 
compared  with  as  little  as  once  a  day  in  the 
past.  That  will  let  companies  eliminate  leaks  or 
waste  almost  immediately.  Honeywell  esti- 
mates the  wireless  technology  could  help  save 
up  to  256  trillion  Btu  of  energy  a  year,  more 
than  the  amount  of  natural  gas  used  by  Wash- 
ington State  last  year.  "Having  this  data  in  real 
time  is  a  big  deal,"  says  Dan  Sheflin,  vice-pres- 
ident and  chief  technology  officer  of  Honey- 
automation  &  Control  Solutions  Div. 
esearch  continues,  the  sensors  will  become  smaller  and 
rersatile.  Eventually,  they  are  expected  to  shrink  to  the 
dust  particles.  Thousands  of  minute  sensors,  or  "smart 
:ould  be  released  into  the  atmosphere  to  check  for  every- 
rom  chemical  weapons  to  changes  in  the  weather.  "We're 
to  make  this  happen  and  drive  costs  so  that  people  don't 
wice  about  using  this  anymore,"  says  Venkat  Bahl,  vice- 
nt  of  marketing  at  ZigBee  sensor  maker  Ember  Corp.  in 
and  vice-chairman  of  the  ZigBee  Alliance,  which  shep- 
the  technology  along. 

ley  become  woven  together,  these  technologies  will  create 
lation  for  other  innovations.  Over  time,  cell  phones  and 
will  be  able  to  switch  from  one  type  of  network  to  anoth- 
ping  from  Wi-Fi  to  WiMax  to  traditional  phone  networks, 
lone  makers  including  Nokia,  LG  Electronics,  and  Sam- 
re  adding  Wi-Fi  to  their  phones  this  year.  These  intercon- 
networks  also  will  provide  the  basis  for  new  services.  For 
le,  an  electric  utility  could  offer  discounts  to  customers 


who  agree  to  have  their  electricity  usage  monitored  by  ZigBee 
sensors  and  then  reduced  during  periods  of  peak  demand. 

Already,  pioneering  universities  and  businesses  are  beginning 
to  send  telephone  calls  over  Wi-Fi.  Dartmouth  College  last  fall 
began  rolling  out  Internet  phone  service  over  the  university's  Wi- 
Fi  network,  allowing  students  to  make  free  domestic  calls  from 
anywhere  around  campus  with  a  laptop  or  handheld  computer. 
Instead  of  spending  $1.3  million  on  traditional  phone  gear,  Brad 
Noblet,  director  of  computing  technical  services  at  the  school, 
dished  out  only  $350,000  for  networking  gear  and  software  for 
the  students.  Now,  Noblet  and  his  band  of  techies  are  testing 
wireless  video,  with  the  goal  of  offering  cable-TV  programming 
over  Wi-Fi.  The  university  plans  to  charge  for  cable  television,  but 
it  would  save  money  because  it  would  not  have  to  maintain  three 
different  networks,  for  cable, 
telephone,  and  Net  service. 
"The  technology  is  a  lot  more 
flexible  [than  traditional  equip- 
ment]," he  says. 

After  its  success  with  Wi-Fi, 
Intel  is  trying  to  accomplish  the 
same  trick  with  WiMax.  When 
they  hit  the  market  at  the  end 
of  this  year,  WiMax  modems 
likely  will  cost  around  $450 
each,  estimates  researcher  ABI 
Research.  That's  much  more 
than  the  cost  of  a  broadband 
modem  or  3G  phone  card, 
which  are  $50  and  $200,  re- 
spectively. But  WiMax  is  ex- 
pected to  hit  speeds  of  5  to  10 
megabits  per  second,  trumping 
3G's  300  to  500  kilobits  per 
second  and  the  3  megabits  per 
second  that  traditional  broad- 
band delivers.  Intel,  Siemens,  Alcatel,  and  Motorola,  which  all  re- 
centiy  announced  they  would  make  WiMax  gear,  are  betting  they 
can  spur  demand  and  quickly  drive  down  modem  prices.  Intel 
plans  to  have  embedded  WiMax  chips  in  laptops  by  2006. 

There  are  early  signs  of  demand  for  WiMax  gear.  The  tech- 
nology is  being  tested  by  AT&T,  as  well  as  by  BT.  Doug  Keeney, 
chief  executive  of  U.S.  Wireless  Online  Inc.,  which  provides 
wireless  broadband  service  in  Atlanta,  Louisville,  and  Colum- 
bus, Ohio,  plans  to  spend  about  $250,000  on  WiMax  gear  when 
he  rolls  it  out  in  Louisville  this  year.  That's  about  50%  less  than 
it  cost  him  to  build  metropolitan  Wi-Fi  networks  in  other  cities. 
He's  betting  that,  within  a  year  or  so,  the  price  of  the  modems 
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eat  its  Wi-Fi  success, 
s  weight  behind  the  standard 
ecom-equipment  giants 
Siemens  and  upstart  radio- 
riakers  Alvarion  and  Aperto 
)gain. 

Infighting  between  Japanese  wireless  giant 
NTT  DoCoMo  and  startup  equipment  makers 
Flarion  and  Navini  is  expected  to  delay  the 
standard  until  2005  or  2006.  Still,  the 
upstarts  are  conducting  trials  with  wireless 
carrier  Nextel  and  Soutn  Korea's  KT  Telecom. 

A  war  over  competing  technologies  between 
chipmakers  Texas  Instruments  and  Intel 
on  one  side  and  Motorola  on  the  other  has 
stalled  work  on  this  standard.  Both  sides 
may  simply  release  their  products  and  let 
the  market  sort  out  which  is  best. 

NUES         2007  REVENUES 

2003  REVENUES         2007  REVENUES 

2003  REVENUES 

2007  REVENUES 

$5.4* 

$0 

$918* 

$0 

$1.1* 

Data:  Rutberg  &  Co..  Wireless  Data  Research.  Parks  Associates.  IDC.  Visant  Strategies  Inc 
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SRX  V8  •  320-hp  4.6L  Northstar  V8  VVT   •  Available  power-folding  third-row  seat   •  2004  Best  Luxury  SUV-Car  and  Driver 


Call  1  888  40NSTAR  (1  888  466  7827)  or  visit  onstar.com. 


STRENGTH 


AND  AGILITY 


The  very  backbone  of 
our  bodies  too. 


It  allows  you  to  lift  a  100-pound  barbell  overhead 
without  crumbling  to  the  ground.  It  lets  you  move 
and  turn  with  remarkable  precision.  The  spine.  It 
is  the  body's  beast  of  burden.  A  unique  combina- 
tion of  stability  and  agility. 


I 
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This  miraculous  core  is  the  inspiration  behind 
the  Sigma  platform.  Cadillac's  revolutionary 
architecture  that's  the  underpinning  of  the 
new  SRX.  One  secret  behind  its  remarkable 
handling  characteristics  is  its  stiffness.  The 
vehicle's  structure  is  molded  into  the  body- 
one  inseparable  union. 


f 


In  the  past,  one  penalty  of  tensile  strength 
was  weight.  Now,  with  the  use  of  lightweight, 
ultra-high-strength  steel,  the  Sigma  skeleton  is 
relieved  of  this  heaviness.  Vehicles  built  on  its 
platform  are  nimble  and  agile.  Sheet  metal  has 
been  set  free. 

The  Sigma  platform  is  bestowed  with  an  unusual 
versatility,  proving  to  be  both  functional  and  agile. 
SRX  is  a  telling  example.  This  is  a  utility  that 
can  seat  seven*  But  due  to  its  grounding  in  the 
Sigma  platform,  SRX  V8  acts  unlike  any  ordinary 
utility.  With  a  320-hp  V8,  it  is  athletic  in  both 
power  and  prowess. 

A  long  wheelbase,  low-to-the-ground  stance  and 
near-perfect  50/50  weight  distribution  add  to  its 
stability  and  uncompromising 
^p      ride.  You'll  notice  its  control 


I 
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in  the  apex  of  a  tight  corner.  SRX  responds 
without  the  usual  pitch  and  lean  of  most  utilities. 
Solid  grounding  makes  dynamic  handling  in  a 
utility  finally  possible. 

A  stiff  structure  also  contributes  to  a  secure 
cabin.  The  instrument  panel  structure  in  SRX  uses 
a  two-piece,  cross-vehicle,  magnesium-casted 
frame.  This  rigid,  integrated  foundation  performs 
well  in  front  and  side  impacts. 

Road  noise  and  vibration  face  a  veritable  brick  wall 
with  the  advanced  Sigma  design.  The  rigid  struc- 
ture makes  it  easier  to  isolate  and  tune  out  noise. 
Outside  disturbances  are  further  squelched  by  a 
reinforced  tunnel  that  sandwiches  noise  between  its 
inner  and  outer  structures  at  the  root  of  the  vehicle. 
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Why  such  dogged  attention  to  a  structure  that 
goes  virtually  unseen?  Bottom  line:  Distinctive 
automobiles  are  only  as  good  as  the  bones 
they're  built  upon.  A  rigid  skeleton  may  go 
unseen,  but  not  ^~-  w     ^■^"^f  \ 

undetected  by      ^g^l       ///  J^^ 
the  discerning      ^^^blZZ£mEr*** 
driver.  This  keen  sensibility  has  always  been 
a  hallmark  of  Cadillac  engineering.  It  takes 
an  unerring  eye  for  detail.  A  commitment  to  an 
ideal.  A  backbone.  In  the  end,  it's  not  just  the 
measure  of  a  vehicle,  it's  the  measure  of  a  com- 
pany. For  more  details,  see  cadillac.com/strength. 
Cadillac  SRX  V6  starting  at  $38,690?* 
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lac.com     'With  available  third-row  seat.     **MSRP.  SRX  V8  as  shown  $50,090  MSRP.  Tax,  title,  license,  dealer  fees,  and  other  optional  equipment  extra. 
D4  GM  Corp.  All  rights  reserved.  Break  Through™  Cadillac*  Cadillac  badge8  Northstar*  OnStar*  SRX™ 


SPECIAL  REPORT 


will  drop  to  $100.  That  will  help  him  lower  his  subscription 
price  for  consumers  from  $29.95  to  $19.95.  "This  will  let  us  in- 
crease our  market  coverage  and  connections  and  make  us  more 
competitive,"  Keeney  says. 

WiMax  has  sparked  interest  at  the  local  level,  too.  Portland 
State  University  in  Oregon  and  the  Oregon  Health  &  Science 
University  two  months  ago  began  deploying  a  network  that 
combines  WiMax  and  Wi-Fi  gear.  Four  WiMax  radios  are  being 
placed  on  rooftops  to  provide  broadband  wireless  access  to  lap- 
tops within  reach  and  to  other  Wi-Fi  relay  antennas  dotted 
around  the  city.  The  equipment,  which  can  handle  voice  and 
video,  will  be  tested  for  six  months  by  the  university  and  the  lo- 
cal fire  department.  Then  the  goal  is  to  make  the  network  avail- 


able to  anybody  in  town  who  wants  to  use  it.  "This  will 
the  fingers  of  the  network  to  spread  out  in  an  affordable 
says  Nigel  Ballard,  who  is  helping  deploy  this  new  network  j 
ter  rolling  out  120  free  Wi-Fi  hot  spots  in  Portland. 

Big  dreams?  Sure,  but  that's  the  kind  of  thinking  that's  1 
ginning  to  take  hold  with  the  development  of  WiMax,  Zigl 
and  the  other  up-and-coming  wireless  technologies.  These  i 
waves  are  open  to  all.  ■ 

-  With  Roger  0.  Crockett  in  Chicago,  Steve  Rosenbq 
in  New  York,  and  Catherine  Yang  in  Washii 
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For  an  interview  with  Intel's  Sean  Maloney, 
go  to  www.businessweek.com/magazine/extra.htm 


A  MACHINE-TO-MACHINE 
'INTERNET  OF  THINGS' 


For  years,  tech  visionaries  have 
spun  dreams  of  a  world  of 
connected,  communicating 
machines-what  they  call  the 
Internet  of  Things.  Some  gurus 
predict  that  within  a  few  years,  there  could 
be  more  gizmos  chattering  away  over  the 
Net  than  there  are  people.  New  wireless 
technologies  such  as  Wi-Fi  and  ZigBee 
(page  96)  that  can  link  computers, 
consumer  electronics,  vehicles,  and  millions 
of  other  devices  are  vastly  speeding  the 
process.  "This  is  going  to  be  very  big,"  says 
Ian  Barkin,  managing  director  of  researcher 
FocalPoint  Group  in  San  Francisco.  By  2008, 
he  figures,  machine-to-machine  (M2M) 
communication  could  drive  a  $180  billion 
annual  business  in  hardware,  software,  and 
services,  up  from  about  $34  billion  today. 

These  talkative  devices  need  an  on-ramp 
to  the  Internet  to  share  their  information. 
And  that's  where  mobile-phone  companies 
see  opportunity.  Equipment  makers  such  as 
Nokia  Corp.  and  Sony  Ericsson  Mobile 
Communications  are  churning  out  tiny 
cellular  radios  that  cost  as  little  as  $30 — half 
the  price  of  a  few  years  ago-that  can  be 
built  into  everything  from  cars  to  home 
heart  monitors.  Once  fitted,  the  devices 
could  send  status  reports  or  cries  for  help. 
Large  mobile  operators  such  as  Sprint  PCS 
Group  and  Singapore  Telecommunications 
are  waking  up  to  the  market.  FocalPoint 
thinks  carriers  could  score  $2.5  billion  in 
revenues  this  year  and  $10  billion  in  2008 
from  transmitting  M2M  data. 

Nobody  has  pursued  machine-to- 
machine  communications  harder 


1 

*  t 

WIRELESS  Tir 
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iy  ZigBee  radios  can  link  light 
ng  companies  monitor  and 
without  costly  wired  networks 

than  France  Telecom's  mobile  subsidiary, 
Orange.  On  Apr.  8,  the  company  rolled  out 
an  ambitious  program  called  M2M  Connect 
that  offers  lower  data  prices  and  a  suite  of 
software  tools  to  help  European  companies 
jump  on  the  M2M  bandwagon.  It's  a  big  step 
from  a  few  years  ago,  when  overpriced 
services  and  immature  technology  made 
M2M  a  nonstarter  for  carriers.  Philippe 
Bernard,  vice-president  of  Orange  Business 
Solutions,  figures  M2M  applications  could 
hit  20%  of  the  company's  data  traffic  in 
three  years. 

Large  corporations  already  are  discover- 
ing new  applications  for  wireless.  Nestle  is 
installing  hundreds  of  ice-cream  vending 
machine,  n  Ranee  and  England  that  send 


daily  reports  on  their  sales  and  notify  drivers 
if  they're  running  low  on  Maxibon 
sandwiches  or  Extreme  cones.  Canadian 
train  and  plane  maker  Bombardier  Inc.  has 
fitted  1,000  railcars  in  Britain  with  radio 
devices  that  transmit  reams  of  preventive 
maintenance  data.  And  Dutch  giant  Royal 
Philips  Electronics  wants  to  put  wireless  links 
in  all  of  its  products,  from  entertainment 
gear  to  medical  systems.  It's  even 
developing  technology  that  links  light 
fixtures  using  ZigBee  radios.  That  will 
let  companies  monitor  and  control 
usage  without  building  costly  wired 
networks.  ZigBee  systems  can  even 
be  tied  into  the  mobile  network.  That 
way,  if  the  lights  are  left  on  over  the 
weekend,  the  building  manager 
could  be  notified  with  a  text  message 
on  his  mobile  phone-and  he  could 
message  back  to  turn  them  off. 

Making  big  M2M  applications  fly 
is  still  tricky.  The  toughest  problem 
is  tying  scads  of  connected  gizmos 
into  legacy  corporate-data  systems. 
Solving  this  problem  is  spurring 
companies  to  collaborate.  Software 
giant  SAP  struck  a  partnership  with 
Coca-Cola  Enterprises  Inc.  in 
February  to  help  it  link  a  new 
automated  bottle-delivery  system  to 
its  central  databases.  And  Nokia  is  teaming 
with  Hewlett-Packard  Co.  to  develop 
computer  systems  that  are  better  able  to 
track  and  manage  wireless-enabled  assets. 
In  the  end,  companies  likely  will  harness 
a  mix  of  wireless  systems.  Packages  in  the 
back  of  a  truck  might  talk  to  the  driver  using 
a  ZigBee  network,  sending  a  warning  if 
something  tips  over  or  breaks.  At  the  loading 
dock,  signals  could  be  gathered  and  sent  to 
tracking  systems  via  Wi-Fi.  On  the  road,  the 
data  would  phone  home  over  the  cellular 
network.  It's  that  enticing  mix  of  local  and 
remote  communications,  all  seamlessly 
linked  together,  that's  inspiring  a  rush  to 
construct  the  new  Internet  of  Things. 

-By  Andy  Reinhardt  in  Paris 
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Kyocera's  rated  #1  for  performance  and  reliability. 
For  us,  that's  People  Friendly." 

I  make  decisions  for  my  company  based  on  the  best  available  research 
and  sound  business  judgement.  Decisions  on  printers  and  copiers 
are  no  different.  Kyocera  is  rated  best  in  performance  and 
reliability  for  the  past  two  years  -  a  fact  that  pays 
dividends.  Demanding  companies  from  coast  to 
coast  like  ours  are  turning  to  Kyocera. 

Chief  Executive  Officer 
West  Coast 

kyoceramita.com/us 


People  Friendly  because: 

•  Outstanding  Network  Reliability 

1  Extremely  Low  Cost  of  Ownership 

•  Common  Interface  and  Driver 

•  Industry's  Best  Warranty 


The  simple  idea  that's  making  it  big  everywhere. 


^KyocERa 


Document  Solutions 


KYOCERA  MITA  CORPORATION     KYOCERA  MITA  AMERICA.  INC..  a  group  company  of  Kyocera  Corporation 
©2004  KYOCEKA  MTO  CORPORATION  AND  KYOCERA  MITA  AMERICA.  INC..  -PEOPLE  FRIENDLY'.  THE  KYOCERA  "SMILE"  AND  THE  KYOCERA  LOGO  ARE  TRADEMARKS  OF  KYOCERA.  'Source:  2003  Industry  Analysis.  Inc. 
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ENTERPRISE 

Making  the  Most  of  Right  Now! 


A  Real-Time  Enterprise  (RTE)  is  an  organization  that  provides 
information  to  and  uses  information  from  its  customers,  manage- 
ment, employees,  suppliers  and  partners  so  effectively,  that  it 
significantly  improves  the  company's  overall  competitiveness. 
RTE  enables  an  organization  to  respond  to  changes  proactivel\ 
and  ultimately,  because  it  can  service  its  customers  better,  faster 
and  cheaper,  RTE  positively  impacts  the  bottom  line. 


»  KEEPING  BUSINESS  POWERED-EVEN  IN  A  DISASTER 

ADCS,  Inc.  provides  enterprise-level  data  capture,  indexing,  data 
conversion,  and  information  management  solutions.  Carl  Rittel, 
director  of  IT  at  ADCS  commented,  "In  our  environment  downtime 
is  never  an  option.  Our  facilities  house  an  active  service  bureau  and 
a  call  center.  Our  mobile  consultants  rely  on  phones,  data  access, 
Web  hosting  and  e-mail  access.  Every  aspect  of  our  business,  and 
in  many  cases  our  clients'  business,  is  highly  dependent  on  our 
information  systems."  ADCS  in  turn  depends  on  reliable  backup 
power  supply  from  American  Power  Conversion  (APC). 
This  was  a  true  asset  when  during  the  recent  Firestorm  2003, 
ADCS  was  subjected  to  56  power  surges  and  spikes  as  firefighters 
raced  to  deal  with  the  200,000  acres  of  wildfires  in  the  immediate 
surrounding  area.  Because  of  their  APC  IntaStruXure  system, 
ADCS  never  experienced  system  downtime.  Th's  system  allowed 
them  to  continue  delivering  uninterrupted  service  to  thr;:    clients 
despite  the  incredible  disaster  going  on  right  outside  the.,  c  'ice. 


In  an  ideal  world,  every  organization  would  h. 
access  to  up-to-the-second  information  that 
accurate  and  easy  to  use.  However,  because 
achieving  real-time  effectiveness  isn't  alway; 
easy,  it  still  remains  the  treasure  for  those  rr 
vated  by  its  rewards.  For  those  companies,  la 
and  small,  well  known  or  simply  well  run.  by 
leveraging  real-time  strategies,  they  accom- 
plished more  than  temporary  competitivene^ 
they've  built  impenetrable  barriers  to  entr\ 
subseguently,  long-term  monopolies. 

LATER  IS  NOT  BETTER  THAN  NEVER 

Think  of  Wal-Mart,  Cisco,  UPS.  Dell,  eBay  and 
FedEx  -  it  is  easy  to  realize  that  their  use  c 
on-demand  information  is  clearly  a  key  part 
their  business  strategy.  RTEs  are  popping  up 
every  industry  including  government,  reta 
and  education.  When  the  cost  of  not  kr 
something  in  time  is  a  guantifiable  and  ofte 


We  just  spent  almost  $70  million 

researching  solutions  to 

tomorrows  server  problems 


White  Paper  #10  iwp-10) 

"Preventing  Data 
Corruption  in  the 
Event  of  an  Extended 
Power  Outage" 

White  Paper  #57  (wp-57) 
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White  Paper  #40  (wp-40) 
"Cooling  Audit  for 

Identifying  Potential 

Cooling  Problems 

in  Data  Centers" 
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White  Paper  #58  (wp-58) 
"Humidification  Strategies 

for  Data  Centers  and 

Network  Rooms" 
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White  Paper  #82  (wp-82) 

"Physical  Security  in 

Mission-Critical 

Facilities" 
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unrecoverable  cost,  then  considering  a 
real-time  computing  strategy  is  critical. 

Take  for  example  the  cost  of  a  lost 
customer  frustrated  from  their  inability 
to  obtain  information  from  the  customer 
service  individual  who's  "system  is 
down"  -  or  the  cost  of  not  cross-selling 
an  item  to  a  customer  who  you  have 
engaged  on  your  Web  site  or  call  center. 
"Real-time  is  all  about  having  enough 
time  to  make  an  effective  decision  and 
act  on  that  decision,  and  where  a  late 
decision  is  a  wrong  decision,"  concludes 
Peter  Fingar  author  of  "The  Real-Time 
Enterprise:  Competing  on  Time." 

You  don't  have  to  be  captaining  the 
Titanic  to  have  a  need  for  real-time 
information.  In  fact,  the  regulations 
of  Sarbanes-Oxley  are  putting  real- 
time reguirements  on  every  CFO  and 
CEO's  agenda.  Their  ability  to  close 


»  NO  NETWORK,  NO  REAL  TIME 

A  slow  or  unavailable  network  can  cripple  a  business,  preventing  it  trom 
processing  transactions  and  validating  or  sharing  critical  information.  As 
computers  get  faster  and  more  powerful,  and  software  gets  more  advanced, 
the  need  for  highly  reliable  bandwidth  is  dire. 

Companies  such  as  privately  owned  WaWa  Food  Markets  used  Enterasys,  a 
leader  in  secure  networks,  to  improve  the  efficiency  of  its  550  stores.  In  line 
with  WaWa's  mission  to  "simplify  their  customers'  daily  lives,"  WaWa  needed 
a  higher  performing  network  as  a  key  to  its  real-time  strategy.  By  improving 
their  ability  to  process  transactions  faster,  WaWa  successfully  improved  their 
service  and  subsequently,  their  customer  satisfaction. 


the  manufacturing  process  or  devia- 
tion in  quality  of  a  supply).  These  key 
people  need  to  be  flagged  sooner  and 
more  evidently. 

2.  The  organization  lacks  the  ability  to 
respond  effectively  to  an  event  or 
change  in  procedure  due  to  lack  of 
(or  lack  of  access  to)  information. 


REAL-TIME  IS  ACTUALLY  MORE 
ABOUT  RIGHT  TIME-THAT  IS, 
MAKING  THINGS  JUST  FAST  ENOUGH. 


company  books  more  quickly  is  an 
urgent  requirement,  even  a  threat. 
Furthermore,  these  executives  must 
have  the  confidence  of  their  sharehold- 
ers to  know  the  management  team 
can  accurately  manage  and  predict 
the  business -especially  when 
compared  to  their  more  real-time 
conscious  peers  and  competitors. 

BUILDING  REAL-TIME  INTO 
YOUR  BUSINESS 

Experts  say  that  building  a  real-time 
enterprise  is  like  any  enterprise-wide 
initiative.  First  spend  the  time  to  evalu- 
ate the  true  business  problems  and 
quantify  the  pain.  A  real-time  diagnosis 
will  result  if  your  organization  has  one 
of  two  symptoms: 

1.  Key  people  who  lack  knowledge  about 
an  important  event  (like  a  customer 
request,  a  competitor's  maneuver,  an 
economic  shift  or  other  unforeseen 
situations)  or  an  involuntary  change  in 
standard  procedure  (like  an  error  in 


Once  identified,  there  may  be  many 
ways  to  obtain  real-time  capabilities.  In 
fact,  not  every  process  can  or  should 
be  made  to  be  truly  real-time.  There  can 
be  significant  costs  and  implications  in 
trying  to  make  every  system  and  person 
real-time  enabled.  In  some  cases,  it  may 
not  be  necessary  to  have  real-time  infor- 
mation but  merely  faster  information 
to  dramatically  improve  the  situation. 
Many  people  note  that  real-time  is 
actually  more  about  right  time  -  that 
is,  making  things  just  fast  enough. 

AFTER  ALL,  TIME  IS  MONEY 

For  the  coming  five  years,  Gartner 
estimates  that  for  the  multinational 
enterprise,  between  30  to  60  percent 
of  the  total  IT  budget  will  need  to  be 
assigned  for  developing  real-time 
capabilities  -  that  s  the  equivalent  of 
1.6  to  3.2  percent  of  the  total  enterprise 
revenue.  And  for  a  $5  billior     year 
business,  this  translates  ~,c  to 

$160  million  a  year. 


Whether  you're  a  retail  manager  at  the 
Gap  reacting  to  the  early  morning  East 
Coast  sales  of  a  new  product  to  enable 
better  positioning  in  the  West  Coast 
stores,  or  perhaps  responsible  for 
pricing  transportation  services  amid 
a  tumultuous  era  of  crude  oil  prices, 
our  global  economy  continues  to  push 
every  company  to  have  faster,  more 
complete  information  and  decision 
making.  As  a  society,  we  continue  to 
be  less  and  less  patient. 

Instant  messaging,  electronic  tolls, 
epayments  and  online  banking  are  all 
common  today  as  we  continue  to  remove 
the  'wait'  from  our  lives.  When  it's  hard 
to  explain  to  a  five  year  old  why  the  VHS 
takes  so  long  to  fast-forward  compared  I 
to  the  DVD,  and  that  sometimes  you  can'f 
use  the  microwave  to  cook  everything, 
no  wonder  we  continue  to  search  for  the 
bounty  of  time.  Saving  time  is  as  much  i 
need  as  a  desire.  The  real-time  enterprise 
is  definitely  here  and  it  takes  no  prison- 
ers. Those  who  get  it  will  succeed.  And 
those  who  don't  -  well  let's  just  say  it' 
only  a  matter  of  time. 
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Networks  that  Know 


These  days,  it's  not  enough  to  have  a  big,  powerful  network.  You  need  a  more  intelligent  solution.  Think  your 
network  is  smart?  Then  ask  it  if  it  uses  a  combination  of  context-based  and  embedded  security  technologies, 
as  well  as  the  industry's  first  dynamic  intrusion  response  capability. 

The  answer  will  be  no.  Because  there's  only  one  intelligent  network.  Enterasys.  Oh,  and  by  the  way,  this  isn't 
just  some  newfangled  technology  we  hope  to  introduce  one  day.  It's  available  right  now.  See  for  yourself 
at  networksthatknow.com/bw.  Or  ask  any  of  our  enterprise  customers  who  we've  been  working  with  for  years. 
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oats  as  Big 
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anks  to  a  resurgent  stock  market,  mega-yachts  are  enjoying  buoyant  orders 
md  custom  shipyards  are  humming.  BY  STANLEY  HOLMES 


[MAGINE  YOUR  $50  MILLION,  custom-built  165-foot  "wa- 
terfront retirement  property"  about  to  drop  anchor  in 
a  sun-bleached  Mediterranean  bay.  You  are  sitting  on 
the  aft  sun  deck,  three  stories  up,  sipping  champagne 
and  watching  a  stream  of  small  boats  following  your 
wake  like  pilot  fish.  Tonight,  your  chef  is  preparing 
one  of  your  favorite  meals  matched  with  the  most  ex- 
site  wines,  all  served  by  a  white-gloved  waiter.  Later,  you 
1  catch  a  movie  on  your  flat-panel  plasma  TV  screen  that 
is  down  from  the  ceiling,  or  retire  to  your  wood-paneled 
dy  to  make  a  few  business  calls.  What  about  a  spin  on  your 
-foot  speed  skiff  or  an  expedition  to  hunt  for  fresh  squid?  J 
afs  life  on  a  luxury  yacht.  Few  can  afford  it.  But  those  who 

are  keeping  big-yacht  builders  busier  electronic  course  for  the  Virgin  Islands. 
i  ever,  especially  in  the  U.S.,  where  a  Buying  a  custom  luxury  model  is  as  com- 
ic dollar  means  American  shipyards  plex  as  any  mergers-and-acquisitions 
undercut  European  rivals  by  20%. 
nks  to  a  resurgent  stock  market  and 
imminent  retirement  of  many  pros- 
>us  baby  boomers,  orders  for  luxury 
its  of  more  than  80  feet  are  up  6% 
ldwide  since  last  year.  The  507  nauti- 
behemoths  now  on  order  or  under 
>truction  in  shipyards  around  the 
Id  represent  the  industry's  "all-time 
i-water  mark,"  according  to  Show- 
ts  International,  a  Fort  Lauderdale 
e  magazine. 

cquiring  one  of  these  floating  man- 
s  isn't  as  simple  as  plucking  a  Mer- 
;s  from  the  car  lot.  Depending  on  the 
of  the  yacht  and  your  preferences  for 
it  goes  inside,  you  might  wait  two  to 
e  years  before  you  can  set  your  first 


deal— and  it's  an  emotional  process  as 
well.  "It's  the  most  challenging  project 
I've  ever  undertaken,"  says  Duane  Ha- 
gadone,  71,  owner  of  the  205-foot  Lady 
Lola  that  was  built  in  Rotterdam  and  cost 
an  estimated  $50  million. 

The  semiretired  Idaho  newspaper 
publisher  and  real  estate  developer  says 
he  always  wanted  to  own  a  big  boat.  But 
rather  than  rushing  into  having  one 
built,  "about  seven  years  ago,  I  bought  a 
used  147-foot  [Italian-made]  Benetti,"  he 
says.  "I  wanted  to  test  the  water,  and  my 
wife  [Lola]  and  I  fell  in  love  with  boating. 
We  decided  to  build  our  own." 

That' s  the  path  most  first-time  luxury- 
yacht  owners  take,  says  Jack  Jones,  co- 
owner  of  Delta  Marine  Industries  in 
Seattle,  one  of  the  largest  U.S.  builders  of 
mega-yachts.  Since  1990,  it  has  delivered 
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22  custom  yachts  of  more  than  100  feet. 
Delta  is  constructing  the  biggest  yacht  to 
be  built  in  the  U.S.  since  the  1930s— a 
238-footer  for  an  East  Coast  customer. 
Jones  says  certain  rules  must  be  followed 
to  make  such  projects  go  smoothly,  such 
as  "hire  a  good  project  manager  and  a 
very  knowledgeable  captain." 

Other  incontrovertible  truths  of  the 
mega-yacht  business:  You  need  to  find  a 
reputable  yacht  broker— word  of  mouth 
through  boat  owners  is  the  best  way— 
who  can  match  your  interests  with  a  de- 
pendable, financially  solvent  builder. 
About  40  top  luxury-yacht  builders  are 
scattered  around  the  world,  led  by  the 
Italians,  the  Dutch,  and  the  Americans.  In 
the  past  three  years,  five  shipyards,  in- 
cluding such  marquee  names  as  Palmer 
Johnson,  have  filed  for  bankruptcy  pro- 
tection or  closed.  "Checking  the  boat- 
yard's financial  situation  is  huge,"  says 
Joe  Foggia,  president  of  Christensen 
Shipyards  in  Vancouver,  Wash.  "The 
shipyards  that  go  out  of  business  just 
don't  know  their  costs." 

Christensen    controls    expenses    by 
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building  157-foot  boats  that  use  similar 
hull  designs,  engines,  electronic  systems, 
and  cabin  layouts.  "Typically,  the  boat  is 
at  80%-completion  stage  when  a  cus- 
tomer buys  it,"  says  Foggia,  who  sells  the 
yachts  for  a  relatively  reasonable  $22  mil- 
lion—because there's  less  customization. 

SUBMARINE  ON  BOARD 

FOR  CUSTOMERS  WHO  get  more  in- 
volved in  the  design  from  Day  One,  it 
starts  with  a  concept  that  a  naval  architect 
turns  into  a  specifications  package.  "It's 
not  uncommon  to  produce  30  to  40  dif- 
ferent designs  before  an  owner  is  pleased 
with  one,"  says  Jim  Gilbert,  editor-in- 
chief  of  ShowBoats  International.  When 
the  initial  plans  are  completed,  they  are 
taken  to  various  shipyards  for  bidding. 
Once  the  owner  finds  a  shipyard  and  a 
project  manager,  the  actual  building 
commences.  "Yacht  construction  is  an 
arena  of  ideas,  an  arena  of  highly  skilled 
artisans  and  technical  people,"  Gilbert 
says.  "It's  a  massive  undertaking." 

The  boat  s  essentially  a  mini-floating 
city  stuffed  with  navigation,  telecommu- 


MASSIVE  JOB       nications,  power,  s 
Building  a  and  water  systems 

163-foot  signed  to  support 

yacht  at  wards    of  30    p 

Delta  Marine      ^^  deludes  the 
f^Ble  which,   depending 

the  yacht,  can  run 
10  to  20.  As  a  rule,  annual  operating 
run  about  10%  of  the  purchase  price, 
$5  million  for  a  $50  million  boat. 

Beyond  that,  shipbuilders  must 
commodate  specific  design  requests 
give  mega-yachts  their  well-earned  re 
tation  for  extravagance.  Some  of 
more  interesting  items  include  a  cove 
helicopter  garage.  Once  the  helicoptei 
tied  down,  the  deck  lifts  up  and  tilts  do 
and  slides  under  an  overhang,  compl 
ly  covering  the  chopper.  Another  ya 
carries  a  submarine  on  board.  A  274 
er  stows  an  80-foot  sailboat  on  one  si 
and  a  60-foot  motor  boat  on  the  other 
local  excursions.  Other  yachts  are  kno 
to  have  a  full  health  club  and  spa,  a  m 
ble  Turkish  bath  for  12  people,  and  a  o 
compression  chamber  for  diving. 

Hagadone's  Lady  Lola  features  a  ft 
ward-facing  apartment  typically 
served  for  the  wheelhouse,  giving  a  rc 
280-degree  view  of  the  sea.  The  whe 
house  is  below  the  apartment.  The  yac 
carries  a  swimming  pool  with  a  waterf 
that  can  turn  into  a  Jacuzzi.  The  m« 
unusual  feature  of  the  Lady  Lola,  ho 
ever,  is  her  18-hole  golf  course.  Tha 
right.  With  the  push  of  a  button,  a  s 
tion  of  the  teak  aft  sun  deck  retracts  a 
is  replaced  with  an  artificial  grass  surfi 
replete  with  automatic  golf  tees  that  p 
up  500  floating  golf  balls.  With  floati 
flag  sticks,  the  crew  sets  the  course  in  1 
water  and  uses  laser  range-finders  to  < 
termine  the  winner.  "We'll  be  sitting 
the  sun  deck,  and  I'll  say  to  my  guet 
'Do  you  want  to  play  golf?'  They'll  lcjj) 
at  me  strangely,  figuring  we'll  go  to  sh 
and  find  a  course,"  Hagadone  says.  "I 
the  button,  and  you  should  see  the  lc 
on  their  faces.  It's  the  only  one  in 
world.  If  s  pretty  neat.' "  Ah,  we  shoi 
all  live  like  this.  ■ 
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Want  to  buy  an  LCD  monitor? 
Make  sure  it  has  a  WJSeVjeW "  TFTLCD  panel 


3n  you'  re  shopping  for  a  monitor,  a  lot  of  brand  names  come  to  mind.  But  before 
go  out  and  buy  one,  consider  this  -  a  monitor  is  essentially  a  display  panel, 
like  your  television  or  cell  phone  screen.  And  the  most  advanced  display 
w-iology  on  the  market  is  TFTLCD.  So  the  first  thing  you  should  decide  is  which 
id  of  TFTLCD  to  ask  for.  And  the  most  advanced  TFTLCD  out  there  is  WiseviewT 

iseview.  A  Wise  Choice. 

sview  is  a  trademark  owned  by  Samsung  Electronics  Co.Ltd.    www.samsungTFTLCD.com 
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A  Cloud  Over 
Antidepressants 

Do  some  popular  drugs  cause  suicidal 
behavior  in  teens?  BY  CAROL  MARIE  CROPPER 


M 


ANY  PARENTS  OF 
teens  already  know 
the  statistics:  Sui- 
cide is  the  third 
leading  cause  of 
death  for  15-  to  19- 
year-olds.  In  any 
given  year,  about  20%  of  all  high  school 
students  think  of  committing  suicide;  al- 
most 10%  try. 

Now  there's  a  new  reason  to  worry. 
The  only  drugs  thought  to  be  effective  in 
treating  youngsters  with  major  depres- 
sion are  being  investigated  as  a  possible 
cause  of  suicidal  behavior  themselves. 

Reviews  of  existing  drug  company  re- 
search are  under  way  in  the  U.S.  and  Eng- 
land. Hopefully  they  will  shed  more  light 
on  whether  the  drugs— most  of  which  are 
selective  serotonin  re-uptake  inhibitors,  or 
SSRIs— cause  suicidal  behavior.  But  there 
is  also  the  more  fundamental  question  of 
whether  these  drugs  work  in  children  in 
the  first  place.  Only  one  antidepressant, 
Prozac,  has  proven  its  effectiveness  to  the 
Food  &  Drug  Administration  and  been  ap- 
proved for  pediatric  use,  although  many 
think  Zoloft  has  also  demonstrated  effica- 
cy. Other  well-known  drugs  in  this  catego- 
ry include  Paxil,  Celexa,  and  Lexapro.  In 
England,  the  heath-care  regulatory 
agency  has  already  decided  the  risks  of 
SSRIs— except  Prozac— outweigh  the 
benefits  for  children. 

ON  THE  ALERT 

UNTIL  THE  U.S.  RESULTS  are  in,  proba- 
bly some  time  this  summer,  the  FDA  has 
advised  doctors  prescribing  these  drugs, 
as  well  as  parents  and  patients,  to  be  on 
the  lookout  for  suicidal  behavior  or  wors- 
ening depression.  Doctors  should  be  par- 
ticularly vigilant  with  patients  who  may 
have  bipolar  disorder.  Anxiety,  agitation, 
panic  attacks,  mania,  and  akathisia  (se- 
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vere  restlessness)  are  some  of 
the  symptoms  associated  with 
use  of  antidepressants. 

Given  the  uncertainty,  what 
should  parents  of  a  depressed 
youngster  do? 

First,  children  already 
taking  an  anti-depressant 
should  not  stop  suddenly  or 
without  first  consulting  a  physician, 
since  withdrawal  can  hold  its  own  dan- 
gers. A  19-year-old  Indiana  college  stu- 
dent hung  herself  in  February  after 
coming  off  a  drug  under  review.  Dr. 
David  Healy,  a  British  psychopharma- 
cologist  and  leading  critic  of  SSRIs,  says 
patients  are  most  at  risk  when  they  start 
the  drugs,  increase  the  dosage,  or  stop 
taking  them. 

Second,  depressed  children  should  be 


Suicide  Risk 

In  Teens 

Signs  that  a  young  person  may  be  in 
need  of  help: 


BOYS 


>  Impulsive 

>  Quick  to  lose  temper 

>  Alcohol  or  drug  use 

>  Rapid  emotional  shifts 
(anger,  then  composed) 

>  Aggressive 

>  Violent 

>  Despondent 

>  Irrii. 

>  Tendency  to  get  into 

trouble 


GIRLS 


>  Withdrawn 

>  Loss  of  interest  in  things 
that  used  to  give  pleasure 

>  Decreased  ability  to 
concentrate  on  school- 
work,  drop  in  grades 

>  Self-critical 

>  Irritable 

>  Change  in  sleep  habits 
(too  much  or  too  little) 

>  Change  in  appetite  (too 
much  or  none) 


evaluated  by  a  specialist  in  child  and  i 
lescent  psychiatry,  says  Dr.  David  Sha 
director  of  Child  &  Adolescent  Psychiatf1 
at    Columbia    University's    College    k: 
Physicians  &  Surgeons.  The  Americ  D 
Academy  of  Child  &  Adolescent  Psychi  h.'< 
try  (aacap.org)  can  help  you  find  one.  "I  ^ 
diagnosing  psychiatrist  should  be  able  ^ 
explain  the  problem,  specify  a  treatme. 1K 
explain  the  reasons  for  psychotherapy  ffi 
medication,  and  describe  good  and  b  ^ 
^^^    effects  of  any  drugs  used,  he  sa;  k  - 
While  a  nonphysician  may  be s  a 
charge  of  psychotherapy  sessioi  PI* 
a  psychiatrist  should  prescribe  a  ■&! 
monitor  the  drugs,  says  Dr.  Shafl  r"°!< 
Antidepressants   should   not    $■ 
prescribed  by  a  family  doctor  ^ 
pediatrician  unless  that  doctor  r '  *- 
a  great  deal  of  experience  deali  ^' 
with  childhood  depression,  a*d 
Dr.  Robert  King,  a  professor  *»! 
child  psychiatry  at  Yale  Univers  ^ 
School  of  Medicine  who,  in  19  ;t 
published  the  first  study  sugge  H? 
ing  a  link  between  SSRIs  and  sui  ■* 
dal  behavior  in  children. 

For  those  who  want  to  av«  *r. 
antidepressants  altogether  ui  &. 
the  evidence  is  in,  two  forms  Ulii 
psychotherapy  have  been  sho-  wtt 
to  be  effective  in  children,  acco  lie 
ing  to  Dr.  Shaffer.  The  first  is  ci  alt: 
nitive-behavioral  therapy.  «.Bl 
teaches  patients  to  monitor  tfc  Ms 
moods  and  to  challenge  th  lot 


David  Shaffa 


tive  thoughts.  For  example,  a  child 

thinks  no  one  likes  him  might  be 
ht  to  question  what  evidence  he  has 
at.  The  patient  is  also  encouraged 
irticipate  in  social  activities  as  a  way 
nit  negative  introspection. 
le  second  form  of  therapy  is  dialec- 
-behavioral  therapy,  which  helps 
:nts  understand  what  causes  them 
;s  and  avoid  getting  into  those  situ- 
is.  The  patient  also  learns  how  to 

with  unavoidable  stress  without 
ng  a  meltdown. 

Dth  treatments  are  expensive,  cost- 
>erhaps  $100  to  $300  a  session.  Di- 
ical-behavioral  therapy  is  especial- 
ostly  since  patients  meet  with  a 
apist  up  to  four  times  a  week  for  a 

vs.  perhaps  one  or  two  sessions  a 
:  for  four  months  with  other  thera- 

Just  finding  someone  who  prac- 
these  disciplines  can  be  difficult  for 
e  not  living  in  a  major  city. 

PRACTICAL  OPTION 

T  LEAVES  DRUGS  as  the  most 
tical  treatment  option  for  many. 
:hiatrists  have  strong  opinions 
it  whether  a  link  exists  between 
depressants  and  suicidal  behavior. 
e  say  much  of  the  behavior  de- 
)ed  in  drug  company  clinical  trials 
not  really  suicidal.  Others,  like  Dr. 
ly,  argue  that  studies  have  pointed 
roblems  with  SSRIs  since  the  early 
ps,  but  drug  companies  put  the  ev- 
ice  aside,  dismissing  any  suicides 
n  unfortunate  but  not  surprising 
lit  of  depression. 

'r.  Shaffer,  who  has  studied  suicide 
s  among  teens,  says  the  rate  has 
pped  as  the  use  of  SSRIs  has  in- 
tsed.  The  suicide  rate  for  15-  to  24- 
old  males  fell  from  23  per 
,000  in  1994  to  17  per  100,000  in 

0,  he  says. 

:  may  turn  out  that  antidepressants 
ice  suicide  risk  for  the  general  popu- 
>n  of  depressed  children  but  increase 
r  a  subset  of  patients  who  react  ad- 
ely,  says  Dr.  King.  "I'm  absolutely 
:  that  sometimes  when  you  give  an 

1,  you  get  a  psychological  change  for 
worse,"  says  Dr.  Shaffer.  The  number 
oungsters  taking  the  drug  that  be- 
le  more  irritable,  agitated,  and  likely 
ilk  about  killing  themselves  may  be 
igh  as  10%  or  12%,  he  says. 

or  those  who  can't  afford  therapy  or 
i  access  to  it,  drugs  may  be  a  far  bet- 
jolution  than  not  treating  a  depressed 
d.  But  parents  need  to  monitor  treat- 
its  to  make  sure  the  drugs  are  not 
during  a  dangerous  effect  II 


Autos 


RUGGED  The  X3 

has  the  high 
seating  and  all- 
wheel  drive  that 
SUV  drivers  want 


ASteal-and 
Still  Fun  to  Drive 

BMW's  new  X3  is  practically  a  twin  of  the  X5,  with 
a  price  tag  $10,000  less,  by  larry  Armstrong 


OW'S  THIS  FOR  A 
deal?  BMW  took  its 
wildly  popular  X5 
sport-utility  vehicle, 
added  a  bit  more 
legroom  and  cargo 
space,  and  boosted 
the  fuel  economy.  Then  it  knocked  more 
than  10  grand  off  the  base  sticker  price. 
The  result:  a  new  compact  SUV,  the  X3. 
Given  the  success  of  the  X5,  it  was 
only  a  matter  of  time  before  BMW  came 
up  with  a  less  expensive  one.  But  who 
would  have  guessed  they  would  be  near- 
ly the  same  size?  (Hint:  The  five-year-old 
X5  is  up  for  a  redesign  so  it  can  fit  a  third 
row  of  seats.)  I  looked  at  them  side  by 
side:  The  X3  is  four  inches  shorter;  it  has 
a  deeper  crease  on  the  sides,  a  higher 
window  line  on  the  back.  The  X5  has 
dual  exhausts;  the  X3,  a  single  one. 

Sure,  you're  not  going  to  get  the  same 
level  of  power  or  standard  equipment  in 
the  $30,995  X3  2.5i,  the  185-horsepower 
starter  model.  But  step  up  to  the 
$36,995  3.0i,  the  one  I  drove,  and  you 
get  the  same  six-cylinder,  225-hp  engine 
that's  in  the  base  X5.  You  also  get  the 
same  sporty  BMW  feel,  with  precise 
steering  and  surefooted  handling.  If  s  the 
most  agile  SUV  I've  ever  driven. 

That  said,  the  BMW  twins  are  not  true 
SUVs.  Despite  eight  inches  of  ground 
clearance  and  a  nifty  descent  control  that 


lets  you  safely  crawl  down  hills,  the  X3— 
like  the  X5— is  not  really  meant  for  off- 
roading.  Instead,  it's  designed  for  what 
most  SUV  buyers  want:  all-wheel  drive 
for  bad  weather,  a  high  seating  position, 
and  a  rugged,  macho  look. 

Critics  knock  the  X3  for  its  austere  in- 
terior, but  most  BMWs  tend  toward  the 
spartan.  The  big,  simple  gauges  are  tak- 
en from  BMW's  Z4  roadster.  The  X3's  op- 
tional navigation  system  ($1,800)  isn't 
the  usual  big  screen  in  the  center  con- 
sole: It  cleverly  hides  away  in  the  top  of 
the  dash  until  you  need  it. 

Here's  what  I  don't  like.  My  car  came 
with  the  $1,500  Sport  Package.  That 
means  specially  bolstered  sport  seats  in 
front,  18-inch  chrome  wheels,  and  a  dif- 
ferent suspension.  But  that  suspension  is 
overly  taut,  giving  the  X3  a  choppy  ride 
even  on  smooth  highways.  I  didn't  try 
the  standard  model,  but  I  suspect  most 
drivers  would  be  happier  with  it. 

Even  small  upgrades  at  BMW  cost  a 
pretty  pfennig.  An  automatic  transmis- 
sion is  $1,275,  and  leather  seats  run 
$1,450.  Side  air  bags  for  rear  passengers 
cost  $385.  (They're  standard  in  the 
front.)  You  can  buy  a  cheaper  SUV,  or  one 
more  ready  for  the  rough-and-tumble. 
But  if  you're  looking  for  a  daily  hauler 
that's  sporty  and  practical,  it's  hard  to 
find  an  SUV  more  fun  to  drive  than  the 
BMW  X5.  Er,  make  that  the  X3.  II 
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ersonal  Business  Stocks 


COMMENTARY 


BY  CHRISTOPHER  FARRELL 


Why  the  Specter  of  Inflation 
Shouldn't  Scare  Investors 

In  this  recovery,  higher  prices  could  signal  pricing  power-and  a  boost  in  profits 


OIL  PRICES  ARE  AT  nosebleed 
levels,  and  gasoline  at  the 
pump  is  as  costly  as  it  has  ever 
been.  Industrial  commodity 
prices  are  surging,  the  dollar  is 
weak,  the  federal  budget  deficit  growing, 
and  the  nation  is  at  war.  Money  is  pouring 
into  gold,  Treasury  inflation-indexed  secu- 
rities (tips),  and  other  alternative  invest- 
ments. Inflation  is  in  the  air.  Does  that 
mean  it's  time  to  bail  out  of  stocks? 

Perhaps  not.  The  conventional  wisdom  that  inflation  is  bad 
for  stocks  in  the  short  term  is  an  observation  largely  shaped  by 
the  Baby  Boom  generation's  experience  with  surging  inflation 
in  the  1970s.  Economists  agree  that  stocks 
do  well  compared  with  inflation  over  long 
periods  of  time,  sometimes  measured  in 
decades.  The  sweep  of  market  history 
shows  that  there  are  times  when  robust 
stock  markets  and  rising  prices  go  hand  in 
hand  (table).  If  stocks  sell  off  because  of  an 
inflation  scare,  it  could  be  a  great  opportu- 
nity to  buy. 

Indeed,  inflation  helped  touch  off  the  10 
best  stock  market  years,  measured  by  total 
return,  of  the  20  th  century,  says  Martin 
Fridson,  a  bond  market  specialist  and  au- 
thor of  the  U.S.  stock  market  history,  It 
Was  a  Very  Good  Year  (John  Wiley  &  Sons). 
In  1915  an  inflation  panic  swept  the  major 
industrial  nations.  World  War  I  was  under 
way  in  Europe,  and  war-related  profits 
boomed  in  the  U.S.,  then  still  a  neutral  na- 
tion. The  U.S.  stock  market  returned  al- 
most 36%  in  1915,  while  inflation  doubled 
from  1%  in  1914  to  2%  in  1915,  and 
climbed  to  12.6%  in  1916.  Similarly,  in 
1933  the  Standard  &  Poor's  500-stock  in- 
dex returned  53.97%,  even  as  wholesale 
prices  jumped. 

It  was  a  truism  of  finance  that  good 
markets  and  rising  prices  went  together 
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STOCKS  AND  INFLATION 


Historically,  stocks  have  done  well  when 
inflation  is  low  but  expected  to  rise 


YEAR 


19141 


-15 


PERCENT 


Data:  Martin  Fridsor  Bureau  of  Labor  Statistics, 
Ibbotson  Assoriates 


until  the  1960s.  "Inflation,  as  everybody  knows,  is  good  I 
stocks,"  remarked  the  legendary  Salomon  Brothers  boj 
market  researcher  Sidney  Homer  as  late  as  1967  in  a  speec 
One  reason  is  that  except  for  periods  of  war,  the  Americ 
economy  swung  between  price  stability  and  deflation  from  t' 
founding  of  the  Republic  to  the  early  20th  century.  Ma. 
household  items,  a  meal,  clothing,  and  other  goods  cost  less 
1900  than  in  1800.  Historically,  absent  a  runaway  doub) 
digit  inflation  rate,  rising  prices  were  considered  good  f 
business.  British  economist  John  Maynard  Keynes  captun 
the  underlying  dynamic  in  a  1923  essay  on  inflation  and  d 
flation:  "It  has  long  been  recognized,  by  the  business  woi 
and  by  economists  alike,  that  a  period  of  rising  prices  acts- 
a  stimulus  to  enterprise  and  is  beneficial  to  business  men."  1 
vestors  went  along  for  the  ride. 

The  default  line  in  U.S.  market  history  came  duri 
the  Great  Inflation  of  the  post-World-War-II  era.  The  doub 
digit  price  increases  of  the  1970s  ravaged  savings,  hammer 
stocks,  and  destroyed  the  reputation 
equities  as  a  hedge  against  inflation.  ^ 
the  similarities  between  the  economy 
the  1970s  and  now  are  few  and 
between. 

If  s  hard  to  see  a  sustained  rise  in  pri 
in  a  world  of  fierce  international  compe 
tion  and  the  accelerating  trend  tows 
outsourcing  of  blue-collar  and  white- 
lar  jobs.  To  be  sure,  higher  oil  prices  an 
force  driving  fear  of  inflation  these  da 
But  studies  of  the  last  several  oil  pr 
runups  suggest  that  they  act  like  a 
hike,  draining  consumers'  pockets  and  < 
pressing  other  sorts  of  spending.  Anc 
wasn't  all  that  long  ago  that  the  Fed  w 
ried  about  deflation,  a  concern  that  wo 
go  away  with  the  producer  price  index 
just  0.1%  in  February. 

Interest  rates  will  jump  and  stocks  \ 
crater  if  an  inflation  scare  emerges  a 
the  Federal  Reserve  tightens  monet 
policy.  The  immediate  reaction  to  i 
tightening  may  open  up  a  buying  opp 
tunity  for  investors.  The  ability  of  com; 
nies  to  raise  prices  will  stoke  earning: 
signal  that  the  economy  is  on  the  me 
and  stocks  could  climb  higher.  II 


INFLATION   ■  TOTAL  RETURN  STOCKS 
PERCENT 
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Introducing  the  lowest 
International  calling  rates  ever. 

Now  lower  than  your  home  phone. 


UK 
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JPN 
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60 

70 

70 

70 

70 

Rates  apply  only  when  calling  from  the  AT&T  Wireless  network.  Airtime  or  i 
and  mobile  surcharge  may  apply. 


SIGN  UP  FOR  GSM    AMERICA  NATIONAL 
FROM  AT&T  WIRELESS. 

Get  unlimited  night  &  weekend  minutes,  (OftQQ 

unlimited  mobile-to-mobile  minutes  and  *  "V"V 

no  nationwide  long  distance  or  roaming  charges.  V-'V''M0' 

All  with  AT&T  Wireless  GSM  America  National  from  your  applicable 
Service  Area  with  a  2-year  agreement.  See  below  for  activation  fee 
and  other  monthly  charges. 


AT&T  Wireless 


CALL®  1800735-8542     CLICK       artwireless.com/international     VISIT       any  AT&T  Wireless  store 


iportant  Information 

i  additional  monthly  $1.75  Regulatory  Programs  Fee  will  be  added  to  your  bill  for  each  line  of  service  to  help  fund  AT&T  Wireless  compliance  with  various  government-mandated  programs, 
lich  may  not  yet  be  available  to  subscribers. This  is  not  a  tax  or  a  government-required  charge. 

5M  America  offer  requires  qualified  plan  of  $39  99  or  above,  two-year  agreement,  compatible  device  and  $175  cancellation  fee.  New  activations  also  require  credit  approval  and  $36  activation  fee. 
ot  available  for  purchase  or  use  in  all  areas.  Portability  eligibility  varies.  Usage  is  rounded  up  to  the  next  full  minute.  Unused  monthly  allowances  lost.  Availability  and  reliability  of  service  are  subject 
transmission  limitations.  All  domestic  minutes  available  from  your  applicable  Service  Area  Differenc  rates  apply  when  outside  each  applicable  Service  Area.  Roaming  additional  minute,  and  long 
stance  charges  apply.  Various  taxes,  surcharges,  fees  and  other  assessments  (e.g..  universal  connectivity  charge)  apply.  Not  available  wuh  ocher  offers.  Limited  time  offc  Other  restrictions  apply. 
ibject  to  Service  Agreement  and  other  printed  materials.  GSM  is  a  trademark  of  the  GSM  Association.  Night  and  Weekend  Minutes:  Only  available  on  calls  placed  from  the  Service  Area 
splicable  long  distance  charges  additional.  Available  from  9  p.m.-5:59  a.m.  Mon  I  .  and  Fri.  9  p.m.-Mon.  5:59  a.m.  Nationwide  Long  Distance:  No  wireless  long  distance  charges  apply  to 
lis  placed  from  your  Local  Service  Area  to  anywhere  in  the  50  United  States  Sta  d  airtime  charges  apply.  Unlimited  Mobile-to-Mobile  Minutes:  Applies  to  calls  placed  from  the  applicable 
obile-to-Mobile  Service  Area  to  another  AT&T  Wireless  subscriber  when  both  arc  on  our  domestic  network.  Requires  qualified  plan  starting  at  $39.99/mo.  and  two-year  agreement.  Enhanced 
iscounted  International  Dialing:  Geographic  limitations,  special  credit  and  billing  requirements,  device  compatibility  and  other  terms,  charges  and  restrictions  apply.  International  long  distance 
tes  apply  onry  when  using  the  AT&T  Wireless  network.  Airtime  or  roaming  charges  are  in  addition  to  long  distance  charges  Calling  :o  certain  countries  is  blocked,  which  may  change  without 
Jtice.You  may  be  charged  a  per  minute  surcharge  for  certain  international  calls  to  tireless  devices.  Only  one  rate  for  the  call  will  appear  on  your  invoice  Con-;,  i  of  lowest  rates  is  based  on 

iblicly  available  information  as  of  December  2003  regarding  direct  dial  wirelc  .  •andline  carriers  and  does  not  include  carriei  s  prov  'ling  service  via  the  Interr  e  -  Available  countries,  rates  and 

rcharges  are  subject  to  change.  See  attwireless.com/internaoonal  for  update  tries,  rates  and  additional  information  about  «v      oss  surcharges  ©2004  AT&T  Wireless.  All  Rights  Reserved. 


Personal  Business  Q&A 


How  Expensive 
Will  Expensing  Be? 

A  talk  with  accounting  expert  Pat  McConnell  on  the 
impact  of  stock  options  on  earnings. 


THE  NATION'S  ACCOUNTING  RULEMAKER,  the  Financial  Accounting 
Standards  Board,  has  unveiled  a  long-awaited  plan  to  require 
companies  to  treat  stock  options  as  an  expense  on  income  state- 
ments—just as  they  would  any  other  form  of  compensation. 
Many  tech  companies  that  rely  heavily  on  stock  options  have 
criticized  the  move.  But  while  a  similar  plan  was  shot  down  a 
decade  ago,  the  fallout  from  recent  accounting  scandals  is  ex- 


pected to  help  this  one  prevail.  Business- 
Week Personal  Finance  Editor  Anne 
Tergesen  asked  Bear,  Stearns's  account- 
ing and  tax  policy  analyst,  Pat  McConnell, 
what  investors  need  to  know  about  the 
proposed  change  that's  scheduled  to  take 
effect  on  Dec.  15. 

How  much  of  a  hit  will  earnings  take? 

If  options  had  been  expensed  in  2001  and 
2002,  the  [Standard  &  Poor's  500-stock 
index]  operating  earnings  would  have 
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been  almost  20%  lower.  In  2003,  there 
would  have  been  an  8%  reduction.  This 
year  we  estimate  options  will  clip  the  bot- 
tom line  by  just  3%.  And  in  2005  the  im- 
pact will  be  even  smaller. 

What  accounts  for  this  trend? 

You  had  very  highly  valued  grants— made 
from  1997  through  2000— flowing 
through  income  just  as  earnings  were  de- 
pressed by  the  recession  in  2000,  2001, 
and  to  some  extent  in  2002.  But  as  the 


S&P  500's  earnings  have  risen,  [the 
of]  stock  options  as  a  percentage  of 
number  has  declined. 

The  number  of  options  granted  h 
fallen  because  options  are  often  given 
bonuses,  and  when  earnings  are  dow 
bonuses  fall,  too.  Also,  in  anticipation 
FASB's  move  to  require  expensing,  son 
companies  have  begun  to  reduce  grani 

Do  you  think  the  new  rule  wifl  iiwpi  an 
earnings  quality? 

Absolutely.  It  brings  earnings  closer 
economic  reality  because  an  element 
compensation  was  missing  before.  Sti' 
FASB  may  want  to  consider  requirii 
companies  to  restate  2003  and  2CK 
earnings  to  include  stock  options  e 
pense— which  the  proposal  does  not  d 


So  2005  earnings  wiW 

options  expense  while  those  from 

previous  years  whl  not? 

Yes.  But  the  footnotes  to  the  finanri 
statements  tell  you  what  net  incon 
would  have  been  in  previous  years 
stock  options  had  been  deducted.  So  it 
easy  to  look  in  the  footnotes  to  put  thot 
years  on  a  comparable  basis. 

The  new  rule  wHI  atso  reduce  operating 
cash  flow  at  some  companies.  Why? 

When  employees  exercise  options,  rl 
company  receives  a  tax  deduction.  Th' 
benefit  has  been  counted  as  an  improv* 
ment  to  cash  flow  from  operations.  Ui 
der  the  new  rule,  though,  in  some  case 
only  part  of  the  tax  benefit  will  go  in 
operating  cash  flow.  Specifically,  if 
stock's  market  price  on  the  option's  ex 
ercise  date  is  higher  than  the  cost  t> 
company  recognized  plus  the  price  tU 
employee  paid  for  the  share,  the  tax  bei 
efit  on  that  excess  goes  into  cash  fto* 
from  "financing." 


What's  the  rationale  for  the  change? 
There  has  been  a  tremendous  amount  < 
controversy  over  whether  that  tax  bend 
should  be  included  as  an  operating  or  f 
nancing  cash  benefit.  Many  people  bt 
lieve  it's  financing  because  companies  ot 
ten  use  the  tax  benefit— along  with  di 
proceeds  of  employees  exercising  0* 
tions— to  buy  bade  their  stock.  Buybacl 
are  classified  in  the  financing  section  ( 
the  cash-flow  statement 

Can  you  provide  an  example  if  a  company 
that  may  report  lower  operating  casw  Ml 
because  of  this  change? 
If  the  new  rule  had  been  in  effect  in  2002 
Yahoo!  would  have  reported  14%  less  fc 
its  operating  cash  flow.  II 


We 

want 

you  to 

know 


Aetna  Pharmacy 


Now  you  can  clearly 
see  how  your  plan 
benefits  your  business. 

Aetna  introduces  a  more  open  approach 
to  Pharmacy  benefits  management. 
Understanding  the  costs  and  overall 
value  of  your  prescription  drug  plan,  and 
selecting  the  right  company  to  manage 
it  can  be  difficult  and  confusing.  But  it 
doesn't  have  to  be.  Aetna  shares  individual 
price  elements  as  well  as  other  relevant 
cost  and  revenue  information,  so  you  can 
be  confident  that  what  your  company 
is  getting  is  worth  what  you're  paying.  It's 
another  way  Aetna  is  providing  better 
information  to  improve  the  guality  of  our 
benefits  and  services.  To  find  out  more 
about  what  makes  Aetna  the  clear  choice 
in  Pharmacy  management,  call  your 
broker,  Aetna  representative  or  visit  us 
today  at  Aetna.com. 

We  want  you  to  know* 


>■ 


KAetna 


Health 

Dental 

Pharmacy 

Disability 

Long-Term  Care 

Life 


©  2004  Aetna  Inc.     Plans  are  offered  by  Aetna  Life  Insurance  Companv.  Plans  contain 

exclusions  and  limitations. 

-200405 


Personal  Business  Footnotes 


EDITED  BY  TODDI  GUTNER 


BOOKS 


OUT  OF  PRINT, 
OFF THE CHARTS 


MjUHJj 


MOST  USED  FINANCE 

books  on  sale  via 
Amazon.com  go  at  a 
discount,  a  few  for  as 

QaETTY      ^e  as  a  Penny- 

Unit  I  However,  our  recent 

spot-check  of  some 
out-of-print  editions 
prized  by  investors  go 
for  a  princely  sum 
(table).  Take,  for  instance,^!  Course  In 
Trading,  which  in  1934  grew  out  of  a 
class  in  technical  analysis  offered  by  an 
advisory  firm  called  Wetsel  Market 
Bureau.  A 1998  reprint  with  a  cover 
price  of  $45  now  goes  for  $98.95. 
Or  check  out  A  History  of  Interest  Rates,  by 
the  late  Sidney  Homer,  founder  of 
Salomon  Brothers'  fixed-income  research 
unit.  The  latest  edition  (with  co-author 
Richard  Sylla)  trades  at  a  premium  price 
of  $85.63  over  the  1996  cover  price  of 
$79.  Paperbacks  can  be  had  for  $40.  By 
far  the  fattest  markup  we  found  came  on 
Seth  Klarman's  Margin  of  Safety.  A  value 
investor,  Klarman  operates  a  low-profile 
Boston  partnership  known  as  Baupost 
Group.  Four  sellers  offered  his  1991  book 
at  Amazon.com  for  prices  ranging  from 
$599  to  $689.  Have  you  dusted  off  your 
bookshelves  lately? 


Hidden 
Treasure? 

LOWEST 
ASKING  PRICE 

Mindtraps:  Mastering  the 
Inner  World  of  Investing 

By  Roland  Barach 

$89.95 

A  History  of  Interest  Rates* 

By  Sidney  Homer,  Richard  Sylla 

85.63 

A  Course  in  Trading 

By  Wetsel  Market  Bureau 

98.95 

Sector  Investing,  1996 

By  Sam  Stovall 

285.88 

Margin  of  Safety:  Risk-Averse 
Value  investing  Strategies 
for  the  Thoughtful  Investor 

By  Seth  A.  Klarman 

599.00 

• 

Data: 
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EMPLOYMENT 

Yanks  Wanted 

THE  QUEEN'S  ENGLISH  no  longer  rules  in  many  parts  of  the  world.  A  growing  numbe: 
of  foreign  corporations  and  private  language  schools,  especially  in  China  and  Sou 
Korea,  want  speakers  who  can  teach  North  American-accented  conversational 
English.  This  has  opened  up  opportunities  for  new  U.S.  and  Canadian  college 
graduates,  as  well  as  people  who  have  been  laid  off  and  are  struggling  to  find  work 

On  ESLcafe.com,  a  Web  site  geared  toward  teachers  of  English  as  a  second 
language  from  the  U.S.  and  Canada,  job  listings  have  increased  30%  in  the  past  ye 
to  about  500  a  month,  with  more  than  300  in  South  Korea  alone.  Most  employers 
want  a  bachelor's  degree  and  a  Teaching  English  as  a  Foreign  Language  (TEFL) 
certificate,  available  through  universities  and  TEFL  training  centers.  "There  are  mo: 
positions  than  there  are  people  to  fill  them,"  says  Dave  Sperling,  site  founder. 

Japan  pays  approximately  $30,000  a  year;  China  and  South  Korea  offer  half  that 
amount  but  typically  throw  in  housing  and  meals.  The  most  generous  packages? 
Companies  in  the  United  Arab  Emirates  pay  up  to  $20,000— more  for  those  with  a 
Master's  degree— and  provide  housing,  private  school  for  teachers'  children,  and 
three  months'  vacation.  -Kate  Hazelwa 


INVESTING 

LOOKING  FOR  MUTUAL  FUND  ideas?  When  you  click  on  a  fund 
report  at  www.morningstar.com,  a  message  now  pops  up  that 
says:  "Investors  who  viewed  this  fund  also  viewed,"  and  then 
the  Momingstar  site  lists  four  similar  funds,  with  links  to  those 
portfolios.  For  example,  investors  who  called  up  the  popular 
uodge  &  Cox  Balanced  Fund  recently  looked  ax  Oakmark  Equi 
&  Income  and  1.  Rowe  Price  Capital  Appreciation.  The 
site  offers  the  same  feature  for  exchange-traded 
funds  and  stocks.  The  data  are  based  on 
the  previous  week's  page  views 
culled  from  Momingstar's 
database.  /w 


recommends  Microsoft    Windows    XP  Professional  for  Mobile  Computing. 


Your  deadline  says  you  have  to  work  through  lunch. 

Your  wireless  notebook  says  you  don't  have  to  do  it  from  your  desk. 

'  low  /ou  and  your  employees  can  have  the  flexibility  of  working  in  more  places  — 

g  /our  ideas  more  room  to  roam  A:*or  a     HP's  notebooks,  powered  by  Intel' 
Centrino"  mobile  technology,  are  engineered  "itr  302.11b  wireless  networking  capability." 
So  "h.le  the  times  may  demand  /o  j  and  /o  >r  peop  e  work  harder,  they  don't  get  to  tell 
/■ou  whore.  Get  more  mob  I  7  Get  more  product  /?/  Get  ~-  w  '■:>/.:  --io'ocoo': 


HP  Compaq 
Business  Notebook  nc6000 

Call  1-800-883-0214  or  visit  www.hp.com/go/wwnb. 


Personal  Business  The  Barker  Portfo 


BY  ROBERT  BARKER 


Doing  the  Numbers 
On  a  Tax  Preparer 


That  was  just  a  ton  of  fun,  wasn't  it?  Our 
spring  income-tax  ritual  mixes  dread, 
denial,  despair,  anger,  and  for  most  of 
us,  resignation.  Some  60%  of  individual 
tax  returns  are  filed  today  by  paid 
preparers,  up  from  under  50%  as  recently 
as  1996.  Now  that's  one  nice  growth 
trend.  J  The  best  way  to  invest  in  this 

hideous  phenomenon  has  been  familiar,  old  H&R  Block, 
whose  prospects  captured  no  less  than  Warren  Buffetf's 
Berkshire  Hathaway,  which  holds  an  8.2%  stake.  Now  inves- 
tors are  set  to  get  a  second  way  to  exploit  taxpayer  confusion. 
Cendant,  the  giant  franchiser  of  such  travel  and  real  estate 
brands  as  Days  Inn  Worldwide  and  Century  21  Real  Estate,  also 
owns  Jackson  Hewitt  Tax  Service.  It's  No.  2  behind  Block  in 
paid  tax  preparation  (chart).  Having  decided  tax  prep  doesn't 
mix  well  with  real  estate  and  travel,  Cendant  hopes  by  June  to 
sell  Jackson  Hewitt  in  an  initial  public  offering  to  be  led  by 
Goldman  Sachs. 

THE  IPO  PRICE  IS  YET  TO  BE  estimated,  and  Jackson  Hewitt's 
CEO,  Block  alumnus  Michael  Lister,  isn't  talking  ahead  of  the 
deal.  Fortunately,  the  company's  securities  filings  offer  plenty  of 
details  about  its  growth,  some  warnings  about  risks,  and  a  few 
pointers  to  what  Jackson  Hewitt  may  be  worth.  This  much  you 
can't  miss:  At  tax  time,  people  sure  are  easy  marks.  In  fiscal 
2003,  ended  Apr.  30,  Jackson  Hewitt  saw  $172  million  in 
revenue,  a  9%  jump.  Most  of  that  came 
from  royalties  and  other  fees  from 
franchisees,  who  own  4,295  offices,  or  from 
preparing  returns  at  its  642  company- 
owned  offices.  Yet  Jackson  Hewitt  also  took 
in  $48  million  selling  such  other  services 
as  an  extended  warranty  on  tax  returns  (in 
case  its  preparer  errs),  a  debit  card,  and 
unsecured  loans  to  those  who  need  cash  at 
the  holidays.  The  most  lucrative  sideline: 
Jackson  Hewitt's  refund  anticipation  loan, 
or  "  RAL."  Last  year,  34%  of  its  customers 
took  out  an  RAL. 

A  looming  problem,  however,  is  what 
Jackson  Hewitt  calls  "the  perceived 
inequity  of  these  types  of  loans." 
Regulators  are  focusing  on  RALs'  fees  and 
how  they're  sold.  For  example,  New  York 
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OPPORTUNITY 


The  two  leading  paid  preparers  of 

income  tax  returns  capture  less  than 

15%  of  the  market 

^^^^  131  MILLION 

INDIVIDUAL  TAX 
RETURNS  WERE 
FILED  IN  2003 


41%  44.5% 


GROWTH  BUSINESS 

Jackson  Hewitt's 
revenue  climbed 
9%  in  the 
2003  fiscal  year 


City  in  February  fined 
Jackson  Hewitt 
$125,000  for  "not 
clearly  disclosing"  its 
terms  on  these  loans, 
an  extreme,  closer 
regulation  might  m 
RALs  uneconomic, 
Jackson  Hewitt  says 
at  a  minimum,  it 
to  pinch  profits.  Ano 
risk:  Jackson  Hewitt 
grown  in  part  via  kio 
in  Wal-Mart  Stores, 
1,100  at  last  count  Yell 
this  deal  is  set  to  expire  soon.  Will  it  be  renewed?  And  on 
equivalent  terms?  Both  companies  declined  to  say. 

Despite  these  concerns,  the  business  of  helping  taxpayers 
isn't  going  away.  For  investors,  the  question  is  price:  What  I 
might  Jackson  Hewitt  be  worth?  Cendant  paid  $476  millioJ 
for  Jackson  Hewitt  in  1998,  when  it  was  less  than  half  its  sizl 
today.  While  its  revenue  mix  differs,  Block  offers  another 
guide.  The  market  values  Block  at  $8.5  billion,  or  about  13 
times  this  fiscal  year's  net,  which  is  seen  growing  19%. 
Now  assume  a  few  things  about 
Jackson  Hewitt:  that  its  growth  rates 
through  February— 11%  in  the  number  o 
returns  it  prepared  and  5%  in  revenue  p 
client— hold  through  fiscal  2004;  that  i 
net  margin  widens  a  bit,  to  25%;  and  tin 
it  borrows  $175  milhon,  the  sum  it  plan! 
to  pay  Cendant  in  a  farewell  dividend.  | 
Given  all  that,  I  guesstimate  Jackson 
Hewitt  this  year  may  see  earnings  grow 
almost  22%,  to  $50  million.  To  be 
generous,  grant  Jackson  Hewitt  an 
earnings  multiple  of  22.  Its  value  then 
comes  to  $1.1  billion.  Subtract  the  debt, 
and  the  equity  would  be  amply  priced 
$900  milhon  or  so.  Smart  investors 
look  to  pay  less.  ■ 

E-mail:  rb@businessweek. 


77  MILLION 
RETURNS  DONE 
BY  PAID 
PREPARERS 

54  MILLION 

FILED 

BY  TAXPAYERS 


16.3  MILLION 
H&R  BLOCK 
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With  T-Mobile  HotSpot,  mobile  employees  can  wirelessly  access  the  office  from 
wherever  they  go.  Each  location  offers  Wi-Fi  Internet  service  for  laptops  or  PDAs, 
and  is  a  part  of  the  nation's  largest  Wi-Fi  network.  Check  e-mails.  Download 
data-rich  files.  Upload  presentations  on  the  fly.  It's  Wi-Fi  in  its  most  secure  and 
reliable  form,  and  it's  here  to  help  the  modern  workforce  get  more  out  of  each  day. 
For  more  information,  log  on  to  www.t-mobile.com/hotspot  or  call  1-877-822-SPOT. 


able  at  over  4500  locations  nationwide  including 

kinko's  borders 

■•■■■■m^      w  nv»«  MU^IC  MOVKS  CAFE 


& 


BOOKS  MUSIC  MOVIES  CAFE 


AmerteanAlrfne*    Ckowm Ropm Cu>»     «""ITE8 

i  iul,  «mu  Red  Carpet  Club' 


Tm 


T-  ■  -Mobile  ■ 
HotSppt 


le  is  a  registered  trademark  of  Deutsche  Telekom  AG.  The  HotSpot  logo  is  a  service 
>rship  required  for  admittance  into  airline  clubs. 


mark  of  T-Mobile  USA,  Inc.  ©2004  T-Mobile  USA,  Inc.  All  other  marks  are  properties  of  their  respective  owners. 


Personal  Business  Inside  Wall  Street 


BY  GENE  G.  MARCIAL 


AS  ADVERTISING  STARTS  TO  PERK  UP,  VIACOM  IS  SET  TO  CASH  IN 
GREG  MANNING  IS  REALLY  COINING  IT  ON  SALES  OF  COLLECTIBLES 
FDA  APPROVAL  FOR  A  DIAGNOSTIC  AID  COULD  BOOST  CYTOGEN. 


LONG,  LISTLESS 
EPISODES 


DOLLARS 


VIACOM 


JUNE  9.  '03        APR.  14.  '04 
Data:  Bloomberg  Financial  Markets 


Viacom:  An  Ad  Revival? 

AN  ADVERTISING  SNAPBACK  is  in  the  air,  and  media 
giant  Viacom  (VIA)  is  rousing  after  a  long  sleepy  spell. 
Since  hitting  47  in  June,  the  stock  has  trailed  the  market, 
slumping  to  37  in  mid-March.  (Viacom  was  last  mentioned  in 
this  column  on  Feb.  24, 2003,  when  it 
was  at  36.55.)  It  has  since  edged  up  to 
40.78.  Ads  account  for  50%  of  revenues, 
so  when  they  are  weak,  Viacom  suffers 
("Viacom:  Too  Addicted  to  Ads?"  BW- 
Apr.  19).  "Viacom  offers  an  attractive 
valuation  as  it  enters  a  period  of 
improving  fundamentals,"  says  Jeffrey 
Kleintop  of  PNC  Advisors,  which  owns 
shares  in  its  $53  billion  portfolio.  He 
sees  the  stock  climbing  to  55  in  12 
months,  based  on  his  earnings  forecast 
of  $1.61  a  share  in  2004  and  $1.80  in 
2005.  Viacom  is  cheap,  he  figures,  at  21  times  its  estimated 
2004  free-cash  flow  of  $1.88  a  share  and  195  times  2005's 
estimated  $2.07  This  year,  Kleintop  expects  Viacom  to  lift  its 
dividend  from  12$  to  48$.  A  "tidal  wave"  of  political  ads  in 
2004  will  be  a  big  plus,  says  David  Miller  of  investment  firm 
Sanders  Morris  Harris,  who  rates  it  a  buy.  He  already  notes  a 
rebound  in  spot  TV.  Another  bright  spot,  says  Miller,  is  the 
likelihood  that  CBS  will  "coast  to  a  victory  in  total  household 
[ratings]  during  the  May  'sweeps'."  Viacom's  other  assets, 
including  MTV  and  Nickelodeon,  filmmaker  Paramount,  and 
radio's  Infinity  Broadcasting,  are  also  expected  to  post  gains. 

Higher  Bids  at 

Greg  Manning  Auctions 

GREG  MANNING  AUCTIONS  (GMAl)  deals  in  rare  coins, 
stamps,  and  other  collectibles,  but  its  stock— which  has 
no  Street  following— is  also  a  rarity:  It  rocketed  from  2.10 
last  June  to  16.19  on  Apr.  14.  With  operations  in  Berlin,  Hong 
Kong,  Madrid,  New  York,  Zurich,  and  on  the  Internet, 
Manning's  sales  have  soared  on  rising  demand.  Despite  the 
stock's  meteoric  climb,  it's  still  undervalued,  says  Mark  Rice, 
who  runs  Puce  Opportunity  Fund.  He  notes  Manning  hit  27  in 
early  2000,  when  the  business  was  still  in  the  red.  In  2003,  it 
earned  22<f  a  share  on  sales  of  $101  million.  Ivan  Sacks  of  First 
Dallas  Securities,  whose  clients  own  shares,  sees  2004  earnir  ts 
of  50$  on  $175  million.  For  2005,  he  expects  74$  on  $230 
million.  Manning's  fast  growth,  says  Sacks,  should  fetch  a  price- 
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earnings  ratio  of  30,  implying  a  stock 
price  of  22.  Manning  and  its  Spanish 
partner,  Afinsa  Bienes  Tangibles,  which 
owns  70%  of  Manning,  plan  to  set  up 
shop  in  China,  where  stamp  collecting 
is  hot.  In  two  years,  China  could 
generate  multimillion-dollar  sales,  says 
an  investor  close  to  Manning.  Michael 
Borgen  of  NaveUier  Aggressive  Micro - 
Cap  Portfolio,  which  owns  shares,  is 
impressed  with  Manning's  "rapid 
growth  and  fat  margins." 


Cytogen  Sharpens 
A  New  Cancer  Weapon 

CYTOGEN  (CYTO),  whose  products  help  diagnose  and 
treat  cancer,  could  get  a  Food  &  Drug  Administration 
O.K.  by  midyear  for  its  new  Combidex.  So  says  Cynthia 
Davis  of  investment  firm  Caris,  who  rates  Cytogen,  now  at 
11.20,  a  buy,  with  a  12-month  target  of  22.  The  product  is  a 
magnetic  resonance  imaging  agent  that  helps  radiologists  tell 
cancerous  from  benign  lymph  nodes.  Combidex  will  be  a  big 
boon  to  Cytogen,  notes  Davis,  who  figures  an  approval  will  ad 
$5  million  to  its  2004  revenues,  which 
she  puts  at  $30  million.  Cytogen 
markets  three  products  already: 
ProstaScint,  an  imaging  agent  for 
prostate  cancer;  Quadramet,  for  pain 
relief  in  bone  cancer;  and  NMP22 
BladderCheck,  a  diagnostic  test  for 
bladder  cancer.  A  phase  3  (large 
sample)  clinical  study  of  Combidex 
published  in  Radiology  in  September 
showed  that  it  aids  in  the  evaluation  of 
metastatic  lymph  nodes,  notes  Davis. 
She  figures  Combidex  and  the  ramp-up 
in  sales  of  Quadramet  will  boost  Cytogen's  2005  revenues  to  I 
$80  million,  when  she  expects  earnings  of  $1.10  a  share.  In    ! 
2006,  she  sees  earnings  of  $2.60  on  sales  of  $126  million,  with 
Combidex  contributing  $50  million  in  sales.  II 
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Gene  Marcial's  Inside  Wall  Street  is  posted  at 
businessweek.com/  today.htm  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays.  See  Gene  on  Fridays  at  1:20  p.m. 
EST  on  CNNfn's  The  Money  Gang. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor 
'irms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  invest 
banking  or  other  financial  relationships  with  them. 
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After  117  years  of  building  sound  financial  plans  for  clients,  we  can  say  without  reservation  that 
one  size  doe's  not  fit  all.  Every  client  need  is  as  unique  as  the  client  who  walks  in  the  door.  That's 
why  our  financial  consultants  are  completely  free  to  serve  the  client's  interests  and  nothing  else. 
To  meet  with  an  A.G.  Edwards  financial  consultant,  visit  www.agedwards.com  or  call  (866)  319-4243. 


A.G.EDWARDS 

FULLY  INVESTED  IN  OUR  CLIENTS 


■^1 


■ 


PUTTING  LIMITS  ON  THE  CHOICES 
FINANCIAL  CONSULTANTS  CAN  OFFER: 


TO  US  THAT'S  LIKE  SAYING, 
HAVE  ANYTHING  ON  THE  MENU 
YOU  WANT  AS  LONG  AS  IT'S 
A  HAM  SANDWICH." 
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COMMENTARY 

Stocks  stumbled  on  the  fear  of 
rising  interest  and  inflation  rates. 
Fueling  the  concern  was  a  jump  in 
the  CPI  along  with  a  quickening  in 
economic  activity.  The  bond 
market  went  into  a  tizzy,  dragging 
equities  down,  too.  Lost  in  the  fog 
were  strong  profits  from  Novellus 
Systems  and  Intel.  Texas 
Instruments  reported  record 
earnings  on  Apr.  14,  signaling 
more  good  news  to  come. 

Data:  Bloomberg  Financial  Markets.  Reuters 
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GSTI  Internet 
PSE  Technology 
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GLOBAL  MARKETS  aprm  week 

S&P  Euro  Plus  (U.S.  Dollar)  1175.4  -13 

London  (FT-SE 100)  4485.4  0.4 

Paris  (CAC  40)  37314  -0.1 

Frankfurt  (DAX)  4012.8  0.3 

Tokyo  (NIKKEI  225)  12,0982  07 

Hong  Kong  (Hang  Seng)  12,6693  -19 

Toronto  (S&P/TSX  Composite)  8640J  -1.9 

Mexico  City  (IPC)  10.6093  -1.3 
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FUNDAMENTALS  apri3 

S&P  500  Dividend  Yield  L58S 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  223 

S&P  500  P/E  Ratio  (Next  12  mos.)*        17.6 

First  Call  Earnings  Surprise*  6.42% 

TECHNICAL  INDICATORS  apr.13 
S&P  500  200-day  average                1064.7 

Stocks  above  200-day  average  76.0% 

Options:  Put/call  ratio  0.74 

Insiders:  Vickers  NYSE  Sell/buy  ratio  539 


WEEKAGO  TtA*«0> 

1.56%  131% 

225  3L3 

16.7  153 

13.89%  524% 

'first  CalCoii. 

weekago  readm 

1061.6  PmMm 

83.0% 

070 

5.76 


BEST-PERFORMING 
GROUPS 

Internet  Software 

Employment  Services 

Motorcycles 

Home  Entertainment 

Casinos 


LAST  LAST12 

month  m  v  :•■'-;  '-. 

27.2  Fertilizers  &  Ag.  Chems.  125.3 

24.1  Internet  Software  124.8 

14.5  Divsfd.  Metals  &  Mining  104.6 

11.6  Steel  98.3 
9.6  Casinos  97.5 


WORST-PERFORMING 
GROUPS 

Divsfd.  Metals  &  Mining 

Homebuilding 

REITs 

Invest.  Banking  &  Brkrge. 

Genl.  Merchandise  Chains 


LAST 

MCVi  M 

-13.6 
-12.5 
-10.1 
-8.0 
-6.8 


LAST* 
MONDSt 

Photographic  Products    -2UJ 


Airlines 

Pharmaceuticjrs 
Health-Care  Facilities 
Distributors 


EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN  %      52-WEEK  TOTAL  RETURN 
LEAOEtS 

Japan  11.3 

Diversified  Pacific/Asia  7.5 

Technology  6.3 

Diversified  Emerg.  Mkts.  6.1 

LAGGARDS 

Real  Estate  -8.2 

Utilities  -0.9 

Financial  -0.8 

Precious  Metals  0.1 


-12 
33 
37 

aA 


Japan 

79.7 

Diversified  Emerg.  Mkts. 
Pacific/Asia  ex- Japan 
Latin  America 

LAGGARDS 

73.4 
71.3 
66.4 

Domestic  Hybrid 

20.3 

Miscellaneous 

26.4 

Utilities 
Large-cap  Blend 

26.9 
27.3 

INTEREST  RATES 


KEY  RATES 
Money  Market  Funds 
90-Day  Treasury  Bills 
2-Year  Treasury  Notes 
10-Year  Treasury  Notes 
30-Year  Treasury  Bonds 
30-Year  Fixed  Mortgage  f 


APR.  14 

031% 
035 

437 


5J7 
5.88 


WEEKAGO    YEARUQ 

057%    032*4 
033        U" 

4.16 
5.01 
573 

tBaruQuote.  inc 


131 

■ 

334 

«l 

539 


EQUITY  FUNDS 

4-WEEK  TOTAL  RE" 
LEADERS 

ProFds.  Intnet.  Ultsr.  Inv 
Grand  Prix  A 
Fidelity  Japan  Small  Co 
Matthews  Japan 

LAGGARDS 

ProFds.  Rl.  Est.  Usr.  Inv. 
Brazos  Rl.  Est.  Securts.  Y 
Spirit  of  Amrca.  R.  Est.  A 
Seligman  Mthly.  Dv.  R.E.  C 


%      52-WEEK  TOTAL  RETURN 
LEADERS 

18.1  Apex  Mid  Cap  Growth 

16.7  Eaton  Vance  Grtr.  India  A 

16.5  Pacific  Advs.  Sm.  Cap  A 

162  Reynolds 

LAGGARDS 

-15.5  ProFunds  UltSh.  0TC  Inv. 

-11.0  Rydex  Dynam.  Vent.  100 

-1L0  Rydex  Dyn.  Tempest  500 

-10.5  ProFunds  UltraBear  Inv. 


141.1 
136.6 
130.6 
129.4 

-55.2 
-55.0 
-42.1 
-42.1 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 


I 


10-YRBONO 

30-YR.BOrC 

General  Obligations 

330% 

Taxable  Equivalent 

5.43 

6.87J 

Insured  Revenue  Bonds 

333 

Taxable  Equivalent 

5.61 

714  | 

THE  WEEK  AHEAD 


LEADING  INDICATORS  Monday, 
Apr.  19, 10  a.m.  EDT»  The 
Conference  Board's  March  index  of 
leading  economic  indicators  is 
expected  to  have  increased  0.2% 
after  remaining  unchanged  in 
February.  That's  according  to  the 
median  forecast  of  economists 
surveyed  by  Action  Economics. 
BEIGE  BOOK  Wednesday,  Apr. 
21,2  p.m.  EDT  »  The  Federal 
Reserve  will  release  its  summary  of 
regional  economic  activity  before 


its  May  4  monetary  policy  meeting. 
Despite  strong  growth  and  the 
pickup  in  hiring,  respondents  to 
the  latest  Action  Economics  survey 
still  see  the  Fed  holding  interest 
rates  at  1%  through  at  least 
August. 

INITIAL  UNEMPLOYMENT  CLAIMS 
Thursday,  Apr.  22.  8:30  a.m. 
EDTn  New  filings  for  state 
unemployment  claims  probably 
fell  to  about  325,000  during  the 
week  ending  Apr.  17,  from  328,000 


for  the  week  ended  Apr.  3.  Fewer 
claims  point  to  further  improve- 
ment in  the  labor  market. 
DURABLE  GOODS  ORDERS  Friday, 
Apr.  23,  8:30  a.m.  EDT»  New 
orders  for  durable  goods  are 
forecast  to  have  risen  0.5%  in 
March,  after  a  big  2.5%  jump  in 
rebruary.  The  February  increase 
was  due  to  a  gain  in  aircraft  orders. 
However,  the  overall  yearly 
increase  of  8.8%  is  being  led  by  a 
broad  rise  in  business  investment. 


The  BusinessWeek  production  i 
improved  to  216.4  for  the 
ended  Apr.  3,  and  grew  11%  1 
year  ago.  Before  calculation  of ' 
four-week  moving  average,  the  in 
rose  to  219.2. 


BusinessWeek  01 


For  the  BW50,  more  investment) 
data,  and  the  components 
of  the  production  index  visit 
www.businessweek.comAnagazin 
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Please  join  Samsung,  Circuit  City 
and  Joe  Torre  to  help  prevent 
domestic  violence. 


I 


'-Qfcfc. 


X 


^ur  Seer 


it  www.fourseasonsofhope.com 


Safe  At  Home 


rig's  Four  Seasons  of  Hope,  Circuit  City  and  Joe  Torre  have 
teamed  up  to  make  a  difference  in  the  community.  Circuit  City  and 
Samsung  will  conduct  several  promotions  to  help  raise  funds  for  the 
Joe  Torre  Safe  at  Home  Foundation,  like  donating  $1000  for  every 
home  run  hit  by  Joe's  team  at  Yankee  Stadium  during  the  regular 
season.  The  Joe  Torre  Safe  at  Home  Foundation  raises  funds  to 
support  the  development  and  implementation  of  a  comprehensive 
educational  program  through  awareness  campaigns  and  targeted 
curricula  for  youth.  To  find  out  how  you  can  help,  visit 
www.joetorre.com  or  call  877-868-4JOE. 


Index 


The  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with 
a  significant  reference  to  a  company.  Most  subsidiaries 
are  indexed  under  their  own  names.  Companies  listed  only 
in  tables  are  not  included. 
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ABC(DIS)94 

ABI  Research  94 

Accenture(ACN)48,56 

ACNielsen60 

Aeon  54 

Afinsa  Bienes  Tangibles 

122 

Alcatel  (ALA)  94 
Alcoa  (AA)  94 
Aldi  60. 62 
AltriaMesr30 
Amazon.com  (AMZN)  118 

\mersham  88 
Andover  Controls  (BBY) 

94 
Anheuser-Busch  (BUD) 

14.74 
AT&T  (T)  25 
AT&T  Wireless  (AWE)  48, 

94 


B 

Bank  of  America  (BAC)  74 
Barnes  &  Noble  (BKS)  14 
Baseball  Info  Solutions  74 
Bear  Steams  (BSC)  116 
Berkshire  Hathaway 

(BRK)13,120 
Bertelsmann  50    . 
Bharti  Tele-Ventures  56 
Bianco  Research  84 
BMW  45, 113 
Boeing  (BA)  90 
Bombardier  102 
Bridgewater  Associates 

84 

BT  Group  (BT)  94 
Burger  King  14 


Cablevision  Systems 
(CVQ74 

CBS  (VIA)  18, 74, 94 
Cendant  (CD)  120 


Century  21  Real  Estate 

(CD)  120 
Christensen  Shipyards 

108 

Citigroup  (C)  13, 56 
Coca-Cola  (KO)  50 
Coca-Cola  Enterprises 

(CCE)102 
Continental  Airlines  (CAL) 

16 
Costco  Wholesale  (COST) 

60 
Cytogen(CYT0)122 


DaimlerChrysler  (DCX) 
45,58 

Daksh  eServices  56 
Days  Inn  Worldwide  (CD) 

120 
Delta  Marine  Industries 

108 
Dodge  &  Cox  Balanced 

Fund  (DODBX)  118 
Dow  Chemical  (DOW)  94 
Dresdner  Kleinwort 

Wasserstein58 
DuPont(DD)50,70 
DWS58 


Educational  Testing 

Service  70 
Eduventures70 
Electronic  Data  Systems 

(EDS)  56 
Ember  94 

e-Serve  International  56 
EXL  Service  56 
Exxon  Mobil  (XON)  94 


Fator  Doria  Atherino  59 

First  Dallas  Securities  122 
Focal  Point  Group  102 
Ford  Motor  (F)  45 


Four  oeasons  Hotels  (FS) 
13 

France  Telecom  (FTE)  102 
Freddie  Mac  (FRE)  30 
Friendster  13 


General  Electric  (GE)  18, 

56,88 

General  Motors  (GM)  45 
Ghirardelli  Chocolate  62 
GlaxoSmithKline  (GSK)  65 
Goldman  Sachs  (GS)  30, 

120 
Goodman  Manufacturing 

94 

Google  13, 26 
Greg  Manning  Auctions 

(GMAI)122 


H 

Harley-Davidson(HDI)20 
Hewlett-Packard  (HPQ) 

102 

Home  Depot  (HD)  14 
Honda  Motor  (HMC)  20, 

45,55 
Honeywell  International 

(HON)  94 

H&R  Block  (HRB)  14, 120 
HSBC  Securities  (HBC)  56 


I 

IBM(IBM)16.56 
lceology58 
IHS  Energy  44 
Infosys  Technologies 
(INFY)56 
ING  Barings  55 
ln-Stat/MDR94 
Intel  (INTC)  50, 94 

94 
Isuzu  Motor   55 


J.C.  Penney  (JCP)  94 
J.D.  Power  &  Associates 

58 
John  Hancock  Financial 

Services  (JHF)  74 
John  W.Henry  74 


Kagan  Research  74 
Kawasaki  Heavy 

Industries  (KWHIY)  20 
Kingdom  Holding  13 
Knoll  International 

Holdings  16 
Kraft  Foods  (KFT)  50 


L 

LetsTalk48 
Levi  Strauss  50 
LG  Electronics  48, 94 
Linkedlnl3 
Lockheed  Martin  90 


M 

MCI  Group  (MCWEQ)  14 
McKinsey&Co.60 
McMillan/Doolittle  60 

Medtronic  (MDT)  16 
Mercedes-Benz  (DCX)  58, 

60 

Merck  (MRK)  65 
Merrill  Lynch  (MER)  88 
Microsoft  (MSFT)  16, 26, 

94 

Mitsubishi  Motors  55, 58 
M+M  Planet  Retail  60 
Momingstarll8 
Morrison  Knudsen  16 
Motorola  (MOT) 48, 94 


N 

Navellier  &  Associates  122 
NBC  (GE)  88, 94 
NEC  (NIPNY)48 
Nestle  (NSRGY)  60, 102 
New  England  Sports 

Network  74 
News  Corp.  (NWS)  13 
Nikko  Salomon  Smith 

Barney  (C)  55 
Nissan  Motor  (NSANY) 

45,55 


Nokia  (NOK)  48, 94, 102 
Northern  Telecom  14 
NTT  DoCoMo  (DCM)  48 


Oakmark  Equity  &  Income 
Fund  (OAKBX)  118 
Odyssey  Development  26 
0nfolio26 
Orange  48, 102 


Pearson  (PSO)  70 
Pfizer  (PFE)  30 
PNC  Advisors  122 
Procter  &  Gamble  (PG)  60 
Professional  Consulting 
Group  16 
Pulliam  Group  70 


R 

RCA(GE)18 
Requisite  Organization 

International  14 
Rice  Opportunity  Fund  122 
Royal  Ahold  60 
Royal  Philips  Electronics 

(PHG)94,102 
Rutberg94 


Samsung  48, 94 
Sanders  Morris  Harris  122 
Sanyo  Electric  (SANYY) 

48 

SAP  (SAP)  102 
SBC  Communications 

(SBC)  20 
7-Eleven(SE)62 
Siemens  (SI)  94 
Singapore 

Telecommunications 

(SGTSY)102 
Sony  Ericsson  Mobile 

Communications  48, 

102 

Sprint  (FON)  25 
Sprint  PCS  (PCS)  48, 102 
Standards  Poor's  (MHP) 

20  114  116 
Strategic  Resource  Group 

60 


Tata  Consultancy  Services 
56 

Tenet  Healthcare  (THC)  / 

50 

3M(MMM)20 
TimeWamer(TWX)50 
Toyota  Motor  (TM)  45, 55 
Tracmail  56 
Trader  Joe's  60, 62 
T  Rowe  Price  Capital 

Appreciation  (PRWCX) 

118 


u 

UnitedHealth  Group 

(UNH)20 
U.S.  Wireless  Online 

(UWRL)94 


Vanguard  Group  86 
Verizon  Wireless  (VZ)  48, 
94 

Viacom  (VIA)  122 
Vivendi  Universal  (V)88l 
Vodafone  Group  (VOD)  41 
Volkswagen  45 


W 

Wal-Mart  Stores  (WMT)  I 

60,120 
Wellpoint  Health  Netwoi 

(WLP)20 

Wetsel  Market  Bureau 
Wipro(WIT)56 
Wireless  Data  Research 

94 
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XI  Technologies  26 


Yahoo!  (YHOO)  116 
Yamaha  Motor  20 
Yankee  Group  48 
Yankees  Entertainment! 
Sports  Network  74 


Jackson  Hewitt  120 
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mess/Career  Opportunities 


The  current  economy  is  making 
"^ONEY  for  loan  and  leasing  brokers! 

OWj  ]  fCJLL'i  OWj  I 
t(/3i  IS55  LQAj  I  CC&lHAi  If 

loans/Foctohng/Equipment  leasing 


nge  business  loans  and  leases 
h  $10,000  to  $10  million 
rk  directly  with  national 
|lers      No    experience 
|  ded.     We     completely 

['  t     and     support     you 
mited   earning    potential 
residual  income 

1  R  A  FREE  VIDEO 
ID  INFO  BROCHURE 

OL  800-336-3933 

\  viewttc.com  (*-The  Loan  Consultants,  Inc 


INCREDIBLE  INVENTION 


iven  to  cut  electricity  costs 
by  up  to  40%. 

lufacturer  seeks  USA  &  overseas 
ibutors  for  this  top  quality  high  tech 
iuct  with  amazing  customer  demand. 

Tel: +44  (0)1872  223  000 

■mail:  info@somar.co.uk 

for  information  pack 


SIX  FIGURES... 

Plus  Car  &  Home  Benefits 
illion  S  Int'l  Health  Corp.  from 
pan.  Unlimited  Earning  Poten- 
tial from  Your  Home  Office, 
r  Business  Ownership  details,  call 

877-747-6629 

/vw.  5pillars.  com/mmiller 


anced/Distance  Learning 


ABSOLUTELY  FREE 
EVALUATION 


ichelor's  -  Master's  -- 
Ph.D.  Degrees 

;ed  on  life  and  work  experience. 
Confidential  --  Fast  --  Student 
Loans,  www.arrc.org 

800-951-1203 


Health/Fitness 


m  BodyRail 

Weight  Training 
with  Reduced  Stress 
and  Strain  on 
Back! 


w.bodyrail.com 


Business/Career  Opportunities 


American  Diagnostic  Centers 


Net  annual  income  of  $^00,000 

Own  a  Medical  Diagnostic  Center  in  your  area.  NO  medical 
experience  required.  $150,000  initial  fee  and  $300,000 
of  investment  capital  is  required.  Can  reach  profitability 
in  6  months. 

(866)  862-1222 

info@americandiagnosticcenters.com 
www.americandiagnosticcenters.com 


For  Ad  Rates  and  Information 
Phone:  (312)  464-0500 
Fax:(312)464-0512 


Yacht  Charters 


Discover  the 

yachting 

world  of  Greece 

on  a 

VALEF  YACHT 

Since   1  969 


Men's  Footwear 


MEN...L00K  TALLER! 


ELEVATORS  CStioes  that  make  you  appear 
up  to  3"  taller.  Over  1 00  styles.  Money  Back 
Guarantee.  Hidden  height  increaser  inside 
shoes.  Making  men  taller  since  1939  Call 
or  write  for  FREE  color  catalog. 
www.elevatorshoes.com/10Jilrn 

ELEVATORS1  1 

RICHLEE  SHOE  CO  .  DEPT.   BW44 
P.O.  BOX  3566.  FREDERICK   MO  21705 


1-800-343-3810 


Advanced/Distance  Learning 


DISTANCE  LEARNING 


BBA  and  MBA  in  Business 

BA  and  MA  in  Psychology 

Southern  Califenua  University 


Wi.lMShrtS>liAuCA«I« 

Since  1978 

Educational  Loans  Available 


(800)477-2254 


Distance  Learning  •  Off  Campus 
Home  Study 


Degree  completion 
programs  available 

•  Business  Administration 

•  Management 

•  Psychology 

•  Education 

Credit  Cor  Career  /  Life  experience 

Self-Paced  Program 

Open  E n—m  •  Start  Aaytiaar 


CaWorn^W 
Coast^t 

Universtv 


Call  Toe."-  5525  •  •80O>  8SJ-3768 


Jewelry 


'AN  EXPRESSION 
OF  LOVE" 


Add-A-Pearl 

The  precious  children's  gift  that  grows 

in  beauty  and  value  every  year! 

Four  cultured  pearls  on  14k  gold  chain 

necklace.  Add  one  pearl,  or  pearls  by 

the  inch,  for  each  birthday,  Christmas, 

any  special  occasion. 

Juergens  &  Andersen 

Fine  jewelry  for  over  85  years. 

1-800-621-8333 
tvtvw.addapearl.com 


800.223.3845 


info  JValefyachts.com 


Valefyachts.com 


VALEF  YACHTS  LTD. 
PO   BOX  335  AMBLER.  c 


Marketplace  Advertisers 


The  BusinessWeek  Marketplace... It  Works! 

•  Advertise  in  the  BusinessWeek  Marketplace 

and  reach  5  million  responsive  readers. 

•  Reaching  more  business  professionals  than 

any  other  business  magazine... 
BusinessWeek  is  the  place  to  be  with  your  ad. 

Call  for  special  advertising  rates  and  value  added  features: 

800-424-3090 
Email:  bwmarketplace@aol.com 

(For  customer  service/subscription  call  800-635-1200) 


Editorials 


Setting  Realistic 
Goals  in  Iraq 


THE  BUSH  ADMINISTRATION  has  never 
been  ciear  about  the  ultimate  objectives 
of  its  Iraq  policy.  At  various  tunes  it  has 
cited  the  goals  of  eliminating  weapons  of 
mass  destruction,  toppling  a  dangerous 
dictator,  and  restoring  a  functioning  government.  At 
other  moments,  President  George  W.  Bush  and 
others  have  laid  out  the  much  broader  objective 
of  bringing  Western-style  democracy  to  Iraq.  In  his  Apr.  13 
press  conference,  Bush  said  that  the  U.S.  would  "finish  the 
work"  in  Iraq— but  only  some  of  his  goals  are  clear. 

The  President  needs  to  enunciate  clearly  what  the  U.S.  is 
trying  to  achieve  from  here  on  and  then  give  the  military  the 
resources  necessary  to  accomplish  that  mission.  Choosing  a 
more  limited  set  of  objectives— which  involves  handing  over 
power  on  June  30,  holding  elections  in  2005,  and  setting  up 
a  basic  representative  government— may  require  a  modest 
addition  of  troops  and  funding.  By  contrast,  trying  to  build  a 
genuine  Western-style  democracy  that  protects  such  things 
as  women's  rights  in  the  heart  of  the  Middle  East  is  a  far 
more  ambitious  goal  that  will  require  a  more  extended  stay,  a 
much  bigger  commitment  of  troops  and  money,  and  a 
multinational  effort  (page  36). 

Forthrightness  is  a  lot  to  ask  of  any  Administration, 
especially  during  a  Presidential  election  campaign.  But 
knowing  what  we  are  aiming  for  is  crucial  to  ensure  that  we 
will  get  there. 


Corporate  Taxes 
Need  an  Overhaul 


CORPORATE  TAX  REFORM  is  an  arcane 
subject  that  rarely  reaches  the  public 
consciousness.  But  sometimes  even  the 
dullest  topic  gets  its  moment  in  the 
spotlight:  The  Democratic  candidate, 
Senator  John  Kerry,  has  proposed  changing  the 
tax  system  to  make  it  less  appealing  for  companies 
to  move  jobs  overseas.  Liberals  point  out  that 
companies  are  paying  an  historically  low  share  of  their 
income  in  taxes,  even  while  CEOs  complain  about  being  hit 
by  the  corporate  alternative  minimum  tax. 

That's  why  it's  time  to  start  thinking  about  changing  both 
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the  way  corporate  income  is  taxed  and  the  way  corporate 
taxes  are  reported  to  investors.  Start  with  the  system 
itself.  Right  now,  the  U.S.  has  the  worst  of  both  worlds: 
a  high  corporate  tax  rate  of  35%  combined  with  an 
excessively  complicated  set  of  loopholes,  special  provisions, 
and  tax  shelters  that  allow  most  corporations  to  pay  far 
less  in  reality. 

The  main  goal  should  be  to  lower  the  corporate  tax  rate 
substantially,  while-simplifying  the  corporate  tax  system  and 
broadening  the  types  of  income  subject  to  tax— with  the  aim 
of  collecting  the  same  amount  of  revenues.  The  lower  rate 
would  make  it  less  worthwhile  for  corporations  to  go  to  the 
trouble  of  constructing  elaborate  tax  shelters.  It  would  boost 
aftertax  return  on  investment,  encouraging  companies  to  buy 
new  equipment  and  fostering  long-term  growth.  Moreover, 
companies  now  have  an  incentive  to  reinvest  their  profits 
abroad,  since  they  can  defer  paying  taxes  on  overseas 
earnings  until  they  are  brought  back  to  the  U.S.  A  sharp  cut  in 
the  corporate  tax  rate— to  far  below  the  33.25%  suggested  by 
Kerry— would  reduce  that  incentive. 

Corporations  must  also  provide  more  and  better  data  abou 
their  tax  liability  in  their  financial  statements.  Today,  it's 
difficult  for  even  experienced  investors  to  understand  how 
much  of  its  taxes  a  company  is  paying,  and  how  much  it  may 
be  able  to  defer  indefinitely.  After  the  Financial  Accounting 
Standards  Board  finishes  dealing  with  stock  options,  it  should 
turn  its  attention  to  improving  accounting  for  corporate  taxes 
That  would  be  good  news  all  around. 


Keepingjapan 
On  the  Rebound 


THE  RECOVERY  OF  the  Japanese 
economy,  long  stuck  in  low  gear,  is 
heartwarming.  Japan's  gross  domestic 
product  should  grow  about  3%  this 
year— not  spectacular  but  far  better  than 
the  past  decade's  1%  average.  Even  Japanese 
consumers  are  becoming  more  optimistic,  with 
household  spending  up  by  more  than  5%  from 
its  level  the  previous  year  (page  54). 

Yet  even  with  all  this  good  news,  Japan  needs  to  redouble 
its  economic  and  reform  efforts— and  not  slack  off.  The 
government  must  encourage  banks  to  keep  writing  down  bac 
debt— still  6%  of  all  credit,  concentrated  mainly  in  the 
regional  banks.  Japan's  manufacturers,  temporarily  buoyed 
by  record-breaking  demand  from  China,  need  to  understand 
that  they  have  to  keep  cutting  capacity  and  boosting 
productivity.  And  politicians  need  to  realize  that  they  just 
can't  keep  running  big  budget  deficits. 

The  rest  of  the  globe  prospers  from  a  revived  Japanese 
economy,  the  second-largest  in  the  world.  Now  Japan's 
political  and  business  leaders  must  keep  it  that  way. 
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